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BARAN

FORWARD LOOKING STATEMENTS

The Securities and Exchange Commission (“SEC”) erages companies to disclose forward-looking infation so that investors can better
understand a company'’s future prospects and mageriad investment decisions. This Form 20-F comstainch “forward-looking statements”. These
statements may be made directly in this Forni2@ferring to Baran Group Ltd., its subsidiaried affiliated entities and it may also be made r& gk
this Form 20-F by reference to other documents filith the Securities and Exchange Commission pB&roup Ltd., which is known as
“incorporation by reference”. These statements mmajude statements regarding future events. Weudb as “anticipate,” “estimate,” “expects,”
“projects,” “intends,” plans,” “believes” and wals and terms of similar substance used in cororeetith any discussion of future operating or
financial performance, identify forward-looking tments. All forward-looking statements are manag#fa present expectations of future events and
are subject to a number of factors and uncertaititiet could cause actual results to differ matgrieom those described in the forward-looking
statements. Such factors and uncertainties, inofutlie risks related to the businesses of Baram@letd., discussed under “Risk Factors”, (see “Key
Information”) among others, could cause actualltesa differ materially from those described. SHalders are cautioned not to place undue reliance
on the forward-looking statements, which speak ofilthe date of this Form 20-F or the date of theusnent incorporated by reference in this Form
20-F. Baran Group Ltd. is under no obligation, argdressly disclaims any obligation, to update tarany forward-looking statements, whether as a
result of new information, future events or othesvi

PART I

ITEM 1. IDENTITY OF DIRECTORS, SENIOR MANAGEMENT AN D ADVISORS



Not Applicable

ITEM 2. OFFER STATISTICS AND EXPECTED TIMETABLE

Not Applicable

ITEM 3. KEY INFORMATION

The selected financial data is incorporated byregfee to Item 5 of this annual report.
Risk Factors

This Annual Report and statements that we make frontime to time may contain forward-looking statemens. There can be no assurance that
actual results will not differ materially from our expectations, statements, or projections. Factorbiat could cause actual results to differ from
our expectations, statements or projections includeamong other things, the risks and uncertaintieselated to our business described below.
Unless otherwise indicated, when the term “Baran”s used throughout this Annual Report, it shall mearThe Baran Group Ltd., together with
its subsidiaries and affiliates.

The markets in which Baran competes are highly comgtitive.

The telecommunications network services marketaahdr markets in which Baran competes are highigpetitive and are served by numerous
companies. Many of these competitors have sigmitig greater financial, technical and marketingpreces, generate greater revenues and have
greater name recognition and international expeddhan Baran. Baran believes that the principaipetitive factors in its markets include the apili
to deliver services within budget and on time, ipd¢ reputation, accountability, project managenextertise, industry experience and expertise in
new and evolving technologies. Baran may not te tbcompete effectively on these or other based, as a result, it may not be able to maintain
current customer relationships or develop new costaelationships.

Baran must continually enhance its technical abilies and areas of expertise to remain competitive.

Baran believes that its future success, to a sggmif extent, depends upon its ability to enhatgeisting technical abilities and to meet the
requirements of its customers in rapidly develogingd evolving markets. Although Baran is curredtiyoting significant resources to enter additional
areas of project management and operation, ardrigipg to develop new areas of expertise, Bargrésent or future abilities may not satisfy the
evolving needs of customers in the sectors it sesvilf Baran is unable to anticipate or resporetjadtely to those demands, due to resources,
technological or other constraints, its busineskrasults of operations could be materially adJgrafected.
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Endeavors to develop new markets pose a risk to Ban as the investment allocated may be written off.

Part of Baran’s strategy is to pursue and devedp markets, in order to expand its business. TB&sdovolved in such endeavors pose a risk to
Baran, as the attempt to penetrate new marketSailagnd the investment related may be written off.

For example the efforts of Baran to enter the nmtark&Thailand and South Africa, required the saibal amounts of time, human resources and
assets for the purpose of marketing and publicafMirtheses efforts, which are still in the proseg penetrating theses new markets, have notegpen
yet.

Baran experiences a substantial increase in the nuyar of legal claims it is a party to.

During 2003 the number of legal claims in which &afs a party increased by more than 30%. Thiease is a direct result of the recession in Israel
and economic slow down, as well as, the high pafdture of Baran's projects, which leads to aonraatic joinder of Baran as a party. The increase in
legal claims poses a risk on Baran and may nedgt@ffect its result of operation.

Baran’s businesses are highly dependent on a limdenumber of significant customers.

The loss of any significant customer of Baran’'sigmificant decrease in business from any of tlostomers or the conclusion or termination of
significant projects, without securing other sigraht projects or customers, could have a matadaérse effect on the results of operations and
financial condition of Baran. Although Baran hasrenthan one thousand customers, revenues deriwedrfrain customers accounted for
approximately 10% of revenues in the year endedeBer 31, 2003 (“fiscal 2003”) and 21% and 55%ewgEnues in the years ended December 31,
2002 (“fiscal 2002") and 2001 (“fiscal 2001"), repively. Baran’s major customers do not have aligation to purchase additional services and,
therefore, may not continue to purchase servicesriaunts similar to previous years. In additiorstomers may terminate a project before it is
completed, and will be obligated to pay Baran dohthe work performed up to termination. Earlyntémation of one or more projects by one of
Barar's major customers could have a material adversetash Bara's business, financial condition and results of apens.



Baran performs credit evaluations of its custonaeis does not generally require collateral frontitstomers. If any of its major customers or a
significant portion of its existing customers be@minsolvent or is otherwise unable to pay its slebtould have a material adverse effect on Baran
business, financial condition and results of openst

Baran’'s customers dependence on bank credit and lna may harm their ability to repay their liabilitie s.

Several of Baran’s large customers main sourcapital and finance is substantially dependant ok leaedit and loans. In the event the Banks cease
to grant loans and credit to the abovementionetbmess, the customers’ ability to fulfill its lidhies to Baran may be prejudiced.

The engineering business relies on a number of cashers and large multiyear contracts. Unfavorable developments under a nj@r contract or
in relation to a major customer may affect Baran’ssales, result of operations and cash flow adversely

Large multi-year contracts are typical in the eegiting industry and include a risk that the timifigales and results of operations associated with
these contracts will be different than expectedrédwer, they usually require the dedication of sagal amounts of working capital and other
resources, which impacts our cash flow negativ&hy non-performance and /or unforeseen events lbgrBand/or its subcontractors and/or its
vendors, under these contracts may have signifadwerse consequences for Baran.

Baran’s success depends on its ability to developrig-term relationships with its customers.

Baran believes that its future success dependgisagrily on its ability to develop long-term relamships with successful network operators, service
providers and other clients in the markets andsiifl sectors it services. Baran may be unabtietelop new customer relationships, and its new
customers may be unsuccessful in their own busiise&aran’s failure to maintain customer relatigpslor the failure of new customers to be
successful could affect Baran’s ability to recehdglitional work from the same customers in therjtwhich could reduce Baran’s revenues.

Baran’s directors, executive officers and principalshareholders will be able to exert substantial iffience over Baran’s affairs.

As of June 14, 2004, Baran’s directors, executffieers and principal shareholders currently beciafly own, in the aggregate, approximately 26.1%
of Barans ordinary shares. These shareholders, actingitegender voting agreements or otherwise, havaliiigy to exert substantial influence o\
all matters requiring approval by Baran’s sharebrddThese matters include the election and renaiBéran’s directors and any merger,
consolidation or sale of all or substantially dlBaran’s assets.

The skilled employees that Baran needs may be ditfilt to hire and retain.

Baran’s success depends in large part on itsahiligttract, train, motivate and retain highlylled engineers and other professional employeessdh
types of qualified personnel are in great demarnttlaae likely to remain a limited resource for theeseeable future. The ability of Baran to expasd i
business depends upon its success in recruitiniffigdaechnical personnel and its ability to maeamd coordinate its worldwide development effc
Baran may be unable to attract and retain theeskémployees it requires. Any inability to do saoldoadversely impact Baran's ability to manage and
complete its existing projects and to compete &w gustomer contracts. Baran’s failure to attrack @etain qualified personnel may have a material
adverse effect on Baran’s business, results ofadipas and financial condition. Baran believes thatcontinuity of its management team is an
important element in the stability of its operasand that its success depends, to a certain exfgon the continued active participation of atreéy
small group of senior management personnel who haea with Baran for a long period of time. Theslo§the services of all or some of these key
employees could have a material adverse effectrBabaisiness, result of operation and financialdion.

The efficiency measures taken by Baran during 2888lted in the dismissal or departure of a nursbemployees including skilled employees. In
event Baran receives new projects, it will be regghito recruit new employees and invest considerafvlounts and time in their training.

Baran may make additional acquisitions that increas leverage and pose other risks.

Baran has evaluated and continues to evaluatetigteoquisitions, joint ventures and other relasioips that would extend its geographic markets,
expand its products and services or enlarge itagpto service customers. Some of these trarsactnay be considerably larger than the transas
it has completed in the past. If Baran completgssarch transaction, it could result in Baran insieg its leverage, issuing additional ordinary slsar
or both. There can be no assurance, however, tranBvill able to find suitable acquisition cand&taor, if desirable candidates are found, to
complete any desired acquisition on favorable terms

Any acquisition that Baran completes will likelysalinvolve some or all of the following operatirigks:

. the difficulty of assimilating the acquired opeaais and personne



. the potential disruption of Bar’'s ongoing busines

. the diversion of managems time and other resource

. the possible inability of management to maintaiifarm standards, controls, procedures and polic
. the difficulty of managing growtt

. the risks of entering markets in which Baran htike lexperience; an

. the impairment of relationships with employeesustomers

Government regulation and industry standards in diferent countries increase Baran’s costs of doing lsiness, limit its potential markets,
require cooperation with local companies, and may elay or prevent the sale of its services.

When providing its services, Baran must comply wégulatory requirements and industry standar@soh country in which such services are
performed. The need to comply with prevailing regoty requirements and standards requires Bargavést in time-consuming and expensive
procedures that may result in Baran’s inabilitgtemnpete effectively with other service providersr Example, employees in many countries in which
Baran operates may not begin work without firstagfihg a work permit from the local authorities.eTissuance of work permits is a time-consuming
process, which can delay employees’ ability to canee work, and which can consequently result imBarinability to staff a project adequately and
in a timely manner. In addition, government regalad in several countries in Western Europe prolitviployers such as Baran from dismissing
employees without advance notice to the employEgis.may result in a delay in Baran’s ability ton@ve employees who are not performing well
from working on a project.

Fundamental changes in the markets which Baran targts could reduce demand for Baran’s services.

Future developments in the telecommunicationsuleell semiconductors, biotechnology, high techngl@fpemical, pharmaceutical and other
industries serviced by Baran, such as budget reshs;tunavailability of funding, termination of pects and development plans, industry consolide
and a general reduction in expansion programsgdamaterially adversely affect Baran’s existing otgmtial customers. This could reduce the demand
for Barans products and services. As a result, Baran maynhble to effectively market its services to patrdustomers in the industries it targets
addition, cuts in government budgets that are atkxt to infrastructure projects in which Baran ipgrates may adversely affect Baran’s operational
results. Many of the markets served by Baran, @hiolyithe semiconductors and communications marketscurrently in the midst of recessions. If
this economic climate persists, it could have semiatadverse effect on Baran’s business and mestithperations. In fiscal 2003, Baran’s Industrial
Division and Communications Division were respolesior 19% and 34% respectively, of Baran’s overalenues.

8

Part of Baran’s success is dependent on continuedogvth in the deployment of wireless networks.

The wireless telecommunications industry experidrgignificant growth in Israel, the United States &nternationally throughout the 1990’s. More
recently, access to capital markets has become diificeilt and more expensive for many of the oarsj thereby slowing their capital spending
commitments. Presently, there is significant uraiety related to the economies of the United Stdseael and other countries throughout the wot
the rate of growth in the telecommunications indusbntinues to slow or remains stagnant, and eargontinue to reduce their capital investments in
wireless infrastructure or fail to expand into neawitories, Baran's business and results of opsratwill suffer. The pace of network deploymens ha
sometimes been slower than expected, due in pdifficulties experienced by holders of licensesdising the necessary financing, and there can be
no assurance that future bidders for licensesnwillexperience similar difficulties. There has dieen substantial regulatory uncertainty regarding
continued ownership of wireless licenses awardethbyJ.S. government to successful bidders, anld socertainty has delayed network deploymt
Factors such as overall economic conditions, adbown in wireless subscriber growth, costs of indéigg technologies, as well as future legislation,
legal decisions and regulations, may slow or ddiaydeployment of wireless networks, which, in fuould harm Baran’s business, results of
operation and financial condition.

The consolidation of equipment vendors or carriergould adversely affect Baran’s communication busirss.

In recent years, the wireless telecommunicatiodastry has been characterized by significant cadetbn activity. Consolidation of equipment
vendors or carriers could:

. lead to a greater ability among equipment vendorsariers to provide a full line of network seregcand could simplify integration a
installation, which may lead to a reduction in dech&or Bara''s services

. reduce the number of Bars current or potential customers, which could iaseetheir bargaining power; a

. create competitive pressures whereby a particulstomer may request Ba’s exclusivity within a particular market or otherrhs ant

conditions which Baran may not be able to or warddcommodatce



Any of the foregoing developments could adverséfigch Baran's business, results of operation andrfcial condition.
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Baran’s operations in a market where there is a legthy period of time between the making of an initihproposal to a prospective customer and
the signing of a services agreement makes it diffitt to anticipate the timing of revenue recognition

The sales cycle associated with the acquisitiddasin’s services related to projects is lengthyhhe time between the making of an initial pragos
to a prospective customer and the signing of aceEs\agreement ranging between 3 to 12 monthsnBasarvices for its customers are relatively
complex, and their purchase generally involvegyaiicant commitment of capital, with attendantaled frequently associated with large capital
expenditures and implementation procedures. Moredlve purchase of such services typically requitesdination and agreement across a potential
customer’s entire organization. Delays associatiéll tve sales cycle for Baran's services may red®eamn’s revenues in a particular period without a
corresponding reduction in its costs.

The provision of services by Baran on a turnkey prgct basis creates special risks.

Baran performs a significant and increasing por&ibits services on a turnkey project basis. Invjgimg services in this manner, Baran serves as a
single contact point for the design, planning, duaontrol and delivery of the applicable projecid is responsible for the quality of work perfotme
by subcontractors and materials provided by suppliegny defaults in the performance of the workitsysubcontractors or defects in the materials
provided by its suppliers may expose Baran to daincluding failure to meet timetables for the gdetion of projects or failures to adhere to qyalit
standards committed to by Baran. In addition, Bayaictally provides a 12 to 24 month warranty pdrio its customers, pursuant to which it may t
additional liability. In some events, upon the onsér’s request, Baran extends the last performgunaeantee until the end of the liability period.
Projects performed by Baran on a turnkey basicaltyi generate lower gross margins due to increagpénses associated with servicing a customer
in this manner. Baran anticipates that the numbprajects it performs on a turnkey basis will dooe to increase.

The high profile nature of the projects in which Baan is involved may result in increased costs or aims.

Many of our engagements involve projects that ayeificant to the operations of our customers’ besises. Our failure to meet a customer’s
expectations in the planning or implementation pf@ect or the failure of unrelated third partynt@ctors to meet project completion deadlinesdoul
damage our reputation and adversely affect ouitybdl attract new business. We frequently undertadojects in which we guarantee performance
based upon defined operating specifications oranieed delivery dates. Unsatisfactory performamadfficulties or delays in completing such
projects may result in a reduction in paymentsaca, or in the payment of damages by us, whiclddwarm our business, results of operations and
financial condition.
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Government grants received by Baran for research ahdevelopment expenditures restrict its ability tomanufacture some products and
transfer technologies outside of Israel and requir®aran to satisfy specified conditions. If Baran fds to satisfy these conditions, it may be
required to refund grants previously received togéeter with interest and penalties, and may be subjedb criminal charges.

From 1998 to 2003, Baran received grants from tbeeBment of Israel through the Office of the Ct8efentist of the Ministry of Industry and Trade
for the financing of a portion of Barantesearch and development expenditures in Isheetemainder outstanding Baran has to potentieyback is
an approximate amount of NIS 3.5 million ($0.8 ioifl), which potentially constitutes 2%% of income, if any. The sum represents relatgdlties of
2% to 3% of product sale, if any. The terms of éhgsants prohibit Baran from manufacturing prodaetsansferring technologies developed using
these grants outside of Israel without special aygds. Even if Baran receives approval to manufactioe products developed by it outside of Isrigael,
may be required to pay an increased amount of tiegalvhich may be up to 300% of the grant amolug mterest, depending on the manufacturing
volume that is performed outside of Israel. Transfehe developed technologies out of Israel mapiwhibited altogether. This restriction may inm|
Baran'’s ability to outsource manufacturing or erggagsimilar arrangements for those products drrietogies. In addition, if Baran fails to comply
with any of the conditions imposed by the Officettoé Chief Scientist, it may be required to refamy grants previously received together with irgt
and penalties, and may be subject to criminal crgarin recent years, the Government of Israel beslerated the rate of repayment of Office of Chief
Scientist grants and may further accelerate repatgrie the future.

Under current Israeli law, Baran may not be able toenforce covenants not to compete and therefore mée unable to prevent its competitors
from benefiting from the expertise of its former enployees.

Baran currently has non-competition agreements muitlst of its employees. These agreements prohiblt smployees, if they cease working for
Baran, from directly competing with Baran or wortifor its competitors. Recently, Israeli courts édagquired employers seeking to enforce non-
compete undertakings of a former employee to detrees among other things, that the competitivevaiets of the former employee will harm one of
a limited number of material interests of the ergplathat have been recognized by the courts, ssitheasecrecy of a company’s confidential
commercial information or its intellectual propertiyBaran cannot demonstrate that the type of hanhthe court seeks to protect would be caused to
it, it may be unable to prevent its competitorsrirbenefiting from the expertise of its former enyges.
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Baran’s quarterly operating results may fluctuate.

Baran’s quarterly operating results may fluctuata aesult of many factors, including:

. the size and timing of significant customer prage
. increased competitiol

. cancellations of significant projects by custom

. changes in operating expens

. changes in Bar¢'s strategy

. personnel change

. foreign currency exchange rates; ¢

. general economic and political factc

Given Baran’s reliance on a limited number of digant customers and projects, its quarterly resmay be significantly affected by the size and
timing of projects and its progress in completinghsprojects. The placement of customer ordergrbastime to time been concentrated in specific
quarterly periods due to the time requirementstardbetary constraints of its customers. AlthoughaBaecognizes revenue as projects progress,
progress may vary significantly from project to jeat, and variations in quarterly revenue are somes attributable to the timing of initial order
placements.

Baran'’s financial condition has been adversely impated by the continuing economic downturn. If the eenomic downturn continues, Baran’s
revenues and financial condition may deteriorate ftther.

Baran generated negative cash flow from operaiiofiscal year 2003 of NIS 63.3 million ($14.5 noih). In part this was the result of the
deterioration in Baran’s revenues which have fadlielce 2001 as a result of the continuing econahaventurn. If the current economic downturn
continues, Baran'’s clients may seek to continusutaosts, or delay, curtail or cancel projectgeneral and with Baran in particular. Government
clients may face budget deficits that prohibit thieam funding new or existing projects. Baran’saolis may also demand better pricing terms. In
addition, continuation of the economic downturn rmapact Baran'’s clients’ ability to pay their bisid Baran’s ability to collect cash from them to
meet its operating needs. Nonetheless, at preseahRloesn’t have any significant doubtful accaulihough some recent economic indicators have
been positive, it is not yet known whether theskdators will positively affect Baran’s revenueglgrofits or if the economic downturn will continue
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The market for Baran’s shares may be harmed due tthe fact it is an Israeli company.

Certain investors may be reluctant to invest indBadue to the fact Baran is an Israeli company lwhiay adversely affect the price of its sharesnEve
investors that are willing to invest in Israeli coamies may be unwilling to invest in Baran becaupeovides services in Israel and may be adversely
affected by the political situation that currerglists in Israel in particular and in the MiddlesEa general.

Conditions in Israel affect Baran’s operations andmay limit its ability to provide and sell its services.

Baran is incorporated under Israeli law and itaggal offices and the majority of its facilitieacaemployees are located in Israel. Political, ecoie
and military conditions in Israel directly affecaBan’s operations. Since the establishment of thge $f Israel in 1948, numerous armed conflicigeha
taken place between Israel and its Arab neighbmisaastate of hostility, varying in degree andristty, has led to security and economic problems fo
Israel. Despite the progress towards peace betigessl and its Arab neighbors in the last two desathe future of these peace efforts is uncertain.
Since October 2000, there has been a significane@se in violence primarily in the West Bank ara&Strip and negotiations between Israel and
Palestinian representatives have ceased. Any fataned conflict, political instability or continuetblence in the region would likely have a negativ
effect on Baran’s business condition, harm itsltesaf operations and adversely affect the shaemf publicly traded Israeli companies such as
Baran. Furthermore, several countries still restrade with Israeli companies, which may limit Bals operations in those countries. These restric
may have an adverse impact on Baran’s operatindtsesnd financial condition.

Baran’s operations could be disrupted as a resultfadhe obligation of key personnel in Israel to perdrm military service.

Generally, all male adult citizens and permanesitlents of Israel under the age of 54 are obligatguerform military reserve duty annually unless
exempt. Many of Baran’s officers and employeescareently obligated to perform annual reserve dBfgran’s operations could be disrupted by the
absence of a number of its officers or employeestdumilitary service. Any disruption to Ba’'s operations could materially adversely affect



development of its business and its financial ctowli
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Future non-compliance with certain government progams and tax benefits in Israel could adversely afée Baran’s overall effective tax rate.

Baran benefits from certain Israeli government paiots and tax benefits, which benefits, betweeryéaes 1998 and 2002, have amounted to
approximately NIS 2.5 million. For example, soméBafan’s subsidiaries that are designated as “apgrenterprises” receive tax benefits under the
Israeli Law for Encouragement of Capital Investrnseito tax benefits were received during 2003, h@reo remain eligible for these programs and
tax benefits, Baran’s subsidiaries must meet gedanditions, such as those relating to the lopatioBaran’s subsidiariegacilities, location of certal
subcontractors and the extent to which the sulbrgégianay outsource portions of their work. If Bdsasubsidiaries fail to meet these conditions, Bara
could be required to refund tax benefits alreadgired in the amount of NIS 2.5 million, plus irgst. Additionally, some of these programs and the
related tax benefits are available to Baran fom&éd number of years, and these benefits expina time to time.

Any of the following could result in a material re@ase in the overall effective tax rate of Baran:

. some programs may be discontinued or may not biéableat their current levels, such that the Gowgent of Israel may reduce
eliminate the tax benefits availableapproved enterpris’’; and

. Barar's subsidiaries may be unable to meet the requirenfi@ncontinuing to qualify for some incentive farograms

Upon the expiration of a particular benefit, Baraay not be eligible to participate in a new prograngjualify for a new tax benefit that would offset
the loss of the expiring tax benefit.

The rights of shareholders of Israeli corporationgliffer in some respects from those of shareholdes United States corporations.

Baran is incorporated under the laws of Israel. figpets of holders of ordinary shares are govetmetsraeli law, including the Israeli Companies L
and by Baran’s Articles of Association. These rigtiiffer in some respects from the rights of shale@drs in corporations incorporated in the United
States. See Item 10 below.

The new Israeli Companies Law may cause uncertairgs regarding corporate governance.

The new Israeli Companies Law, which became effeain February 1, 2000, has resulted in significhainges to Israeli corporate law. Because this
law has been recently enacted, uncertainties msg srgarding corporate governance in some areagxample, the law obligates a controlling
shareholder, defined as a shareholder who knowst$haote can determine the outcome of a sharehaldte and any shareholder who, under Baran’s
articles of association, can appoint or prevenigjhointment of an office holder, to act with faiss towards Baran. The Israeli Companies Law does
not specify the substance of this duty and thermibinding case law that addresses this subjestttli. These and other uncertainties could exisit u
this law has been adequately interpreted, and tesertainties could adversely affect Baran’s gbibh engage in various types of corporate
transactions and inhibit other corporate decisions.
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It may be difficult to enforce a United States judgnent against Baran, its officers and directors ando assert United States securities laws
claims in Israel, or to serve process on such oféics or directors.

Baran is incorporated in Israel. The majority aféixecutive officers and directors are not resglefthe United States, and the majority of itetss
and the assets of these persons are located othtsitlnited States. Therefore, it may be diffiéatta shareholder, or any other person or entity, t
enforce a United States court judgment based upmnivil liability provisions of the United Statésderal securities laws in an Israeli court or in a
United States court against Baran or any of thesgops or to affect service of process upon thessops. Additionally, it may be difficult for a
shareholder, or any other person or entity, torats@ted States securities law claims in origiaefions instituted in Israel. Israeli courts mafuse to
hear a claim based on a violation of United Staézsirities laws because Israel is not the mosoapiate forum in which to bring such a claim. In
addition, even if an Israeli court agrees to heelaan, it may determine that Israeli law and nolitdd States law is applicable to the claim. If tgdi
States law is found to be applicable, the contéapplicable United States law must be proved faetin the court proceeding which can be a time-
consuming and costly process. Certain mattersafgature will also be governed by Israeli law. THeritle binding case law in Israel addressing th
matters described above.

Cancellation and postponement of large infrastructee projects by the State of Israel, due to econom&ow down, political strategies and
dominant presence of governmental entities in thafrastructure market may result in substantial lossto Baran.

Large infrastructure projects have been canceflestponed or had their scope changed by the ISe@®iernment, as a result of the economic slow
down, frequent changes in political strategies daomiinant presence of governmental entities innfrastructure market. All the above factors may
adversely affect Baris operation and its ability to retain new proje



The privatization and structural changes in governnental companies process in the State of Israel igrte consuming, complicated anc
regulations laden.

Recent strategy to privatize large governmentalpamies has provoked substantial union and labputis and may take considerable time. During
the interim period and until this process is impéented and operated, existing and future infrasiregbrojects may be suspended or postponed. E
as the largest private engineering company in llsna@&y be adversely affected by this process.
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Fluctuations in the Inflation rate in Israel may cause economic instability.

In 2003 the inflation rate in Israel was (1.9)%campared to 6.5% inflation rate in 2002. The flattons in the inflation rate cause economic
instability, which results in customers sometimemg reluctant to work with an Israeli entity. Lasfscustomers may significantly harm Baran’s
business and cause a decline in its revenues ahd jrice of its ordinary shares in the public kear

Because Baran is a foreign private issuer, it is geiired to provide less information to its sharehol@rs than a United States public issuer is
required to provide.

As a foreign private issuer under the United Stagesirities laws, Baran currently is not subjedh®proxy rules of Section 14 of the Securities
Exchange Act of 1934 (the “Exchange Act”). This me#hat Baran is not obligated to provide proxyemats to its security holders, including United
States residents, in connection with annual andiapmeetings of holders of Baran ordinary sharesddition, the officers, directors and principal
shareholders of Baran are not subject to the insidert-swing profits recovery and reporting obligas of Section 16 of the Exchange Act. This
means that the officers, directors and principarsholders of Baran are not required to report tih@nsactions in the ordinary shares of Baran aner
they subject to potential short-swing trading ligpito Baran if they buy and sell Baran ordinahages within a six-month period.

In addition, while foreign private issuers are riegd to file an annual report on Form 20-F, whisttomparable to the Annual Report on Form 10-K
which United States public issuers are requirdil@pthere is no form for foreign private issuemmparable to the Quarterly Report on Form 10-Q
required to be filed by United States public issuérforeign private issuer such as Baran is reguio furnish material information regarding its
business and operations that it makes or is redjtirenake public pursuant to the law of the juitidn of its domicile or in which it is incorporater
organized, or is required to file with a stock exxae on which its securities are traded and whias nvade public by that exchange, or distributés or
required to distribute to its security holders.

Baran’s US shareholders of record may have to adjiso a new public market environment as a result oBaran’s resolution to delist its
ordinary shares from trade in the NASDAQ National Market.

A result of Baran’s resolution to delist its ordipahares from trade in the NASDAQ National Maréetl to continue to trade in the Tel-Aviv Stock
Exchange (hereunder, “TASE"), is that in the futBaran shall make public reports in accordanch thi¢ Israeli Securities and Exchange Committee
rules and regulations. This change may influenedd8 shareholders of record trade practices. ke gpithe fact that Baran believes the resolution t
delist its shares from trade in the Nasdag, igHerbenefit of both the company and its sharehs|des explained in detail in Item 9, some US
shareholders of record may believe that the resolatdversely affects their rights, as they willrbguired to adjust to the public market environten
of the TASE, and may take measures against théuteso
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The termination of registration is a process that sall become final as the SEC may determine, afterdan files Form 15 with the SEC.

Shareholders should be aware that in spite ofabethat Baran’s duty to file any reports requineder Section 13(a) and Section 15(d) of the
Securities Exchange Act of 1934 (the “Act”) shadlimmediately suspended; the termination of regfistn shall only take effect as the SEC may
determine. The termination process begins with Bagtification to the SEC on Form 15, that theusigies which are to be deregistered are held by
less than 300 holders of record worldwide. Barderids to file Form 15 with the SEC no later thaly 10, 2004.

Holding shares of a foreign issuer such as Baran baertain tax and other implications.

Transactions in shares of a foreign issuer havénalications that do not exist when investing lirages of a domestic issuer. For example, dividends
paid by an Israeli company to shareholders residirtgide Israel are currently subject to withhofdof Israeli income tax at a rate of up to 25%the
case of Baran, the applicable withholding tax witedepend on the particular facilities which hayenerated the earnings that are the source of the
dividend and, accordingly, the applicable rate riagnge from time to time. The rate of tax withhefdBaran’s dividends has typically been 25%.
United States persons who become owners of Badinasy shares must include the entire amount ofdivigend paid by Baran with respect to Ba
ordinary shares (not reduced by any Israeli inctares withheld) in their gross income for Unitedt8$ federal income tax purposes. United States
corporations holding Baran ordinary shares will betentitled to the 70% dividends received deduatioder the United States Internal Revenue Code
Residents of the United States generally will haiteholding tax in Israel deducted by Baran fromidénd payments. Such persons may be entitl
relief from United States taxation under the Cating the tax either as a reduction of taxablerimeor as a doll-for-dollar credit against Unite



States tax subject to limitations.
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Fluctuations in foreign currency exchange rates cdd adversely affect Baran’s business.

A significant portion of Baran's operating costs arcurred outside the United States. CurrentlystmbBaran’s income is received and its costs of
operations are incurred in New Israeli Shekelsréwing number of projects are taking place in Eerefhere Baran’s income is received and its costs
of operations are incurred in Euro. In fiscal 20B&ran derived approximately 74% of its revenuemfprojects performed in Israel (most projects use
NIS as the functional currency), approximately 148t the sale of products in the United Statescfiomal currency US$), approximately 10% fr
projects performed in Europe (functional currencyd}, and approximately 2% from projects perforrgbally (such as Thailand and South Africa).
Most of the expenses and revenues are incurredSnWS$ and Euro. Therefore fluctuations in exclearages between the currencies in which such
costs are incurred and the U.S. dollar may reauwdtdecrease in revenues or an increase in opgetpenses as measured in U.S. dollars. In Israel,
foreign currency exchange rates have recentlydated significantly as compared to prior years [thneest rate in 2003 has been NIS 4.283 per $1 anc
the highest rate has been NIS 4.924 per U.S. $lpthest rate in 2003 has been Euro 1.036 per 81renhighest rate has been Euro 1.259 Per U.S.
$1). As a result of this differential, from timetime Baran experiences increases in the costs operations in Israel and Europe, as expressed in
dollars, which could in the future have a matesiderse effect on the business, results of opesatiad financial condition of Baran. Baran curnentl
does not hedge its currency exposure through th@fuany financial instruments. The imposition gélegange or price controls or other restrictions on
the conversion of foreign currencies could alsoeh@wnaterial adverse effect on the business, sestutiperations and financial condition of Baran.

Baran’s stock price has been and likely will contine to be volatile, which may cause the value of yoinvestment to decline.

The market prices for securities of companies gliotethe Nasdaq National Market, including Basahiave in the past been, and are likely to coa

in the future to be volatile. The Nasdag Compdsitkex has declined significantly since April 20@G. set forth in greater detail below see Item 8, th
market price of Baran ordinary shares both inTtaleAviv Stock Exchange and on the Nasdaq NatitMeket has been, and likely will continue to be
subject to substantial volatility depending upomsnéactors, many of which are beyond Baran’s cdpincluding:

. announcements regarding the acquisition of teclyiesoor companies by Baran or its competitors oBasar' s customers

. technological innovations or new products develdpg®aran or its competitor

. issuance of new or changed securities an¢ reports and/or recommendations applicable to B

. additions or departures of Ba’'s key personne

. operating losses by Barz

. actual or anticipated fluctuations in Ba's quarterly financial and operating results and-ee@f trading liquidity in its share
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. continued economic uncertainty in Isre

. continued instability in the Israeli and Middle Epslitical and security situatiol

One or more of these factors could significantlypnh@aran’s business or cause a decline in the pfits ordinary shares in the public market.
Securities class action litigation has often bemught against companies following periods of vititatin their stock prices. Any securities litigan
claims brought against Baran could result in sutigthexpense and divert management’s attentiom Baran’s business.

ITEM 4. INFORMATION ON THE COMPANY
History and Development of the Company

The Baran Group Ltd. was incorporated in Israed psivate company on April 23, 1990. The Baran @rbtd. is a global provider of engineering,
technology and construction solutions. The Comgpaffers fully integrated project services, fromdamlity studies and planning, detailed engineer
procurement, construction management, technologgldpment up to complete turnkey project and fgcitianagement. The Baran Group serves a
broad range of markets through four professiondsitins: communications, industry, civil enginegriand technology and services. Baran delivers
creative and unconventional solutions to complex @mallenging projects and customizes projectdi¢nts’ real needs.

Each division utilizes the services of a numbesudisidiaries and/or affiliated companies (pleagsesskésting of such entities below). Baran’s prpadi
executive offices are located in the Baran Hougenarim St. Industrial Park, Omer 84965, Israed] és telephone number is 972-8-6200-200 and its
worldwide web site is located at www.barangroup.com

On April 8, 1992, Baran registered its sharesrading on the Tel Aviv Stock Exchange and raisgatr@gdmately NIS 16.7 million (in 1992 $6
million) in an initial public offering of its shase Following the initial offering of its shares, Ba was involved primarily in providing engineer;j



procurement and construction management servicesafoous manufacturing companies, and providedglimg and human resources services fo
day-to-day operations of existing plants. The pediseraised in the initial public offering of Bararshares allowed Baran to implement a strategit pla
for expanding its engineering activities as welt@gevelop expertise and perform projects in neas, such as infrastructure design and
implementation for the telecommunications industng design and construction of manufacturing fiéediin the Semiconductors, biotechnology,
pharmaceuticals, petroleum and gas industries.
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Baran further implemented its strategic plan bylelithing subsidiaries and acquiring businessesiagng in the Group’s fields of operations, as
well as other areas into which Baran decided t@egpts operations, and by investing in a variétieohnologies and technology ventures. Since 1
Baran has considerably expanded its scope of apesatn 1997 Baran was included in the Tel Avi¥iGdex. In 2003 following a decrease in the
Company'’s profitability Baran was lowered to thd Aeiv 150 index.

At the end of 1999, Baran underwent strategic igkrestructuring, pursuant to which it reorganigteel Group’s operations by separating its various
companies into six divisions with each division ging independently under the instruction and stipien of that Group’s management. As a result
of efficiency and focusing strategy on 2003 Bareadgally consolidated its divisions into four dieiss, namely Communications division, Civil
Engineering division, Industry division and Teclomy} and Services division.

Baran plans to expand its operations both in tpedyof projects with which it is involved and thgbugeographical expansion. As to its first objestiv
Baran intends to intensify its involvement in tueglprojects, including those that are on a buildoggration and transfer of ownership (B.O.T.) gasi
and those that are on a building, operation andeostrip (B.O.0.) basis. As to its second objectarg] in light of the substantial reduction in overal
investments in Israeli industry, Baran intendsxpaad its international operations to approximat$o of its total operations in 2004, compared with
26% in 2003 and approximately 29% in 2002. Baramglko perform projects in regions outside Issgth as the Far East, Africa, Eastern Europe anc
the United States. Baran, through its subsidiatesaffiliates, is currently active in Germany, iléwad, Czech Republic, Romania, South Africa,
United Kingdom, the United States and several otbentries, the main developments are detailedabelo

In November 2002, Baran completed its acquisitiboZwireless Solutions Inc. a corporation existimgler the laws of the State of Georgia. The
acquisition was structured as a merger and thevsngventity, o2wireless d/b/a Baran Telecom (heaéter “Baran Telecom”), maintains an office in
Atlanta, Georgia.

In the beginning of 2003, Baran acquired 50% ofitmd Software Systems Ltd. which specializes in liog solutions which improve customer
profitability and operating performance through estsystems, image analysis systems and contrslerag. The services offered by InTime Software
are complementary to the services currently rerttleyeBaran’s Industrial division.

In the beginning of 2003, Baran and two partnetaldished Yesodot Barniv Ltd., which specializeshie communications field and acts as a
performing contractor. Baran holds 80% of Yesodatri/ Ltd.

In the last quarter of 2003 Baran established dlwb@ned subsidiary in South Africa in the cellulafrastructures field - Baran Raviv Telecom
Africa Ltd. The subsidiary is currently in negotiat with potential customers.
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During 2003 Baran was active in Romania by BMD a# as through a self owned coordination officejehbexamined and evaluated a number of
projects in the industry and infrastructures fieRMD, a partnership equally held by Baran, Mallbrael Ltd. and U. Dori Engineering Works
Corporation Ltd., was established and registeredraing to the Romanian Law, for the purpose ofigigation in engineering projects in Romania.

During 2003 Baran established a Czech company-b&chr.o to provide engineering and design sesvimethe construction of a production unit and
associated facilities for the active pharmaceuiingdedients (API) in the Czech Republic.

During 2003 Nes Pan Ltd., which is held (50%) bya®a entered, as a partner, into a real estategirayhich includes the construction of dwelling
units and commercial space in an area next to Caktario in Toronto, Canada.

In the last quarter of 2003, Nes Pan Ltd., whichekl (50%) by Baran has established, a limitelillift company in Hungary- Mal-Nes Real Estate
Development Ltd. The Hungarian company engagedsamévelopment of a residential project in Budapest

As a result of its efforts to expand, Baran now Rapresentative offices in Israel, the United Stafgland, Germany, South Africa, Canada, Czech
Republic, Hungary, The Netherlands, Romania andldid, and employs approximately 1,454 individuatgldwide.

Business Overview

Baran is a global engineering and contracting fimd is a market leader among Israeli companiegtioatde engineering services. Its core busine



providing engineering, construction, project mamaget and consulting services, either as full pitoge] engineering solution on a turnkey basis or as
tailor-made engineering, procurement and constinatianagement services, to the telecommunicati@hsstry and various other industry sectors.
Since the end of 2003, Baran’s services are pravideugh four divisions: Communications, Civil Emgering, Industry, and Technology & Services.

. The Communications division is a leading knowledgigen solutions provider, specializing in the pgeien of fast, flexible and end-to-
end turnkey rollout packages and full EPCM (engiimgg procurement, construction and project managgjrservices. The division
delivers the full spectrum of engineering and mamagnt services required for the deployment of nekwrdrastructures,
telecommunication equipment installation and otelErcommunication related projects in global mask&his division also provides
outsourced integrated network solutions for theelesgs telecommunications industry through the ptanrdesigning, deployment,

maintaining and optimizing of networks for wirelessreless data and broadba
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. The Civil Engineering division provides constructimanagement and supervision services for civistfucture, large building
projects, and project management services for govental sectors and institutions. The Civil EngimregDivision engages in general
construction projects on a turnkey basis, and sfiees in providing services in the transportatioea (such as seaports, airports,
railways and train stations, roads and bridges)sttaction of military bases, security and defen$astructures, production facilities

and regional planning

. The Industry division designs and implements pitsj@om concept to completion, including turnkegjpct agreements. The Division
serves a broad range of industries through sepeséssional fields of expertise: Chemicals, Bi@fhaceutical, Food Industry, Water
Treatment, Oil Refining & Petrochemicals, Naturas® LPG, Power Industry, Micro Electronics (senmidoctor) and other industrie

. The Technology and Services division develops, peed and sells original products and technologieeldped by Baran subsidiarit
The division’s companies specialize in piezo-elediased HMIs (human machine interface), cellukking systems, importing of
crops and different substances that are used amederials in the animals and livestock food indysdeveloping and financing real
estate projects such as malls, office buildingslawittl-to-suit communication base stations and jgliog industrial and management

engineering consulting

Although Baran conducts its activities through safmdivisions, Baran’s management considers wisidins and the companies operating within the
divisions as an integrated, consolidated businessidg its revenues primarily from consulting aerineering services. The division structure merely
affords Baran a convenient way to market its sesvizased upon the type of customer and the typervices being rendered. Baran does not restrict
the flow of funds or resources (including persohfreim one division or company to another, excepére a restriction is imposed under local legal

environment or tax laws.

The list below set forth Baran Group’s subsidigrigeportionately consolidated companies, propoetely consolidated and associated companies, as

of June 20, 2004:
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BARAN GROUP LTD.

Name of company

Subsidiaries:
Baran Projects Construction Lt¢‘Baran Constructic”)
Baran Inbar Projects (1987) Ltd. (Inbar Proje— 99% owned directly and 1% owned through Baran Gaosbn
Baran Advanced Technologies (1986) L“Baran Technologi¢’)
Baran Technology Products Management and Markétidg(“ Baran Manageme™)
Baran Industries (91) Ltd“Baran Industri€”)
Baran International Energies Lt¢“Baran Energie”)
Baran— Raviv Telecom Ltd.“Baran Ravi”) — 50% owned directly and 50% owned through Baran @oation
Yesodot Barniv Ltd. (since 200- through Baran Raviv Teleco
Baran Infrastructure & Construction Lt¢“Baran Infrastructui)
Baran Engineering and Projects (1983) Ltd. (“BeEagineering”)
(formerly — Baran Petrochemical Engineering Lt
Enco Projects Systems (1997) Lt“Encc”) - through Baran Industrie
A. Etzion Consultants and Engineers L A. Etzior”) - through Encc
Mobipower Ltd.
InTime - Software Systems LTL- through Baran Engineering (since 20
Mobipower B.V.-through Mobipower Ltd
B & W Projects Inc.“B&W")

Percentage
shareholding

100
100
100
100
100
100
100
80

100
100

100
100
63.64

100
100



Barantec Inc.“Barante”) - through Baran Technologi 100
Notev Management and Operation Li“Notev") 100
Industrial Centers E.O.D. Ltd“E.O.D") - through Baran Energie 50 (3)
Baran Group B.V.“Group B.V”) - through Baran Grou 100
Baran Raviv (Netherlands) International B.“Baran Raviv B.V") - through Baran Ravi 100
Baran Raviv Gmbt- through Baran Raviv B.\ 100
LEAD Control Ltd. 50.1
Westmontage Kabel und Netzwerk Gmk“Westmontag”) - through Group B.V 54.9
Baran Raviv Telecom Afric— through Baran Ravi 100
**Baran Raviv Telecom (Thailand) Limite- through Group B.V 100
O2wireless d\b\a Baran Telecc* Baran Telecor”) 100

* Techbar s.r.— through Baran Engineerir 100
Proportionately Consolidated Companies

Baran Alrig Limited 50
Nes-Pan Ltd. “Nes-Par”) - through Baran Manageme 50
A.R.—A.D.Y.R. Constructions Ltd“A.R.-A.D.I.R.") 50
Meissner Baran Ltd“Meissner Barg”) - through Baran Industrie 46.5 (1)
Green Anchors Ltc- through Nes Pa 25
Carmel Desalination Limite 33

* BMD Design and Infrastructure LL- through Baran Constructic 33

* Nes Pan Harbourfror through Nes Pan Cana 50
Mal Nes KFT- through Nes Pa 225
* Nes Pan Canada Investments —through Nes Pa 50
Associated Companies

Tefen Industrial Engineering and System Analysib (“ Tefer”) - through Baran Industrie 31.29
A.L.D - Advanced Logistics Developments Lt“A.L.D.") 50.5 (2)

* Company'’s activity will be included in the 200h&ncial statements.
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** As of January 1, 2004, held through Baran Rauélecom Ltd.

(1) Percentage of contr— 60%.
(2) Percentage of contr— 50%. Baran sold all its holdings in A.L.D on May, 2904
(3) Percentage of contr—33.3%

Services Provided by Baran
Baran offers its customers engineering and comsu#iervices, which can be divided into three mategories:

. Engineering, Procurement and Construction Manage(@$CM) Services. This category includes engimgeservices, procurement
services, and construction management servicesn&aring services include preparing engineeringvirgs and designs for large-
scale process-oriented production facilities, als ageproviding process engineering, civil engimegrelectrical engineering, piping
design, equipment design, mechanical engineeridg#rer types of specific engineering servicescir@ment services include
performing cost and other comparisons for assistirgjomers in selecting subcontractors and sugpleeparing proposal and bid
documentation for subcontractors and supplierspaadiding technical assistance for the placememirdérs. Construction managem
services include coordination between the varidesients of the project, supervision of supplierd eantractors, scheduling
construction, maintenance and other activitiesgetdontrol, site management, quantities inspeciiooice approval, and
commissioning and certification. The actual sersipeovided under this category may vary and aler&l to the specific project and
customers’ requirements. Baran provides its custeméh end-to-end solutions to implement theirjeets, while allowing the
customer to maintain a direct legal relationshithitis subcontractors and supplie

. Turnkey Services. This category provides the custonith a complete end-terd solution for implementing complicated projduasec
on the customer’s requirements. In providing theeswices, Baran serves as a single contact paitthéocustomer on all aspects of a
project, from its design and planning through @gsstruction, commissioning and timely delivery, aathins all required services from
subcontractors and suppliers. When providing turdegvices, Baran typically is responsible for ¢fuality of work performed by the
subcontractors and the materials provided by tpelgrs. Baran also provides warranties for malesapplied and work performed 1
a predetermined period of time (normally betweermi@ 24 months from the date of delivery of thggut). Usually Baran obtains
bacl-to-back warranties from its suppliers and subcontrac
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. Outsourced Engineering Services. Baran outsouezadg of engineers and technicians to customerssist éheir in-house workforces



on specific projects or assignments. Typically,¢bhstomers manage and supervise the assigned t&tssivices are provided under
framework agreements that stipulate the perioched during which the services will be provided. @ant periods generally range
between several months and several years. Thesgdcéhese services often are based upon houdg.réihe services provided by
Baran in the framework of each project are taildeetheet the specific needs of the customer andaoagist of any combination of
services included in the above categories. Sub&@diaf Baran which provide such services are 181 ertified.

Breakdown of Revenues by Type of Service

EPCM services generally produce gross margins leetvi&% and 29%, outsourced services typically predwoss margins between 12% and 19%
and turnkey services generally produce gross msuggiween 7% and 14%. Even though turnkey sergieesrate lower margins than the other two
types of services it provides, Baran has placecerearphasis on turnkey projects in recent yearstalthee fact, that the overall profit generatedriro
turnkey projects is generally higher than the oN@rafit derived from EPCM and outsourced servicBse general slow down in Baran'’s activity and
the acute competition in the markets Baran operatgssulted in a decrease in Baran’s profitapiliite driven from all the type of services.

Geographical Breakdown

In fiscal 2003, Baran derived approximately 74%t®fevenues from projects performed in Israel raginately 10% from projects performed in
Europe, approximately 14% from the sale of prodircthe United States, and approximately 2% fronjgquts performed all over (such as Thailand
and South Africa) In fiscal 2002, Baran derivepraximately 71% of its revenues from projects perfed in Israel, approximately 21% from projects
performed in Europe, approximately 4% from the sdilproducts in the United States, and approximateb from projects performed in Thailand. In
fiscal 2001, Baran derived approximately 91% ofégenues from projects in Israel, approximateB8from projects in Europe and approximately
0.5% from sale of products in the United Statedisical years 2000 and 1999, Baran derived appratéim 98-99% of its revenues from projects in
Israel. This increase in the scope of activity m@&®f Israel is attributable primarily to implenation of a strategic policy adopted by the Group’s
management to expand the Group’s global activities.

Baran believes there is substantial potential forgh of its business outside of Israel. In thetpears three (3) Baran has taken steps to extsand
activities outside of Israel. Today, Baran is aldwide company, which renders services in Asiaoper Africa and North America. Baran intends to
seek to continue to expand its operations outsideel and believes that in the foreseeable fuheedvenues it derives from activities outsidesoéél
will exceed those derived within Israel.
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Competition

There are a number of engineering companies theatpin Israel and provide services of the kira/joled by Baran. These competitors include
Ludan Engineering Co., Tahal Consulting Engineeds &nd Bateman Projects (1993) Ltd. Internatignafiere are a number of engineering
companies that are substantially larger than Banaiyding Bechtel Group, Ltd., Tetra Tech Inc., ZM Hill Companies Ltd., Camp Dresser &
McKee Inc., URS Corporation, and AECOM Technologyrfidration. However, Baran believes that its extensngineering capabilities, coupled w
its excellent workforce, place Baran in a positiorsuccessfully compete in the area of engineesémgices for relevant projects around the world.
There are many other companies in Israel and ittiited States that provide services in the comgplireas in which Baran operates, including,
Aman Organization and Management Sciences Consslltéoh, Relex Software Corporation, Mashik BusgiBsomotion Research & Methods Ltd.,
Aviv Management Engineering & Information Systentd.| Dialog-Organizational, Development & Trainibgl., Program Logistics Systems Ltd.,
Tetra Tech, Inc., Camp Dresser & McKee Inc., andC®8 Technology Corporation. Many other companieksiael provide services of the kind
provided by Baran Raviv Telecom Ltd. Significanalsli competitors of the communications divisioa #re subsidiaries of H. Mar Industries Ltd.
Internationally, there are many companies thatideservices of the kind provided by the Communmices division, including Bechtel Group, Inc.,
Tetra Tech, Inc., Camp Dresser & McKee Inc., andi@a Services, Inc.

The network infrastructure services marketplacea@&US is highly competitive. Numerous network astructure services providers offer services and
solutions comparable to those provided by Baraedw@h The ongoing introduction of new technologied products, new alternatives for the delivery
of wireless voice and data services, and reguldtister a dynamic, rapidly changing environmenbv@h in wireless customers and voice traffic on
wireless networks, introduction of new technologtes cost and timing of implementing those tecbgs, the availability and cost of capital to
finance network expansion, regulation, and gerezahomic conditions all influence demand for netwiafrastructure services. These conditions |

a significant effect on competitive conditions d@hd success of market participants, including Bdi@ecom.

In most markets in which Baran Telecom operates;avepete with:

. Wireless carriers and tower companies, and equipswapliers who employ in-house personnel to previdtwork infrastructure
services

. Local, national, and mu-national engineering firm:

. Larger companies serving regional, national, atefimational markets; ar

. Smaller companies providing specialized servicdedal markets
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Baran Telecom competes for new projects based phineen its ability to deliver a full range of nebwk infrastructure services at competitive prices.
Baran Telecom strives to capture new business gpgties by offering competitively priced packadeservices that provide our customers a single
source for several services. An example for suckage is the EPCM services Baran offers to itsacusts. In this way Baran Telecom can offer
customers economies and efficiencies that may sterben one supplier provides engineering servimesther site development services, and a third
construction services. There are a number of conigation companies that operate in US and providéces of the kind provided by Baran Telecc
These competitors include: AFL Telecommunicatidhgeless Facilities Inc., LCC International, SBAr@munications Corporation and Tetra Tech.

Dependence on Suppliers and Customers

Baran is not dependent on a single supplier oioowst, mainly due to the variety and geographiocedtions of its activities. However, every year
Baran performs large- scale projects for a limitachber of customers that comprise a significantipoiof Baran’s revenues and net income. In the
fiscal 2003, Baran’s main customers that compreggaroximately 10% of Baran’s aggregate revenuegrégate revenues from Baran’s three major
customers constituted approximately 21% and 558ap&n’s aggregate revenues for fiscal 2002 andlfd@01 respectively. The decrease in the
percentage of aggregate revenues from major cussamattributable primarily to the terminationafarge-scale project performed for a major
customer of the Communications division, and todhpletion of a large-scale project performedafanajor customer in the Semiconductors
division.

Organizational Structure and Main Activities of Each Division
Communications Division

The Communications division employs extensive krimwm and experience in providing fast rollout tumlselutions and engineering services for
planning, designing and deployment of telecommuidnanetwork infrastructures, installation of tedeemunications equipment and other
telecommunications-related projects in the globEdommunication markets. Baran provides integragtdiork solutions for large-scale infrastructure
projects in the fields of cellular networks, micrawe backbone networks, metropolitan line netwoskstches and communication centers and control
hubs. This division offers its customers comprehenend-to-end solutions and services coveringyeaspect of the project, from project definition to
feasibility studies, design and engineering, sitguésition, zoning, permitting, construction, equignt installation, commissioning, integration and
maintenance. This division also provides outsouimtafrated network solutions to the telecommuracetindustry. Its services include network
planning, design, deployment and maintenance.stiotnizes its services to fit individual customeed by offering both bundled and unbundled
network solutions.
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The Communications division Headquarters officeiftlanta, GA USA. The largest company in the gign is Baran Telecom, a US based company,
established in November 2002 when Baran acquirgdrel2ss Solutions Inc. This division also mainsagifices in Israel, Germany, the Asian Pacific
region and in South Africa in order to provide seeg to its customers worldwide. Baran Raviv Ltde Israel based company, was the first company
within the division, and most of the kndwow was created in that subsidiary. It maintaimedtoffices within Israel. The German office watabBshec
through the acquisition, in September 2001, of Westtage Kable und Netzwerk GmbH, a leading Gernoampainy with over 40 years of experience
in the communications infrastructure market. TheA<Pacific offices were established in Thailanetlgh the incorporation in March 2002 of Baran
Raviv Thailand.

In Israel, the Communications division providesidemange of services to all three cellular castri®@artner Communications Company Ltd., Cellcom
Israel Ltd. and Pelephone Communications Ltd. Oyutire year 2001, the Communications division coteple turnkey project for nationwide
deployment of DBS Satellite Services. The projactuded establishing the first satellite TV infrasture layout and customer service centers in the
country and generated more than NIS 935.3 ($197lm) in revenues over two years. The Communimagidivision is engaged in a project for the
implementation of the infrastructure for Parthen@ounications Company Ltd.’s Global System for Melflommunication (“GSM") network in

Israel. Baran Raviv Ltd is engaged in long-termiguts with the IDF and other Government based agsrior which it provides Telecommunication
Infrastructure services. Internationally, the dimishad been engaged, during 2003, with 3 Germaiecs, including Vodafone and Deutsche Telekom
to provide infrastructure for their new UMTS netk®iin Germany. In Thailand, Baran Raviv Telecorhgifand) Ltd., had been engaged with 3
wireless carriers to perform new cell sites implatagon.

Baran Telecom had been engaged in 2003 by severdéss carriers, including Verizon, Nextel Comnuations, T-Mobile and AT&T wireless to
provide a variety of telecommunication serviceoasithe US.

In addition, the division performed turnkey progfdr Palestinian Telecommunications Co. PLC, éecommunication provider in the Palestinian
Authority, BASE (formerly known as KPN-Orange Ltth)Belgium, and turnkey projects for two of thdlakar operators in Turkey. In addition to
achieving a strong track record of numerous laxggesprojects, this division has established l@rga business relationships with leading intermei
companies such as Deutsche Telekom AG, Alcatelcbetelsrael Ltd., Siemens AG, Arcor AG &Co., Ericssand Nokia. Baran is qualified as an
approved subcontractor of those entities and e@theently performs, or has in the past, work farge entities. In the last quarter of 2003 Baran
established a wholly owned subsidiary in South@sfiin the cellular infrastructures field - BararvRarelecom Africa Ltd. The subsidiary is currently
in negotiation with potential customers.
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Civil Engineering Division

The Civil Engineering division primarily providesmstruction management, coordination and superviséovices in civil infrastructure and
construction projects, as well as project managesenvices for governmental agencies and institstid his division engages in general construction
projects on a turnkey basis and specializes inigioy services in the transportation area (suckeaports, airports, railways and train stationagdso
and bridges), construction of military bases, sicand defense infrastructures, energy centergjcakcenters, laboratories and regional planning.

The division is currently involved through its sidiary A.R.- A.D.Y.R. Constructions Ltd. in the megement and supervision of the construction of
the “Millennium Seaport” in Ashdod, Israel. Theuision is expected to generate approximately Ni&@rhillion ($1.14-1.37 million) per year for its
services, in the coming four years. The projecictviiommenced in 1997, was planned as a five-ye@dog project and is predicted to continue for
additional four more years.

Baran also has a one-third interest in a joint wenfor the establishment of the “Nachshonim™ patj a turnkey project for the construction of a
modern military base designed to serve as a dragedfacility for the Israeli Defense Forces. Bagapected to generate approximately NIS 186.8
million ($42.7 million) in revenue from the projeater a three-year period commencing 2001. The hislagnim” project was expected to be
completed within three years, however the jointtuesbelieves that an additional year is requiggccbmpletion of the project. If the joint ventedls

to complete the project within the time specifiedtie agreement, without the clients consent,atl &ie subject to substantial fines. Therefore jdiet
venture submitted a Change Order request for ameiin it believes is required for completing thejgct. The project management estimates that the
likelihood of obtaining the additional extensiorpi®bable.

During the last third of 2003, severe and extensivgineering difficulties were discovered. Accogly, in the last quarter of 2003, the joint vestur
recorded an accrual for additional costs in thégatovhich resulted in a loss of $1.4 million torBa. Further developments during the first quasfer
2004 lead the partners to reassess the expectdtsrefthe project. The project’s budget now a@adés a loss of $15 million; accordingly Baran khal
record a gross loss of one third (1/3) of the loghe 2004 financial statements. The joint ventekeves it has insurance coverage for this kind o
events, as well as ability to obtain Change Ordquests approval, however currently the joint vienaan not determine to what extent (whether ft
partial), the additional costs will be recoveredthy insurance company, or whether or not the iggdeChange Order shall be approved. Therefore nc
income of such funds was recorded at this stageaffditional information see Note 11 of the finahatatements).
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Other customers of the Civil Engineering divisioglude the Israeli Ministry of Defense, the Isradinistry of Industry and Trade, the Israeli Mimist
of Housing and Construction, the Israeli Railwaysghority, the Israeli Department of Public Worksgddz), the Israel Police Force, the Israel Lands
Administration, the Israeli Prison Service, MaccHialthcare Services and leading food chains aelsr

During 2003 Baran was active in Romania through B&d4Dwell as through a self owned coordination effighich examined and evaluated a number
of projects in the industry and infrastructuresdfieBMD, a partnership equally held by Baran, Malisrael Ltd. and U. Dori Engineering Works
Corporation Ltd, was established and registeredrdatg to the Romanian Law, for the purpose ofipgtion in engineering projects in Romania.

On July 4, 2003, the Romanian Ministry of Transatioh, Constructions and Tourism announced that BB won the exclusive right to negotiate
the performance of a bid for the construction aperation of approximately 13 kilometers, four lamesl four bridge highway in Romania. Currently,
BMD signed a letter of intent with the Romanian Mtry of Transportation and negotiations to compléie construction and operation agreement are
under way. The construction of the project shalabeomplished within approximately two years andBill be granted the right to operate the
Project for ten years. The estimated cost of tleget construction is approximately 25 million E{&30 million)) and the expected income is
approximately 46 million Euro ($57 million), durird years, commencing after completing the constmiof the highway. BMD shall be responsible
for all the operating costs accrued during the d@ry period and the Romanian Ministry of transpiorashall guaranty a minimum traffic volume, all

in accordance with the construction and operatgmneement that will be signed.

Industry Division

The Industry division offers global engineering aledailed design services. This division is dividet seven profit centers in the following fields
operation: chemistry industry; petrochemicals indusnfrastructure of water desalination, natugab, energy and energy generation; hi-technology
industry pharmaceutical, biotechnology and eledtgyrcontrol and expert systems; project implem@naoperation and maintenance and
implementation of engineering projects. The diistonsists, among others, of the following comesnall of which are direct or indirect wholly-
owned subsidiaries of Baran, except for Lead Cohtah, which is 50.1% owned and InTime — Softw8yestems Ltd, which is 50% owned:

. Baran Engineering & Projects (1983) Ltd. is a ndigitiplinary company providing engineering, procneat and constructic
management services and performing projects oméey basis for process oriented industries. Thisgliary performs services
primarily in the central and southern regions o@és.

. Baran Energies International Ltd. is an engineecimgpany specializing in the fields of refiningtqeehemicals, natural gas and
electricity production as well as in other energiated areas. It has executed projects outsidel lana provides a full range of global
engineering and project management services ineratipn with other Baran entitie:
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. Baran Inbar Projects (1987) Ltd. is a multidisaipliy engineering company providing engineeringcprement and construction
management services for industrial proje

. Baran Industries (91) Ltd. usually acts as a tuyrdantractor with general responsibility for prdga the high-technology industry,
pharmaceutical industry, biotechnology and eleét®mdustries and in processiented industries. It also specializes in praviga full
complement of design and construction managemevites for*clean room’’ environment and other complex industrial syste

. Notev Management & Operation Ltd. provides outsimgroperational services, production managemeniterzance, qualit
engineering and safety and logistics managen

. Lead Control Ltd. is a global provider of desigrdamplementation services as well as a productldpee for automation and contr
systems for the oil, gas, water, chemicals, phaeutézals and biotechnology industri

. MeissnerBaran is a semiconductor company, which has beesivied in the formation, engineering, constructiord commissioning ¢

the Tower Semiconductors FAB2 Plant in Migdal Hadknlsrael. The contract with Tower Semiconducteitsbe executed in the
following three stages to be implemented in accocdavith Tower Semiconductor’s decisions: Stag®Asign and receipt of building
approval; Stage B- Planning and construction of pkwt; Stage C- Completion of plant full capacByages A and B were completed
by December 31, 2002. In February 2003, the agreewi¢h Tower Semiconductors was amended, stimgatimong other things, that
Stage C would be executed in five subsequent sabgstotal $35.8 million. As of December 31, 2008ddner-Baran is in the process
of executing the second s-phase

. InTime — Software Systems Ltd. provides an expestesn and image analysis system and control syitéralp the process industries
improve their profitability and operating perforntan In addition, InTime — Software Systems Ltdansofficial distributor and solution
partner of Gensym a leading supplier of softwareebpert system:

. Techbar s.r.o provides engineering and designees\for the construction of a production unit assiogiated objects for the acti
pharmaceutical ingredients (API) in the Czech Répubhe project may reach an approximate scopvef EUR 2.5 million
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One of the Industry division’s companies togethéghwwo other leading companies, Dor Chemicals btatl lonics Ltd established a company, named
Carmel Desalination Ltd. (hereunder “CDL") In Aug2902, the company won a bid for the planningstarttion, operation and maintenance of a
desalination plant in Haifa, Israel. The expecteapg of the project was approximately NIS 450 will($100 million). The facility was planed to be
one of 7 desalination facilities built along the diterranean shores of Israel, with desalinatioraciies ranging from 10 to 100 million fyear. The
CDL facility was planed to desalinate 30 million®year, the construction phase was supposed t2t&kgears. CDL was to be granted the franchise
to desalinate and sell the desalinated water fmred of 25 years and the state of Israel wagietilunder the contract to purchase a certain poofio
the desalinated water. However construction ohtlagority of the planed facilities has not commendad to changes in financial and regulatory
circumstances. On April %, 2004, CDL, received a letter from the Israeli @fdbesalination Governmental Authority (hereundehe WDA ”) in

which the WDA notified CDL of the termination ofetDesalination Facility BOO Agreement dated Oct&83F, 2002 (hereunder,the Agreement

). In the letter, the WDA claims that the termiioat is due to CDL'’s breach of obligations contaimethe Agreement, including CDL’s failure to
execute financing agreements.

The WDA further announced that it intends to cdltbe Performance Bond issued to it by CDL. Thedon the sum of NIS 35 million ($7.78
million) (Baran’s share of the Performance BontliS 11.67 million ($2.59 million)) was forfeited dviay 29, 2004. CDL rejects all the allegations
made against it and intends to use all applicagallmeasures against WDA. CDL and the WDA haweadly entered an arbitration process in the
matter. Baran’s legal counsel is of the opinicet DL has good legal arguments against WDA. Thienated costs for Baran in the project to date,
which were recorded in the financial statements IS 5 million ($1.14 million) for further inforntian, see Note 11 of the Financial Statements.

The Industry division is part of a consortium core@o of Baran and lonics Inc. in equal parts, whiels announced by Mekorot the Water Company
Ltd. (the Israeli National Water Company), as tkel@sive winner of the tender for the constructidra water desalination facility in Ashdod, Israel.
The project will be erected on a “Turn-Key” basigldts construction cost is approximately $95 miili The construction of the project should be
completed within approximately two years The desaion facility is planed to desalinate 30 millior® /year, using reverse osmosis technique.
However, as a result of structural changes in Makavhich took place during the end of 2003 coritigithrough 2004, the project is suspended fc
time being. The current expectation is that thisbfgm will be resolved within 3 to 6 months. Théraated costs of the project to date, which were
recorded in the financial statements, are approelp&IS 4 million ($0.9 million). The consortiunage Mekorot a $5 million Bid bond which is
expected to be replaced by a $9 million performawred upon the project's commencement.

The Industry division performs an engineering desigd permitting issuance process of the natusatrgasportation system projects in Israel, which
have been initiated in 2003 and shall continuerdu#004. Baran has won several bids for the detaifggineering design and permitting issuance
process of more than 100 Kilometers ofsitere gas transportation lines. In addition Baras gerformed permitting issuance process of mane 13C
Kilometers of marine (off-shore) gas transportatines and detailed engineering design and pengiisuance process of 4 off-shore entries. The
overall scope of the projects is approximately $6ilion and Baran has partners in some of theqmtsj
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Technology and Services Division



The Technology and Services division includes cangsathat are engaged in the design and produetiproducts based on piezo-electric switches,
the development of parking systems utilizing celtuletworks, import of crops and different subséarthat are used as raw materials in the animals
and livestock food industry and recycling of orgawiaste into livestock feed. In this division Baperates through, among other subsidiaries and
affiliates, the following companies:

. Baran Advanced Technologies (1986) Ltcdevelops produces and markets sophisticated, wi-proof, durable keyboards for
variety of applications
. Mobipower Ltd . was founded in 1997 to market a proprietary tallparking system known as Mobipower for whichas obtained a

worldwide license. This system utilizes an existiejular network to allow municipalities to manageir parking demands. It
eliminates the need for conventional supervisi@ynpent and parking enforcement methods, by progidimin-vehicle user-friendly
system of parking fee collectio

. Barantec Inc., a wholly-owned subsidiary of Baran Advanced Texttbgies (1986) Ltd., is a technology sales and eitémg company
based in New Jersey. The company primarily marketssells the access control systems and the Evenssolution, all manufactured
by its parent company, as well as the Mobipowdutsl parking systen

. Industrial Centers E.O.D Ltd. is active in the area of importation, marketing drstribution of various raw materials (especially
grains) that are used in the Israeli feed indu§the company owns a plant for recycling organicteasnd selling it as animal feed, and
is a leading company in Israel in this fie

. Nes-Pan Ltd. specializes in developing, financing and operatéda estate projects, such as commercial malloéiad buildings for
rent and build-to-suit base stations. Nes-Panadduired from Azorim Investments in Constructiond &evelopment Ltd. half of its
land development rights in a 24,000 square metgripBeit Dagan, Israel. Together they formed“teorie- Dagan” partnership (50%
Nes Pan and 50% Azorim Investments in ConstruciuhDevelopment Ltd.), which leads a commercidtefépace project. So f
part of the land development rights were used &d0D square meters of office space was built.ildp completion of several
formal procedures required by the Israeli Land Awtly, the “Ezorie- Dagan” partnership will sigiesase agreement for 49 years with
an option to extend the lease for an additionajéd)s period. Part of this office space, was kgd&geBaran and its subsidiaries, and
serves as regional center for Bé's activities.
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Nes-Pan is also the owner of a commercial mall in B&fegva, Israel, that is currently being leasedhtelated tenants and generates
annual revenues of approximately NIS 13 million (®3.8 million).
During 2003 Nes Pan Ltd., has entered, as a paititiera real estate project in Toronto Canada. rogect includes the construction of
approximately 470 dwelling units and commercialcgpi an area next to Lake Ontario in Toronto, @arthat consist of 42,000 sqf.
The value of the project is approximately 95 milli@anadian Dollars (US $70 million). Nes Pahtd. share in the project shall be 4
(consequently Baran’s share is 22.5%) and 50%srctmtrol of the project; 45% of the project ischiy another Israeli company and
the remaining 10% is held by an American finantigéstor. Additionally, Nes Pan Ltd. (45%) togetheéth Malibu Israel Ltd. (45%)
and Ostansia Ltd. (10%) has established a limigdadlity company in Hungary, Mal-Nes Real EstatesBlepment Ltd. The activity of
the Hungarian company consists of the developmeatesidential project of 160 apartments, parkind storage space. The property
is registered with the Land Registration Office Bistrict of Budapest and consists of approximateB00 sgm

. Baran Industries (91) Ltd. signed an agreement with a third party for thelgisfament of a joint venture in order to executél& 95.9
million ($20.2 million) project, on a cost-plus g&or the planning, construction and maintenarfcgpproximately 17,500 square
meters of commercial office space in Beit- Dagaarieel-Aviv. The joint venture completed the builgiof 10,400 square meters of
office space in the project and leased part af Baran and its subsidiaries that use the spaite @gjional centel

. Green Anchors Ltd. was founded at the end of 2001 to manage and nrabeteacommunication sites and base stations, wihiolvns
and leases to wireless communication carr

Additionally, the Technology and Services divisimmovides consulting services in the fields of indas and management engineering, plant
administration, and quality control and logisti€he division performs most of its activities in Bpe and the United States. Tefen Industrial
Engineering Management and Systems Analysis Ltdlitarsubsidiaries, the most prominent companyig division, provide consulting services in
the fields of industrial management engineering ladt administration. Tefen offers its clientdlie semiconductors, communications, electronic:
pharmaceutical industries comprehensive consustamgices from the inception of the business thrazgytstruction and operations. Tefen also offers a
variety of consulting services, such as identifyipgoritizing and implementing performance imprment opportunities, with the goal of achieving
more efficient utilization of resources, increasprgfitability, and improving service levels. Thedhnology and Services division conducts
substantially all of its activities outside Isratsliough subsidiaries in the United States (Tefé®. Al Inc.) and England (Tefen U.K.). Tefershares a
traded on the Tel Aviv Stock Exchange. Baran owh2%% of the shares conferring a right to divideimd§efen and 40% of shares conferring voting
rights.
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A.L.D Advanced Logistics Development Ltd. and itdsidiaries, another significant member of the Tebdbgy and Services division, is a leading
consulting firm and software company in the fieddseliability and quality assurance testing, s@ftevtesting and professional training for commércia
and military clients. Since 1984, Advanced Logisti@as been engaged in developing software todiptbeide solutions for assessment of reliability
and quality of manufacturing processes and systdor#g the development and manufacturing prodessoftware tools facilitate the scientific
forecasting of system failures and the formationeabmmendations for improvement of developmentraadufacturing processes. Advanced
Logistice shares are traded on the Tel Aviv Stock ExchangeamBowns 50.5% of the shares conferring a righividends in A.L.D, and 33.33%



shares conferring voting rights.

On May 31, 2004 Baran sold its holdings in A.L.D éonsideration in the sum of $1.65 million. Barasolution to sell its holdings in A.L.D resulted
from the fact that A.L.D’s activity is external Baran’s core business scope. The above sale asistence with Baran’s policy as of mid 2003, to
focus Baran'’s activity on its core business, irgjieeering, technology and construction solutiolebal services and following reduce in none

engineering activities.

The following diagram summarizes the ownershipregts in Baran Group Ltd., as of the date of thisdal Report:
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Since 1997, Baran - Industries (91) Ltd., a whaNyned subsidiary of Baran, has leased from thelistands Authority a 6,400 square
meter plot in the industrial area in Omer, Isragiere Baran’s headquarters in Southern Israebaadédd, in a 5,200 square meter
facility. The lease is for a period of 49 yearseTonstruction has been completed and Baran coadplileé registration of its title in the

property.

Baran signed a development agreement with thelidrards Authority regarding a 5,080 square metet im the industrial area in
Omer, Israel. Pursuant to the agreement, Baratohsegisfy certain construction milestones andmeie construction of a 2,032
square meter facility by April 1, 2002 (with additial rights to build up to 4,572 square metersjeduest for extension of time has b
submitted to the Israeli Land Authority; Howevee tisraeli Land Authority has not yet replied. Oadleconditions are met and
construction is completed, Baran expects to sigrase agreement for 49 yee

Nes-Pan Ltd. acquired from Azorim Investments in Camdion and Development Ltd. half of its land degghent rights in a 24,000
square meter plot in Beit Dagan, Israel. Togethey formed the “Ezorie- Dagan” partnership (50% Reas and 50% Azorim
Investments in Construction and Development Ltabich leads a commercial office space project.&8gért of the land development
rights were used and 10,400 square meters of cffieee was built. Subject to completion of seviemrahal procedures required by the
Israeli Land Authority the “Ezorie- Dagan” partnieirs will sign a lease agreement for 49 years wittoption to extend the lease for an
additional 50 years perio
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Baran, its subsidiaries and affiliated companiesdean office space of approximately 10,000 squaters in Beit Dagan, Ezorie Dag
project, which serves as Ba’s regional cente

Advanced Logistics Development Ltd. owns and cotsliis operations from a building of 700 squareeareein the industrial zone in
Rishon L¢ Zion, Israel.

Westmontage Kable und Netzwerk GmbH, an indiregoritg-owned subsidiary of Baran, owns a 7,000 sgqumeter plot in Essen,
Germany, on which an 850 square meter office bugjds located, from which it conducts its operatic

Baran Telecom’s principal executive offices areated in approximately 11,000 square feet of offigace in Cumming, Georgia. The
lease for this space expires in December 2005.rBBeéecom also leases office and, in some instane®house space in California,
Georgia, Kentucky, Maryland, North Carolina and 3@xThe leases on these spaces expire at vanioes tiirough November, 20C



. Baran’s main offices in North America are locate@pproximately 44 square meter of office spaddamhattan, New York. The lease
for this space expires in June 20

. Nes Pan Ltd., owns 45% of a 42,000 sqf real eptatgerty next to Lake Ontario in Toronto, Canada.ofistruction of approximate
470 dwelling units and commercial space shall & ba this property

. Nes Pan Ltd, is also the owner of a commercial maleer Sheva, Israel, that is currently beingéebto unrelated tenants
generates annual revenues of approximately NISil®@m(US $2.8 million).

. Nes Pan Ltd. owns 45% of 4,300 square meters s¢gtieeproperty in Budapest Hungary. A construatibh60 apartments, parking a
storage space is planned to be built on this pteg

. Other subsidiaries of Baran hold a leasehold istérenumber of other buildings, as required fa@itlordinary operatior
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ITEM 5. OPERATING AND FINANCIAL REVIEW AND PROSPECT S
Cautionary Notice Regarding Forward-Looking Statemats

The following management’s discussion and analysigiancial condition and results of operationsitains forward-looking statements, which

involve risks and uncertainties. Baran’'s actualitescould differ materially from those anticipatedhese forward-looking statements as a result of
several factors, including those set forth undaskREactors”. Baran does not assume any obligatampdate the forward-looking statements or the
risk factors. Although Baran conducts its actiwtitarough separate divisions, Bamamanagement considers the divisions and the caegpaperating
within the divisions as an integrated, consoliddiadiness deriving its revenues primarily from adtisg and engineering services. Consequently,
management is of the opinion that a discussiorgfrented information is not necessary or apprapt@an understanding of Baran’s business.
Moreover, management believes that separate ragaiinformation relating to the divisions on @sent basis will not contribute significantly to an
investor’'s understanding of Baran, because theidivs and the companies within them have charatiteriso similar (e.g., substantially all of the
business consists of consulting and engineeringcem) that they can be expected to have essentiaisame future prospects. Moreover, Baran does
not restrict the flow of funds or resources betweisisions or the companies operating within thégions. To the extent any division or company
within a division, in any particular period, comiites in a materially disproportionate way compaceany other described period to Baran’s revenues,
profitability or cash, or where management beliedissussion of a certain division or company wittiia division could assist to present a more
complete picture of Baran’s business, specific dgon of said division or company within the diion is included. You should read the following
discussion in conjunction with Baran’s consolidafiedncial statements and related notes includeeimme

Selected Financial Data

The selected consolidated statements of operatioti€onsolidated balance sheet data set forthigrséiction with respect to the fiscal years ended
December 31, 2001, 2002, and 2003, have been deriva the consolidated financial statements ofaBawhich have been prepared in accordance
with Israeli GAAP with reconciliation for U.S. GAARNd audited by Kesselman & Kesselman, indeperatmatuntants in Israel and members of
PricewaterhouseCoopers International Limited. Tkeed€Iman & Kesselman report on the financial statgsns based in part on the reports of other
independent accountants. All the other independetduntants’ reports appear elsewhere in this R@4R. Israeli and U.S. GAAP vary in certain
respects, as detailed in note (20) to the finarstatements included herein. The selected consetidmancial data set forth below should be read i
conjunction with the audited consolidated finansiatements and notes thereto included elsewhehésidnnual Report. Baran has traditionally
prepared its financial statements in accordande lstaeli GAAP, and its 2003, 2002 and 2001 finahsiatements were originally prepared using
Israeli GAAP principles.
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Selected Consolidated Financial Data

Year Ended December 31

1999 2000 2001 2002 2003
In thousands of NIS

Statement of Income

Data:

Israeli GAAP:

Revenue: 607,63: 898,79 1,010,961  890,42( 695,44¢
Operating Income (Los! 66,571 82,88¢ 106,22! 54,61¢ (23,700
Net Income (Loss 50,14( 75,48( 67,357 24, 75¢ (77,27()
Earnings per shar

Basic and dilute: 7.1 10.2 8.91 3.1¢ (9.69)

U.S. GAAP:



Revenue: - 899,22 1,001,59¢ 878,83¢ 695,44

Operating Income (Los: - 82,95/ 106,03: 57,22¢ (66,837)
Net Income (Loss - 52,58¢ 51,71(C 21,35: (76,857)
Earnings per shar

Basic - 7.5¢ 7.3¢ 2.94 (9.99)
Diluted - 7.1€ 6.8Z 2.7¢ (9.99)

Year Ended December 31

1999 2000 2001 2002 2003
In thousands of NIS

Balance Sheet Data

Israeli GAAP:
Total asset 356,80t 521,17: 749,610  784,14: 647,31
134,717  180,25¢ 215,30:  242,76¢ 165,87t
7,24¢ 7,627 7,56¢ 7,75¢ 8,01¢
U.S. GAAP:
Total asset 531,16¢ 759,73t 821,43 662,95¢
193,25 229,66(  263,09! 194,62¢
7,21¢ 7,56¢ 7,75¢ 7,704
Other financial date
Israeli GAAP:
Dividend declared per sha 5.0¢ 4.34 4.2 1.7
U.S. GAAP:
Dividend declared per sha - 4.34 4.2 1.7
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(1) Excludes nonvested contingently returnableeshar the amount of 568,000, 474,000 and 220,0@® Becember 31, 2001, 2002 and 2C
respectively

Since the end of 2003, Baran operates through foulivisions. Each division’s relative contribution tothe aggregate revenues of Baran during
the years 2001, 2002 and 2003, was as follows:

Division 2003 2002+ 2001*
Communications Divisiol 34% 38% 42%
Civil Engineering Divisior 8% 5% 3%
Industry Division 19% 30% 44%
Technology and Services Divisit 39% 27% 11%
Total 100% 100% 100%
Revenue: NIS 695M NIS 890M NIS 1,011N

(*) The relative contribution ascribed to each dion during these years is estimated, based oasthemption that the divisional structure of Baran
during the years 2001 and 2002 are similar to thisidnal structure in the year of 2003.

The following table sets forth statements of incomi thousand NIS:

For the Year ended Decembe 2001 2002 2003
Revenue! 1,010,961  890,42( 695,44
Cost of Sale: 832,53, 754,14t 624,16
Gross Profi 178,43:  136,27- 71,28:
%Gross Profi 18% 15% 10%
Research and Developme 3,66: 6,001 1,291
Selling and Marketin 9,48¢ 23,17: 20,44
Administrative Expense 59,06: 52,48¢ 73,24*
Operating Profit (Loss 106,22! 54,61¢ (23,700
%Operating Profi 11% 6% 0%
Financing Income (Expense 7,81€  (17,12f)  (10,04¢)
Other Income 41z 1,03¢ 73z
Goodwill impairment (36,309
Income before Taxe 114,45; 38,521 (69,31)
Taxes on Incom 44,49¢ 16,95: 9,82¢

Income (Loss) after Taxe 69,95° 21,57« (79,149



Share in Profits (loss) of associated companiets (3,179 1,04(C (617)
Minority Interest in loss of subsidiaries, r 574 2,14z 2,49(

Net Income 67,35 24,75¢ (77,270
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Comparison of year ended December 31, 2001 to yeamded December 31, 2002
* The comparison is made pursuant to the divisiatralcture of Baran during the years 2001 and 2@80&;h consisted of 6 divisions.

Revenues

Baran’s revenues for fiscal years 2002 and 200& W¢g8 890.4 million ($203.3 million) and NIS 1,02q$230.8million), respectively. The 12%
decrease in revenues in fiscal 2002 to reveruisdal 2001, is primarily the result of the reues generated from the Semiconductors division. At
the end of 2002, a large-scale Semiconductors girbped come to its final stages, which are charizet® by a decrease in revenues as opposed to an
increase in expenses and allowances for the coimplet the project. The decrease in Baran’s reveiisialso attributable to the Communications
division, which has completed a large-scale projattt DBS Satellite Services (1998) Ltd. and du¢hi termination of the agreement with Nokia
GmbH in the middle of 2002.

Cost of Revenues and Gross Margin

Cost of revenues decreased 9% to NIS 754.1 mi{§d72.2 million) in fiscal 2002 from NIS 832.5 nidlh ($190.1 millions) in fiscal 2001. This
decrease was consistent with the decrease intbedérevenues generated by Baran and in the sabpmjects, especially in the Semiconductors and
Communications divisions.

Gross margin in 2002 was 15% as compared to 182604. This decrease can be attributed to the ecierdmwnturn, which led to a decrease in the
scope of projects and to a decrease in projectpris well as a relative increase in projectedlakpenses due to completion of large-scale fsojec
Additionally, the consolidation of Baran Telecorortherly o2wireless Solutions Inc.) operating resiito Baran’s financial statements for the last
quarter of 2002, contributed to the decrease isgmoargin.

Divisional Highlights.

The largest portion of Baran’s revenues in 2002 praduced by the Communications division, whichoacted for 38% (NIS 341.5 million; $78
millions) of Baran’s overall revenues for fiscald2) and 42% (NIS 427 million; $97.5 millions), ¢6 revenues for fiscal 2001. Revenues in the
Communications division are generated from EPCMtamnukey services for planning, designing and dgplent of telecommunication network
infrastructures, installation of telecommunicati@sipment and other telecommunications proje@seRues of the Communication division
decreased from fiscal 2001 to 2002, due to sigaificleclines in the telecommunications market wadd, as well as the completion of DBS Satellite
Services (1998) Ltd. project and the terminatiothefagreement with Nokia GmbH.
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. During fiscal 2002, the Industrial division genectrevenues of NIS 150.8 million ($34.4 milliony,% of Baran’s total revenues in
fiscal 2002, compared to NIS 163.4 million ($37.8lion), 16% of Baran’s total revenues in fiscal®0 Revenues in the Industrial
division have increased steadily over the pastyfears, primarily due to the addition of several majects in the fields of
biotechnology, chemicals and construction. In tegitning of 2002, Baran transferred one of its &liages (Baran Industries (91)
Ltd.) from the Construction division to the Induatdivision; however, 2000 and 2001 divisionalaat the financial statements were
restated to reflect this chang

. During fiscal 2002, the Semiconductors division wasounted for revenues of NIS 114.1 million ($28iom), which constituted 13%
of Baran'’s total revenues in 2002, and NIS 282 .fiani($64.6 million), which constituted 28% of Bar's total revenues of Bran in
fiscal 2001. The Semiconductors division’s revenpueaked in 2001, primarily as a result of the catiph of a long-term project for
the management, planning and installation of a Senductors production facility in Israel that geated over NIS 560 million ($128
million) in revenues over 33 months. The decreasad 2002 also reflects the completion of the ghaise of the Tower FAB 2 plant
Migdal Ha’emek. This division traditionally geneegatprofit margins that are customary for turnkeyjgmts, as the majority of the
division's projects are performed on a turnkey bs

. During fiscal 2002, the Technologies and Investraelitision was accounted for revenues of NIS 178ans ($40.9 millions), which
constituted 20% of Baran’s total revenues in fig202 and NIS 98 million ($22.4 million), which csiituted 10% of Baran’s total
revenues in fiscal 2001. The increase in this diviss primarily attributable to a full consolidati of Industrial Centers E.O.D Ltd. into
Barar's financial statement

Research and devel opment.
Research and development expenses increased 9 6318IS 6 million ($1.4 million) in fiscal 2002dm NIS 3.7 million ($0.8 million) in fiscal
2001. This increase was due to investments in élveldpment of a cellular parking system networkyal as the acquisition of Mobipower B.V. at



end of 2002, whose main activity is the implemeataand marketing of a cellular parking system roetw

Slling and marketing.

Selling and marketing expenses increased 144%3a2812 millions ($5.3 millions) in fiscal 2002 froNIS 9.5 million ($2.2 million) in fiscal 2001.
This increase is primarily attributable to markgtaxpenses incurred by the Technologies and Ingtdivision, which is responsible for the
marketing of the Everswitch technology and theutatl parking systems. Additionally, the expensesiired in relation to the commencement of
activity in the US, including but not limited toehegistration on the Nasdag, resulted in an iserégathe marketing expenses as well.
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General and administrative.

General and administrative expenses decreasedd M&t52.5 million ($12 million) in 2002 from NIS95million ($13.5 million) in 2001. This
decrease is primarily due to a policy, implemertethe beginning of 2002, to reduce by 10%-15%stharies paid to the senior management, as well
as a substantial decrease in the bonuses recgngehibr management at the end of fiscal 2002.

Net financing income

Net financing income decreased to a net loss of N1&illion ($3.9 million) in fiscal 2002 from néicome of NIS 7.8 million ($1.8 million) in fisci
2001. The net increase of financing expenses @vancing income in 2002 is primarily attributabtetévo reasons. The first is the interest on a long
term loan, in the aggregate amount of NIS 135 arilltaken by Baran continue its strategy of petiaganew markets and acquiring new companies.
As well as, the fluctuations in the Israeli econoindexes, such as the devaluation of the US $&amd rates and the high inflation rate. The high
increase in those economic indexes resulted inedégifon of monetary items and a substantial iremeéa financing expenses.

Comparison of year ended December 31, 2002 to year ended December 31, 2003

Revenues

Baran’s revenues have been trending downwards &b@&. Baran’s revenues for fiscal years 2003 &2 2vere NIS 695.4 million ($ 158.8 million)
and NIS 890.4 ($203.3 million), respectively, reqmeting a decline of 22% in revenues in 2003 fr@®22 The decrease in revenues is mainly
attributable to the local and worldwide recessind aconomic slowdown and frequent political uphéa@overnmental entities are a substantial
portion of the infrastructure market and the deseda their revenues has caused them to halt tg baak large-scale projects that Baran was working
on, such as the desalination project in Haifa &eddiesalination project in Ashdod, the estimatepeof which was $95-100 million each. On April 1
st 2004, Baran, received a letter from the WDA irickiithe WDA notified CDL of the termination of tliesalination project in Haifa. In the letter,
WDA claimed that the termination is due to CDL'&éch of obligations contained in the Agreementuitiog CDL'’s failure to execute financing
agreements. CDL and the WDA have entered into litration process regarding the termination, and_ Gigjal counsel believes it has good legal
arguments against the WDA.

In addition, a recent step to privatize large gowegntal entities has provoked substantial unionlapdr dispute, which will substantially delay the
completion of these actions. Until this processosipleted, existing and future infrastructure petgere likely to be suspended or postponed.
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The decrease in revenues also results from the letionpof several large scale projects, mainlyhia Industry and Communication divisions, on wt
Baran was engaged. For example, stage B of theceathictor FAB2 project has been completed, yees@agf this project has not yet commenced.
Furthermore, significant large scale projects m @mmunications and Industry divisions (which il Baran’s semiconductor activity) were
postponed and their commencement is expected d€i6g subject to an improvement in those marketfadt, Baran did not commence any material
large scale projects in the Industry and Commuiunatdivisions during 2003. The general decreasevenues during 2003 was partially offset by
results of Baran Telecom (formerly 02 wireless 8ohs Inc.) which was acquired in November 2002e Thclusion of this entity in the operations of
Baran Group resulted in an increase in the revealidb'e Communications division by approximatelysNg8 million ($20 million).

The Technology and Services division revenues geéagmainly from selling of products increased fr@dn%o of Baran's revenue to 39% during 2003
as a result of Baran’s continued penetration t® rirket.

Cost of Revenues and Gross Margin

Cost of revenues decreased 17% to NIS 624.2 mi{$aA2.5 million) in fiscal 2003 from NIS 754.1 fioh ($172.2 millions) in fiscal 2002. This
decrease was consistent with the decrease intbkedérevenues generated by Baran and in the sabpmjects in progress, especially in the Industr
and Communications divisions. Since Baran’'s cosalodr is relatively rigid and comprises a subsémpiortion of its cost of revenues, Baran’s labor
costs cannot decrease at the same rate as thaskeaneBaran’s scope of projects in progress.

Gross margin in 2003 was 10% as compared to 152002. The endeavors to attract new project andcjzate in tenders resulted in expenses to the
Company, which have not yet yielded fruits, causheggross margin to further deteriorate. Due &OWDA decision to terminate the Desalination
project in Haifa, all the project related expensese included in the Baran’s financial resultstfoe year 2003, which resulted in a substantialebese
of the gross margin. In addition, due to severkaiensive engineering difficulties experiencedmiyithe last third of 2003 in the “Nachshonim”
project, Baran recorded an accrual for additionsts of the project. As a result of this accrBalran recorded a gross loss of NIS 6.13 million4:



million) in the project.

The relatively high portion of revenues from protugales, such as the sale of Industrial Cent@®@<H. td.’s various raw materials (especially grajns
in 2003 also decreased the overall gross proft vas the gross profit generated from product salgenerally lower than that from project revenues
Since the portion of Baran’s revenues from progadts higher in 2003 than 2002, there was a dowheféect on the gross profit rate.

43

Divisional Highlights

To increase its operating efficiency during 2003aBaconsolidated its divisions into four divisiongmely Communications division, Civil
Engineering division, Industry division and Techoy and Services division.

. Industrial division : In August 2002, Carmel Desalination Ltd. (“CDIWpn a bid for the planning, construction, operatoil
maintenance (B.O.0O) of a desalination plant in ddirael. According to the original agreementakpected scope of the project was
approximately NIS 450 million ($100 million). Howex, on April 15, 2004, CDL received a letter from the WDA in whitie WDA
notified CDL of the termination of the DesalinatiBacility BOO Agreement. In the letter, the WDAiat@ that the termination is due
CDL's breach of obligations contained in the Agreemiantuding CDL’s failure to execute financing agreeme
The WDA further announced that it intends to cdltbe Performance Bond issued to it by CDL. Thedon the sum of NIS 35
million ($7.78 million) (Baran’s share of the Parftance Bond is NIS 11.67 million ($2.59 million)pw/forfeited on May 2nd, 2004.
CDL rejects all the allegations made against it iatehds to use all applicable legal measures ags#dA. CDL and the WDA have
already entered n arbitration process in the maB@ran’s legal counsel is of the opinion that Ciitls good legal arguments against
WDA. The estimated costs of the project to datdclviwere recorded in the financial statements abBaare NIS 5 million ($1.14
million).

Furthermore, structural changes in Mekorot (thadémMNational Water Company), which took place dgrihe end of 2003 continuing
through 2004, resulted in the suspension for the tieing, of the water desalination facility in Asl, Israel, a “Turn key” project of
approximately $95 million to be performed by a cotism composed of Baran and lonics Inc. in eqaatp The estimated
construction period is two years. The desalinafémility is planed to desalinate 30 million ¥¥year, using reverse osmosis technique.
The estimated costs of the project to date, whietewecorded in the financial statements, are agpadely NIS 4 million. The
consortium gave Mekorot a $5 million Bid bond whistexpected to be replaced by a $9 million pertomoe bond upon the project’s
commencement. The current expectation is thafpttaiblem will be resolved within 3 to 6 montl

. Civil Engineering division : During the last third of 2003, severe and extensgingineering difficulties were discovered in Nstobnim,
a turnkey project for the construction of a modamifitary base designed to serve as a dry storagjkityefor the Israeli Defense Forces.
Accordingly, in the last quarter of 2003, the joieinture recorded an accrual for additional castié project which resulted in a los:
$1.4 million to Baran. Further developments duting first quarter of 2004 lead the partners togess the expected results of the
project. The project’s budget now indicates a lafs$15 million; accordingly Baran shall recordrass loss of one third (1/3) of the
loss in the 2004 financial statements. The joimtuee believes it has insurance coverage for tinid &f events, as well as ability to
obtain Change Order requests approval, howeveemilyrthe joint venture can not determine to whaémet (whether full or partial), tr
additional costs will be recovered by the insuracm@pany, or whether or not the requested Chander@hall be approved. Therefore
no income of such funds was recorded at this s
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. Communications division- In connection with the annual review of assets ireguby FAS 142 issued by the Financial Accoun
Standard Board, as well as the IFAS 15 issued &éyditaeli Financial Accounting Standard, Baran mhetieed to write down
approximately $7.75 million of goodwill and amoetion on its balance sheet, as a result of a detation that the goodwill of Baran
Telecom Inc. (Baran’s US subsidiary) had been imnggaiBaran Telecom (formerly o2wireless Solutiams )l was acquired and merged
with Baran’s subsidiary in November, 2002 in coesadion for Baran common stock valued at approx@fyak4 million. Revenues and
income at Baran Telecom Inc lagged behind the irctarget and its planned work budg

. Technology and Services DivisionDue to the fact that in 2003 Mobipower reduceadsvities and is now considering continuing
operations, and due to Mobipower losses, the Cognpsoorded on December 2003, an erasure in respgobdwill accordingly to, in
amount of adjusted NIS 2,626 thousands ($600 thmis3a(See Note 2 of the financial statemel

Research and devel opment.

Research and development expenses decreased biyof82IS 6 million ($1.4 million) in fiscal year 2@ to NIS 1.3 millions ($0.3 million) in fiscal
year 2003. The decrease is mainly attributed t@Bardecision to minimize the development pacéneff.P.S Teleparking System for the time being.
Due to the fact that the company which developsTtReS Telparking System, failed to meet its plahbedget and time schedule, Baran now
anticipates that the development of the Teleparypstem will be materially more expensive and taoesuming than was previously forecasted by
the developing company.

Selling and marketing.



Selling and marketing expenses decreased by 12U4&@0.4 million ($4.7 million) in fiscal 2003 fromdIS 23.2 million ($5.3 million) in fiscal 2002.
This decrease is due to the fact that during 2082mBincurred exceptional and irregular selling aradketing expenses, such as the expenses ret
the establishing of Baran activity in the US.
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General and administrative.

General and administrative expenses increased ByB® 73.2 NIS million ($16.7 million) in 2003 froNIS 52.5 million ($12 million) in 2002. In

spite of Baran’s efforts to become more efficiepfiteezing salary increases, decreasing bonusebearefits to employees and management, an
increase occurred in general and administrativeesgs. The main reasons for such increase areretatd to the completion of the merger with
o2wireless Solutions and the integration of itsiess, and the registration of Baran’s sharesarNtasdag. In addition, Baran incurred expenses
related to the conformity with Securities and ExxymCommission requirements; as well as, operdtamartization expenses of goodwill for 2003 of
some of Baran’s subsidiaries in the sum of NIS B3illon ($3 million). Baran also incurred irregulexpenses, such as insurance costs, legal expens:
and other fees and expenses related the acquisitim2wireless Solutions including the settlemefpast debts.

Net financing loss.

Net financing income decreased to a net loss of NI&illion ($2.3 million) in fiscal year 2003 fromet loss of NIS 17 million ($3.9 million) in fist
year 2002. About 25% of the financing expensestiriuted to loans taken in order to finance Barasal estate projects, including but not limited
Ezorie Dagan project. Furthermore a 7.6% devalnaifdJS $ against NIS and a 11.3 % devaluationI& &bainst the Euro on one hand, and a
negative inflation rate in Israel during 2003 oe tther hand have led to a decrease in Baran'sdiabexpenses.

Goodwill impairment

Evaluations have been performed in relation to isé\af Baran's and its subsidiaries assets andatipais which amounted to NIS 36.3 million ($8.3
million) expenses for 2003. Following the merged acquisition of 02Wireless Inc. Baran conducte@ealuation of former 02Wireless Inc. assets
(hence Baran Telecom), which resulted in a unicpedwill write down of NIS 34 million ($ 7.75 millim), (most of the impairment) in addition to an
operational amortization write down (in accordandth Israeli GAAP) in the sum of NIS 10 million &3 million). If the company accomplishes its
income targets and planned budget, no further amentto Baran’s goodwill is expected.

Taxes on Income

During 2003, Baran’s income tax expense was NISral&n ($2.2 million) in spite of its pre tax leof NIS 69.3 million ($15.8 million). The tax on
income expense results from taxes attributableemperations of some of Baran’s profitable subsiés, as well as to the fact, that several sigaifi
expenses Baran incurred during 2003 are not taxdlibde, in particular the NIS 36.3million ($ 8.3Ilon) goodwill impairment and NIS 13.2 million
($ 3 million) of good will amortization expenses.
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Liquidity and Capital Resources

Baran’s primary source of funds in 2000 and 200% eash generated from operations and retainedngagcriiowever, in the years 2002 and 2003
during which Baran suffered negative cash flow @aused past cash surplus as well as bank creitt msin financing source. Baran generated
negative cash flow from current operations in tkedl year 2003 in the amount of NIS 63.3 milli&i4.5 million), primarily as a result of extensive
cash consumption by Baran Telecom activity and ifumthe operations in the “Nachshoniprbject. Furthermore, endeavors to attract neweptanc
participation in tenders of large-scale desalimaBoO.O projects and preparations to execute thesulted in expenses to Baran, however, the pmject
execution is suspended for the time being by treelsGovernment. Additionally, entry into new met& (mainly Romania and the Czech Republic)
required the investment of substantial funds, whégulted in expenses to the company. On the athred, Baran received the sum of NIS 14 million
from D.B.S. Satellite Services (1998) Ltd. undeettlement agreement, which was approved by th&\Viel District court on February 21, 2002,
according to which, D.B.S. Satellite Services ()998. agreed to pay Baran NIS 55.5 million ovgresiod commencing on February 21, 2002 and
lasting until December 31, 2004. By the end of2@0.B.S. Satellite Services (1998) Ltd. has paada® NIS 41.95 million due pursuant to the
settlement and an adjusted amount of NIS 13.55amjlfor which Baran has obtained credit insuramemains outstanding as of December 31, 2003.

Trade payables as of December 31, 2003 were NiBriflion ($15.5 million), as compared with NIS @7million ($22.2 million) as of December 31,
2002. The decrease in trade payables is due maithe general substantial decrease in Baran’sesebpperations. Short term credit from banks and
others was NIS 134.7 million ($30.8 million) asi¥cember 31, 2003 as compared with NIS 99.1 mi(&22.6 million) as of December 31, 2002.
Long-term credit from banks, net of current maturitiesviNIS 139.9 million ($31.9 million) as of DecemiBdr, 2003 as compared to NIS 163.7 ($:
million) as of December 31, 2002. The increaséénghort term credit during 2003 was due primadlioans from banks taken to finance Baran’s
operations and, particularly, its U.S.A operatiomkile the decrease in the long-term credit dugif@3, resulted from the fact that Baran paid off a
substantial amount of its loans. Taking advantddhelow interest rates, on February 10, 2002aBantered into a loan agreement with Bank Leumi
Lelsrael B.M., whereby the bank granted Baran a#8illion loan for a period of three years, lidk® the consumer price index and bearing an
interest rate of 3.8%. On February 11, 2002 Bardered into an additional loan agreement with Biakoalim B.M., whereby the bank granted
Baran a NIS 90 million loan for a period of fiveays, linked to the Israeli consumer price index bedring an interest rate of 3.9%. The rates of the
abovementioned loans were significantly lower ttienloan rates generally offered in the Israelikeaduring 2003, and as a result, Baran managed tc
decrease its capital cost and its financing expe
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Corporate Tax

During the years 2001 and 2002 Baran was subjeant &ffective tax rate of 39% and 43% on its psofiespectively, while in the year 2003 Baran had
income tax expense of NIS 9.8 million ($2.2 milljan spite of the NIS (69.3) million ($(18.8) mdin) losses Baran suffered in 2003. The main reason
for the income tax expense is the fact that sesgaificant expenses Baran incurred during 2008wt tax deductible, in particular the NIS 34
million ($ 7.75 million) goodwill impairment and 8110 million ($ 2.3 million) of good will amortizain expenses. For additional information please
see note 13 of the financial statements.

Israeli companies are generally subject to inccameat a corporate rate of 36% and dividends ardtax 25%. The higher tax rate in the recent yisi
due to the inability to offset losses of certaimpanies (including those acquired and combinetiérblance sheet) against profits from other
companies.

Two of Baran'’s subsidiaries, Baran Energies Intéonal Ltd. and Baran Advanced Technologies (1988), were granted an approved enterprise
status for some of their activities and are eligifor tax benefits under the Law for the Encouragieinof Capital Investments, 1959. Subject to
compliance with applicable requirements, the partbBaran Energies’ income derived from its appebenterprise activity is subject to a reduced
corporate tax rate of 25% and dividends paid owugh income are subject to a reduced tax of 15#aBTechnologies’ income derived from its
approved enterprise activity will be exempt fromakdi corporate tax (unless dividends are paidyhich case the corporate tax rate will be 25% and
the rate of tax on dividends will be 15%). The Hama tax treatment will remain in effect for arlited period.

The approved enterprise status imposes certairireagents on these subsidiaries, such as the locafitheir manufacturing facility, location of cain
subcontractors and the extent to which they magauute portions of their production process. Thiegeirements limit their freedom to pursue other,
more favorable production arrangements. If thessidiaries do not continue to meet these requirésnéme law permits the authorities to cancel the
tax benefits retroactively.

Government Grants

Mobipower Ltd. (formerly known as T.P.S. TelepackiBystems Ltd.) and Baran Advanced Technologie8g)LBtd. have been financed, in part,
through grants from the Office of the Chief Scisntif the Israeli Ministry of Industry and CommerB®yalties on the revenues derived from sales of
products for which these grants were received ayalge to the Israeli government, at a rate ranfyjorg 2% to 3%. The technology developed with
the governmental funding is subject to severallleggtrictions, including the obligation to manuiae the product based on this technology in Israel
and to obtain the Office of the Chief Scientistmsent to transfer the technology to a third parhese restrictions, which continue to apply evitera
both Mobipower and Baran Technologies have paidiuth@mount of royalties payable for the grantgynimpair Mobipower’ and Baran
Technologies’ ability to outsource manufacturingeater into similar arrangements for some of theiducts or technologies. The aggregate amount
received by Mobipower and Baran Technologies wes A#45 thousands ($1,015 thousands), of whichINI69 thousands ($267 thousands) was
repaid and NIS 3,274 thousands ($748 thousands)insrmoutstanding.
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Patents and Licenses

Part of Baran’s product development strategy ek, when appropriate, protection for its prodaais proprietary technology through the use of
various Israeli, United States and foreign patant$ contractual arrangements.

Baran Advanced Technologies (1986) Ltd., a whollyred subsidiary of Baran, holds several patentsaerapplied for patent protection in the
following jurisdictions: a patent in Europe andlire United States on its Everswitch technologyatept application in the United States and an
international patent application for an optical me@tdior deployment on a keyboard, produced on tbis lod the Everswitch technology; and patents in
Israel, Europe and the United Statesd several pending patents in the United State®pe and internationally, for the Mobipower clhparking
system. However, as a result of Baran and its peasgtlecision to minimize the development pacénefdellular parking system and all expenses
related thereto, due to reasons described it dettik 2003 Research and Development sectionoftdm, Baran also decided to minimize its patent
protection costs, mainly in countries where thenclea for intellectual property rights violation aeatively low.

Advanced Logistics Development Ltd., an affiliatmnpany of Baran, holds 52% of the shares in a emynpamed Favoweb Ltd. Favoweb Ltd., is
the sole owner of patents in Israel, Europe andthieed States for a system for the collection eebrting of errors and failures in the Interned an
Intranet through voice and video technologies, kmas Favoweb. Advanced Logistics protects its daghinological products through a special plug
(a hardware based software protection systemptieaents unauthorized users from using its softwad through an internally developed device
integrated within its software.

In addition, Baran protects its technological pretdiand know-how through confidentiality agreemeéwypécally executed with employees,
subcontractors and suppliers. Certain proprietafigrination and intellectual property rights enjbw protection of Israeli statutory law and Israale
law. Most of Baran’s activities and sales are penfed in Israel, European countries and in the dr8tates, where broad protection for intellectual
property rights is available. Baran has also olethipatents in other countries worldwide, includingse where intellectual property protection is as
broad as in the United States and Europe, sucbuagries in Asia. Baran’s patents have expiratiates ranging between the years 2010 and 2015.
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Trend information

Throughout the 1990’s, the telecommunications amdisonductors industries enjoyed tremendous grewttelecommunications carriers made large
capital investments in order to expand the presandecapacity of their networks, and upgrade thesting networks. In addition, semiconductors
manufacturers made large capital investments tamkpheir production capacity to meet the demaidiseogrowing market. However, with the
economic downturn that began in 2001 and lasteitl 20@3, the recession, weakened economy and tighteapital markets caused telecommunici
carriers and Semiconductors manufacturers to sofiets limit their capital investments, reducingmdand for deployment of new telecommunications
networks and implementation of new projects in$leeniconductors industry. According to Baran’s aorestimates, these industries are expected to
begin a recovery during 2004, with some very prilary minor recovery indicators spotted in 2003sFsigns of this recovery might be seen in the
declarations of large companies and organizatiginheir intent to initiate projects, including, anmg others, the plans of the American Government in
respect of its Homeland Security Project. An addi sign for recovery may be new (limited scal®jgct orders Baran received lately.

Baran continues to believes that traditional preem$ented industries, such as chemicals, petroctasnenergy, and food processing, which are the
target markets of Baran’s Industry division, fagegralonged slowdown and recession both in Israélveorldwide. The current economic climate has
resulted in a decrease in the number of new pjecithis division, and the number of new lasgede engagements for this divisions has conselg
declined.

To address the challenges presented by the ecostmmidown, Baran’s Industry division has expandsdiieas of expertise to fields that have been
less impacted by recent economic difficulties, sashhe biotechnology, natural gas, water and paeentical industries. Baran believes that tradéti
process- oriented industries will recover with ¢femeral recovery of the economy.

The Israeli market in which the Civil Engineerinigigdion operates has been relatively stable ovetdht few years and, absent of negative impaca
war in the Middle East on these industries in sf@aran expects the market to grow in the comiegry due to a number of large infrastructure,
railway and construction projects planned by thads government. Since the beginning of 2003, nodshe industries in which each of Baran’s
divisions operates have experienced a deep reoedsiese factors materially adversely affect bussae of each of Baran's divisions although Baran’
divisions are not equally affected.

Impact of inflation and currency fluctuations

The dollar cost of Baran operations in Israel fRienced by the timing of any change in the ratenfétion in Israel and the extent to which such
change is not offset by the change in valuatiothefNIS in relation to the dollar. The same is frueslation to Baran’s Euro cost of operations in
Israel. During 2003, the dollar was devalued adgahesNIS by 7.6%, the NIS was devalued againsEtm® by 11.3%, and the consumer price inde
Israel decreased by 1.9%. During 2002, the NISdeaslued against the dollar by 7.3%, the NIS wagslded against the Euro by 27.2%, while the
consumer price index in Israel increased by 6.5%.
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In order to reduce its exposure to currency fluitus, Baran is using two safeguards. First, Baraeavors to create a correlation between the bases
of income and expenses, to prevent exposure tauitions in the exchange rates. With respect gelarojects and special projects where the
consideration is linked to the U.S. dollar, orfte Euro or to the currency of another country, ipgseand advances are usually linked to the cuyrémc
which most of the related expenditures will be imed. For existing projects in Israel, changesxchange rates are not of material significance for
Baran, since the related income and expenses #&mgli currency, so that there is no exposumutoency fluctuations. Second, the activities of
Baran’s subsidiaries are carried out in the locatencies of their countries of residence, theeef®aran operates in numerous currencies whichdimit
to some degree its exposure to fluctuations in @xgh rates as it is not particularly exposed tocameency which are, usually, their functional
currencies. Accordingly, Baran does not use angiaphedging transactions to protect its operations

Baran believes that the rate of inflation in Isria&s had a minor effect on its business to datdakan’s long-term bank loans are linked to theetr
CPI, the decrease in the CPI has led to a deched&saran’s liabilities. However, Baran’s dollar t®én Israel will increase if inflation in Israckeeeds
the devaluation of the NIS against the dollar dahé timing of such devaluation lags behind infélatin Israel.

The inflation rate in Israel in the recent five y&i

During 199¢ 1.3%
During 200C 0%
During 2001 1.4%
During 2002 6.5%
During 2003 (1.9%

Off-balance sheet arrangement

Baran as a leading engineering and infrastructomepany is usually required by its customers toagserformance guarantees. If, for any reason,
Baran has not succeeded in performing its obligatior under other circumstances under a certaitvaid, the customer is entitled to forfeit the

performance guarantee. The probability of such meage is usually considered remote, nonethelesapail 1 5t, 2004, CDL, received a letter fra



the WDA in which the WDA notifies CDL of the terndtion of the Desalination Facility BOO AgreemerbheTWDA further announced that, it intends
to collect the Performance Bond issued to it by CDhe Bond on the sum of NIS 35 million ($7.78 ioifl), (Baran’s share of NIS 11.67 million
($2.59 million)) was forfeited on May'®, 2004. CDL rejects all the allegations made agairad intends to use all applicable legal measagainst
WDA. CDL and WDA have already entered and arbitraprocess and Baran’s legal counsel is of theiopithat CDL has good legal arguments
against the WDA.
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Furthermore, according to the conditions of the¢hihonim”project performed by Baran and two partners, agperince guarantee has been issu
favor of the State of Israel in the sum of NIS1@ion (approximately $2.3 million). Due to receriffitulties in carrying out the project, if Baramé
its partners do not meet certain terms and condifithe State of Israel may consider forfeitingoalpart of the performance guarantee.

Baran and its two partners in the “Nachshonim’jgebbelieve that an additional year beyond thestsohedule agreed upon with the client is required
for completion of the project. Baran and its twetpers submitted a Change Order request for amsixte they believe is required for completing the
project. If they fail to obtain the client’'s conseBaran and its two partners will be required &y the sum $21,000 per each day of delay. The groje
management estimates that the likelihood of ohtgitiie additional extension is probable

Baran current estimation is that additional Offdmale Sheet arrangements are not material andtttieg noment, it seems that such arrangements are
not expected to lead to any substantial risk ooexpe to Baran in the foreseeable future.

Tabular disclosure contractual obligations (in thowsands of dollars)

The following table summarizes our contractual gdiions and commitments as for December 31, 2003:

More
Contractual Less than 5
Obligations Total Than 1 year 1-3 Years 3-5 Years Years

Shor-term bank
credit and bank

loans 25,12¢ 25,12¢

Accounts payable

and accruals (1 41,22¢ 41,22¢

Long-term bank

loans (2) 37,571 5,63¢ 21,28¢ 10,65(
Lease agreements

3) 6,69( 2,13¢ 1,89 2,66(
Total contractual

obligations 129,62¢ 89,30" 27,01 13,31(

(1) Accounts payable and accruals include our teaxd®unts payable for services that have already bepplied.

(2) Long-term bank loans include principal aneiest payments in accordance with the terms ofrbdit facilities granted to Baran by Bank Leumi
and Bank Hapoalim.
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(3) Lease agreements include both operating leadéease obligations of cars, equipment, officees@nd warehouse space mainly in Israel and the
United States.

Critical Accounting Policies and Significant Accouring Estimates

In completing Barars Financial Statements, management is requiredcat@ra number of assumptions and estimates thatlglismd materially impac
the consolidated financial statements and relaisdasures. Those assumptions and estimates faatis for certain of Baran’s accounting policies
described in note 1 to Baran’s consolidated finalrgtiatements. The accounting policies that are mgsortant to the portrayal of Baran’s financial
condition and results of operations, and requireaagament’s most difficult, subjective or complesgments, are considered to be critical accounting
policies. Because of the uncertainties inheremiaking assumptions and estimates regarding unkrfioture outcomes, future events may result in
significant differences between Baran’'s estimatebactual results. Management believes that eaBfai@in’s assumptions and estimates are
appropriate in light of the facts currently avalgtand represent the most likely future outconeraB believes its critical accounting policies tel@

its estimates of costs to complete projects andme® recognition on its contracts, the collectipitif its contracts and trade receivables, and aveyr
provisions.



Below you may find the accounting policies that mi@st important to the portrayal of Baran’s finaicondition and results of operations. For further
information and for information regarding signifiteestimates used in preparing Baran’s consolidéeacial statements see Note 1 of the
consolidated financial statements.

Revenue recognition from contracting work in progress.

Baran recognizes revenue from contracting workhigyptercentage-of-completion method, provided tHeviing conditions are met: collection of
revenues is expected, revenues and costs canilnatest reasonably, and there is likelihood thattegect will be completed and that contractual
obligations to customers will be met. When estimgithe final outcome is impractical, Baran usesra estimate of profit (i.e. equal amounts of
revenue and cost are recognized until results easbmated more precisely) (“zero profit methad”)

In addition to the above mentioned revenues retiogninethods, profits from contract work on builgénis recognized by the percentage of compl:
method if the stage of completion has reachedast 25%; prior to this stage profits are recognizgthe zero profit method. Baran measures progress
toward completion based on the output measurelogvedded for its turnkey project. Baran determihesrelative value added of each component to
the total project value added based on the ratamsfs of the component to total expected costieatommencement of the project. Such ratio of
relative value of each component remains unchadgedg the project. Relevant component output messare used to determine progress toward
completion of each component. The project percentdgompletion method (weighting the appropriaimponents) is applied to the total estimated
project revenues and project costs to determinaurtt@unt of revenue and costs recognized, on a alivelbasis. Changes in estimates for revenues,
costs, and profits are recognized in the periodhich they are determinable using the cumulativeleap method of accounting. In respect of work

for which a loss is anticipated, a provision fog #ntire loss is made immediately.
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Allowance for doubtful accounts.
The allowance is determined for specific debts biclv collection is doubtful.

Research and devel opment expenses.
Research and development expenses are chargaembtoéras incurred. Grants from government deparsrfenapproved projects are recognized as a
reduction of expenses as the related cost is iedygee also note 15g to Baran’s financial statésien

Warranty provisions.
A warranty provision is provided in Baran's finaalkcstatements for:

those projects where a warranty period is definetthé relevant agreement,
. based on past experience with a specific projeetrezexpenses were incurred for a customer durmgviirranty perioc

The warranty period is typically between one and ywars and is determined by each particular aggaerhe amount of the warranty is calculated
based on engineering estimates which are basetb@tied expenses and costs, and on past experlevesy quarter, the provision is re-examined
and updated based on both the remaining warramiydyeand on the expected cost of fulfilling therreaaty obligation.

Recently issued accounting pronouncements in Israel

In October 2001, the IASB issued Israel Accountatgndard No. 12 “Discontinuance of Adjusting FiciahStatements for Inflationtvhich providec
for the discontinuance of adjusting financial staats for the effects of inflation, as of Januargd03. In December 2002, Accounting Standard
No. 17 was issued that postponed the date fromhwvhézounting Standard No. 12 is to be applied uldiuary 1, 2004. The inflati-adjusted
amounts as of December 31, 2003, as presentedsr financial statements will be the basis fomttv@inal-historical financial reporting in the
following periods.

The implementation of Standard No. 12 will mainffeat the financial income (expenses).

54

Upon implementation of Standard No. 12, Clarifioa No. 8 and 9 to Opinion 36 of the Israeli Ing&twill be canceled and will be replaced with
effect from January 1, 2004 by Israel Accountingn8tard No. 13 “Effect of Change in Foreign CurgeBgchange Rates”, which was issued at the
same time as Standard No. 12. Most of the pravisaf Standard No. 13 correspond to the provisiahich appeared in the above mentioned
clarifications. Nevertheless, the following mattesif affect the translation of the financial statents of overseas operations:

Goodwill resulting from the acquisition of such ogtgons will be treated — commencing from the dag this standard comes into effect — as an asset
of the investee company and will be translated Mit® as stipulated by the standard (formerly, gofidvas treated as an asset of the holding
company).

Operating results from overseas operations witréeslated into NIS at the exchange rates exigtimthe dates of the transactions (or at the ave



exchange rates for the period, where these appatgithe actual exchange rates), and not at thegyghexchange rate.

In February 2003, Accounting Standard No. 15 ofl&@B “Impairment of Assets” became effective. §Btandard requires a periodic review of the
need for a change in the provision for the impairhtd the Company’s non-monetary assets, fixedtasmd identifiable intangibles, including
goodwill, as well as investments in associated comgs.

Commencing in 2003, the Company assesses at elgitbaheet date whether any events have occurthoges in circumstances have taken p
which might indicate that there has been an impaitnof one or more of the above assets. When suliteitors of impairment are present, the
Company evaluates whether the carrying value oa#isets in the Comparsyaccounts can be recovered from the cash flovisigated from that ass
and, if necessary, records an impairment provigjpito the amount needed to adjust the carrying airtouhe recoverable amount.

The recoverable value of an asset is determinegrdiog to the higher of the net selling price of eisset or its value in use to the Company. Theeval
in use is determined according to the present vaflaaticipated cash flows from the continued usine asset, including those expected at the time o
its future retirement and disposal.

When it is not possible to assess whether an imgait provision is required for a particular asgette own, the need for such a provision is assesse
in relation to the recoverable value of the cashegating unit to which that asset belongs. A castegating unit includes goodwill allocated to that
unit, and any impairment loss relating to that iminitially allocated to the goodwill and thenttwe other assets. The impairment loss is cariredttly
to income. Where indicators are present that beia¢Bvents have occurred or beneficial changesrdumstances have taken place, the impairment
provision in respect of the asset (other then galjdway be cancelled or reduced in the futurelss as the recoverable value of the asset has
increased, as a result of changes in the estirpaggfously employed in determining such value.
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With effect from 2003, the Company reviews whetligy events have occurred or changes in circumstdraee taken place, which might indicate
there has been an impairment of its investmenssoeated companies. In 2001, the Company recadgedvision for the impairment of its investm

in an associated company. The investment in tlsigsc@ated company is presented at the lower ofrtbestment amount, under the equity method
(before making the impairment provision), and @saverable amount, in accordance with clarificatian 1 of Accounting Standard No. 15, as long as
the recoverable value, on which the impairment {giom was based, remains unchanged, the compahyeadrd its share in the associated company’s
losses (up to the amount of the impairment prowisity reducing the aforesaid provision, withoutihgweffect on the company’s results. In addition it
was determined that the loss caused by the impatrmié be reclassified as share in profits of asates companies

Recently Issued Accounting Pronouncements in the lited States

FAS 132

In December 2003, the FASB issued SFAS No. 132geel2003), “Employers’ Disclosures about Pensants Other Postretirement Benefits, an
amendment of FASB Statements No. 87, 88 and 1@baaavision of FASB Statement No. 132 (“FAS 13%/ised 2003)"). This statement revises
employers’, disclosures about pension plans aner @bstretirement benefit plans. It does not chahgeneasurement or recognition of those plans.
The new rules require additional disclosures alfoeiassets, obligations, cash flows, and net pertoehefit cost of defined benefit pension pland an
other postretirement benefit plans.

Part of the new disclosures provisions are effeckiv the 2003 calendar year-end financial statésp@md accordingly have been applied by the
Company in these consolidated financial statemditts.rest of the provisions of this Statement, Wiiave a later effective date, are currently being
evaluated by the Company.

FIN 46

In January 2003, the FASB issued FASB Interpretaiio. 46, “Consolidation of Variable Interest Eiatsf’ (FIN 46). Under FIN 46, entities are
separated into two populations: (1) those for whvicting interests are used to determine consotidgthis is the most common situation) and (2) &
for which variable interests are used to deterroresolidation. FIN 46 explains how to identify \Véle Interest Entities (VIES) and how to determine
when a business enterprise should include thesadisdtilities, non - controlling interests, anduéts of activities of a VIE in its consolidateddincial
statements.
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Since issuing FIN 46, the FASB has proposed vargmasndments to the Interpretation and has defésedfective dates. Most recently, in December
2003, the FASB issued a revised version of FINFBI @6-R), which also provides for a partial de&wf FIN 46. This partial deferral established the
effective dates for public entities to apply FINa&&d FIN 46-R based on the nature of the variaiterést entity and the date upon which the public
company became involved with the variable inteessity. In general, the deferral provides thafdi)variable interest entities created before Fakyru

1, 2003, a public entity must apply FIN 46-R at &mel of the first interim or annual period endifigaMarch 15, 2004, and may be required to apply
FIN 46 at the end of the first interim or annualipé ending after December 15, 2003, if the vagdhterest entity is a special purpose entity, @hd

for variable interest entities created after Jayp@4ar, 2003, a public company must apply FIN 4éatend of the first interim or annual period ending
after December 15, 2003, as previously required,then apply FIN 46-R at the end of the first ifteor annual reporting period ending after March
15, 2004



The Company has currently no variable intereseminVIE. Accordingly, the Company believes that dldeption of FIN 46 and FIN 46-R will not
have a material impact on its financial positidre tesults of its operations and and/or its cashdl

SAFE HARBOR

This statement contains forward-looking statemestdefined by federal securities laws which areemadsuant to the safe harbor provisions of the
Private Securities Litigation Reform Act of 199%rward-looking statements include statements caregiplans, objectives, goals, strategies,
expectations, intentions, projections, developmduotare events, performance or products, undaglgissumptions, and other statements which are
other than statements of historical facts. In seases, you can identify forward-looking stateméytserminology such as “may,” “will,” “should;’
“expects,” “intends,” “plans,” “anticipates,’ “contemplates,” “believes,” “estimates,” “pedicts,” “projects,” “potential,” “continue,” and

other similar terminology or the negative of thésens. From time to time, we may publish or otheeninake available forward-looking statements of
this nature. All such forward-looking statementigther written or oral, and whether made by usnoowr behalf, are expressly qualified by the
cautionary statements described on this statermahiding those set forth below, and any othericaatry statements which may accompany the
forward-looking statements. In addition, we undegtao obligation to update or revise any forwarokiog statement to reflect events, circumstances,
or new information after the date of the informatar to reflect the occurrence of unanticipatechéseand we disclaim any such obligation.

Forward-looking statements are only predictions thkate to future events or our future performaaicd are subject to known and unknown risks,
uncertainties, assumptions, and other factorsrtizgt cause actual results, outcomes, levels ofiggtperformance, developments, or achievements to
be materially different from any future resultsiaames, levels of activity, performance, developtseor achievements expressed, anticipated, or
implied by these forward-looking statements. Agsuit, we cannot guarantee future results, outcplaesls of activity, performance, developments,
or achievements, and there can be no assuranceuthexpectations, intentions, anticipations, glier projections will result or be achieved or
accomplished.
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ITEM 6. DIRECTORS AND SENIOR MANAGEMENT
Baran’s directors and executive officers and thgis and positions are as follows:

Name Age Principal Position

Meir Dor 57 Chairman of the Board of Directors and C
Menachem Ge 56 Senior Executive Officer and Direct

Abiel Raviv 59 Senior Executive Officer and Direct

Israel Gotmar 57 Executive Officer and Directc

Isaac Friedma 54 Executive Officer and Directc

Israel Scog 53 Executive Officer and Directc

Liora Ofer 50 Director

Arieh Shakec 54 Outside Directo

Tami Gottlib 47 Outside Director& Chair of the Audit Committ:
Sasson Shili 49 VP & Chief Financial Officer and Secrete
Giora Gutmar 52 Industry Division President and Direct

The business experience, principal occupation amul@/ment, as well as the periods of service, chezf the board members and executive office
Baran are set forth below:

Meir Dor has served as a director and CEO of Banare 1991 and has served as the chairman of tivel lod directors of Baran since 1992. Mr. D¢
also a director of the following Baran subsidiariBaran Advanced Technologies (1986) Ltd., Barachh&al Products Management and Marketing
Ltd., H.A.J.l Ltd., Mobipower Ltd., A.R.- A.D.Y.RConstructions Ltd., Meissner-Baran Ltd., Indust@ainters E.O.D. Ltd., Lead Control Ltd., Tefen
Industrial Engineering Management and Systems Amalytd. and its subsidiaries, InTime Ltd., B&W Rrxets Inc, Baran Raviv Thailand Ltd. and
Baran Telecom Inc. Mr. Dor received his B.Sc in gament and Industrial Engineering from the Unitygisf Tel-Aviv, Israel in 1978.

Menachem Gal has served as a director of Barae 4i881, and has served as co-managing directdnesadiof business development of Baran since
the second half of 2001. Mr. Gal also serves dgegtdr of the following Baran subsidiaries: Batabar Projects (1987) Ltd., Baran Energies
International Ltd., Notev - Management & Operatidd., Baran Engineering and Projects (1983) Ltéra® Project Construction Ltd., Meissner-
Baran Ltd., Baran Alrig Ltd,. H.A.J.l Ltd., Greemghors Ltd., Baran Raviv Thailand Ltd. and Nes-Pih
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Abiel Raviv has served as a Senior Officer of Basimce 1993 and served as a director of Baran 4i88&, Mr. Raviv has also served as co-managing
director since 1994. Mr. Raviv served as a co-miugadirector of Baran Raviv Startup and Entreprengd. until 1997. Until 1999, Mr. Raviv served
as the head of Bar’s telecommunications division. Mr. Raviv servesahrector of the following Baran subsidiaries: &aRaviv Telecom Ltd



B&W Projects Inc., Baran Raviv Thailand Ltd., BarBelecom Inc. Mr. Raviv received his B.Sc. in Megital Engineering from Technion, Israel
Institute of Technology in 1970 and a M.Sc. in Magical Engineering (Turbomechanics) from Union €gdl, Schenectady, New York, in 1974.

Israel Gotman has served as a director and anedfficBaran since 1991. Between the years 199@@8ad, Mr. Gotman served as chief executive
officer of several of Baran’s subsidiaries. Mr. @an currently serves as a director of Baran Intess(91) Ltd. Mr. Gotman holds a B.Sc. in
Mechanical Engineering from the Faculty of MechahkEngineering, Moscow (1972).

Isaac Friedman has served as a director of Banae 4i991, until 2004 Mr. Friedman served as thel lnéghe Civil Engineering Division of Baran.
Between the years 1990 and 1999, Mr. Friedman dexsevice president of Baran Project Constructitth, lwhere he currently serves as chief
executive officer. Mr. Friedman serves as a direictéhe following Baran subsidiaries: Baran Prof@onstruction Ltd., A.R.- A.D.Y.R. Constructions
Ltd. and Baran Infrastructure & Construction Ltdc. Mriedman graduated as a Practical Constructi@irteer from the Technical College of the
Negev, Bee-Sheva, Israel in 1975, and received his B.Sc.usifess Management from Champlain College, lllinoi2000.

Israel Scop has served as a director of Baran 4i#@#. Until 1998, Mr. Scop served as vice predidieBaranProject Construction Ltd. Between 1¢
and 2000, Mr. Scop acted as chief engineer of Baengineering companies. As of 2000, he is resptenfr community relations and special
engineering projects for Baran. Mr. Scop holds &cBin Mechanical Engineering from the Techniostitate of Technology, Haifa, Israel (1972).

Liora Ofer has served as a director of Baran sirfi®9. During the past five years Ms. Ofer has skimalifferent roles in the Ofer Brothers group of
companies, including Israel Chemicals Ltd. anditssidiaries, and has served as the managingalirefcAlmog Eilat Shore Ltd. Ms. Ofer also serves
as a director of a number of Israeli companiestédhMizrahi Bank Ltd., Ofer Development and Investis Ltd., Malisron Ltd., Alimog Eilat Shore
Ltd., Neot AlImog Shore (1990) Ltd., Almog Hotel Magement Ltd., Almog Shore Haifa (1996) Ltd., Neumég Shore Ltd., Laguna Hotel Ltd., Oro
Investments Ltd., Oro Foreign Investments (1994) ltalidor Entrepreneurs Ltd., and Ofer Brothessé{s (1957) Ltd. Ms. Offer is a member of the
Audit Committee.
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Arieh Shaked has served as an outside directoardrBsince 2000. During the past five years Mrk8tdas served as chairman of the board of
directors of a number of Israeli companies: Enostusity and Maintenance Ltd., Enosh Building Mairaece Ltd., Enosh Human Resources Services
and Security Eilat Ltd. Mr. Shaked is also a dioecf Arami Shaked 2000 Ltd. and Nehushtan Investsketd. Mr. Shaked holds a BA in Political
Sciences, Business Management from Bar-llan UnityefBel-Aviv, Israel (1982) and an MA in Sociali8nces and Mathematics from the University
of Haifa, Israel (1989). Mr. Shaked is a membethef Audit Committee.

Tami Gottlieb joined Baran as an outside direataduly, 2002. Ms. Gottlieb is currently joint owrsard CEO of a private consulting and investment
banking company - Harvest Capital Markets Ltd. sed/es as a director in a number of Israeli comgzariimilia Development (M.O.F.) Ltd.,
RoboGroup Ltd., Maalot - The Israeli Rating Compaty., T.R.A. Tel Aviv Radio Ltd., “DanTransportation Company Ltd., Incredimail Ltd., Has
Esh Ltd., PolySack Ltd. and Credit Information Asistion (CIA) Ltd. Between 1997 and 2001, Ms. GQetilserved as CEO and director of Investec
General Management and Underwriting Ltd. prior87 Ms. Gottlieb served as CEO both at Oscar Qtassel) Ltd. and before that at Maalot - The
Israeli Rating Company Ltd.. Ms. Gottlieb holdBA in International Relations from The Hebrew Unisigy, Jerusalem, Israel (1978) and an MA in
Economics from Indiana University Bloomington, lada, USA (1980). Ms. Gottlieb is a member of thelih\Committee and serves as the board's
financial expert.

Sasson Shilo joined Baran in 1992 and serves anBavice president of finance and as secretaBaofn. Mr. Shilo serves as a director in the
following Baran subsidiaries: Baran Technical PridiManagement and Marketing Ltd., , Enco Systerogéts (1997) Ltd., A. Etzion Consultants
Engineers Ltd., Baran Alrig Ltd, Tefen Industriaidgineering Management and Systems Analysis Ltdhiptawer Ltd, BMEC Ltd., B&W Projects

Inc. and Industrial Centers E.O.D. Ltd. Mr. Shilmds a BA in Economics from the Ben Gurion UnivirsBeer-Sheva, Israel from 1984 and an MBA
in Business Management from the Ben Gurion Unitgr8eer-Sheva, Israel (1989).

Giora Gutman has served as a director of Barare <003 and in various positions since joining thepany in 1994. Mr. Gutman became Head o
Industry Division and CEO of Baran Engineering &jects (1983) Ltd. in 2001. Mr. Gutman serves dgector in the following Baran subsidiaries:
Baran Engineering and Projects (1983) Ltd,. Leadtf@bLtd., Baran Industries (91) Ltd., Notev - Mayement & Operation Ltd., Intime Ltd., Carmel
Desalination Ltd., Tefen Industrial Engineering Mgement and Systems Analysis Ltd. and Baran Intzge®s (1987) Ltd. Mr. Gutman holds a B.Sc
in Mechanical Engineering from Ben Gurion Univeysit
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Compensation

During 2003 Baran paid to all its directors andigemanagement as a group an aggregate amountSoé l2Imillion ($1million) in salaries, fees and
bonuses. Other than the payment to non-employeetdis of NIS 173,000 (approximately $40,000) Faitt participation in board meetings, no
directors received cash compensation for servirggah positions in the year ended December 2003.

Five highest compensated persons in Baran



Position Compensation

Industry Division NIS 1, 240,000 ($283,00!
President and Direct(

Former President, Chief NIS 875,003 ($200,000)
Operation Officer and

Director

Senior Executive Officer NIS 375,000 ($86,000)
and Directol

Senior Executive Officer NIS 375,000 ($86,000)
and Directol

Executive Officer and NIS 375,000 ($86,000)
Director

Board Practices

Baran’s Articles of Association provide that Bamboard shall consist of no less than three andare than 13 directors. Each director who is not an
outside director is elected at an annual generatingeor a special meeting of Baran’s shareholtgra vote of the holders of a majority of the vgtin
power represented and voting at that meeting. @aidirectors are elected and may be removed ordgdordance with the provisions of the Israeli
Companies Law (described below). Baran’s Boardenily consists of 13 directors, two of whom aresalg directors. Each director who is not an
outside director will hold office until the nextumal general meeting of Baran’s shareholders, arisninated earlier by a simple majority votehaf t
shareholders at a general meeting, or if he obstemes insane, is declared bankrupt, or resigngan his or her death.

A simple majority of Baran’s shareholders votingaeneral meeting may remove any of Baran’s dirscbther than outside directors, from office
and may elect replacement directors or fill anyavery in the board, other than vacancies createxhtputside director. Each of Baran’s co-managing
directors are considered to be executive officegsye at the discretion of the board and hold eftintil his or her successor is elected or unsildrihe
earlier resignation or removal. The other execubifficers are appointed by management, and terntisedf employment are subject to the approval of
the board of directors. There are no family refalips among any of Baran'’s directors or execudffieers.
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Under the Israeli Companies Law, companies incateadrunder the laws of the State of Israel whoaeeshare listed on an exchange, including th
Aviv Stock Exchange or the Nasdag National Markeg, required to appoint two outside directors. AiShaked and Tami Gottlib were appointed as
Baran’s outside directors under the Israeli Comgmhiaw. The Israeli Companies Law provides thagragn may not be appointed as an outside
director if the person, or the person’s relativartper, employer or any entity under the persoatgrol has or had during the two years precedieg th
date of appointment any affiliation with the compam any entity controlling, controlled by or undgmmon control with the company. Outside
directors may be appointed only in accordance thighprovisions of the Israeli Companies Law as idlesd below.

The term affiliation includes:

. an employment relationshi

. a business or professional relationship maintagred regular basi:

. control; anc

. service as an office holder, excluding service dsexctor for a period of not more than three merdhring which the company first

offered its shares to the public. The term “offimdder” is defined as a director, general manageief business manager, deputy
general manager, vice general manager, executbeepvesident, vice president, other manager dirsatbordinate to the general
manager or any other person assuming the resplitnssbdf any of the foregoing positions, withoegard to such pers’s title.

No person can serve as an outside director if énsgr's position or other business creates, or may eraaonflict of interest with the person’s
responsibilities as an outside director or may tige interfere with the persaability to serve as an outside director. If & tilme an outside direct
is appointed all current members of the board fadors are of the same gender, then that out#idetor must be of the other gender.

Until the lapse of two years from termination oficé, a company may not engage an outside diréatserve as an office holder and cannot employ or
receive services from that person, either direatlindirectly, including through a corporation casiled by that person.

Outside directors are elected by a majority vote sthareholders’ meeting, provided that either:

. the majority of shares voted at the meeting, inclgct least one-third of the shares of mamirolling shareholders voted at the mee
vote in favor of the election of the outside dioecbr

. the total number of shares voted against the eledt the outside director does not exceed oneepéxf the aggregate voting rights in
the company

62



The initial term of an outside director is threesge The outside director may be reelected to dd&ianal term of three years by a majority voteat
shareholders meeting, subject to the conditionsribe=xi above for election of outside directors.siié directors may only be removed by the same
percentage of shareholders as is required for éhedtion, or by a court, and even then only ifdkéside directors cease to meet the statutory
requirements for their appointment or if they vieléheir duty of loyalty to the company. If an ddésdirectorship becomes vacant, a company’s board
of directors is required under Israeli Companiew @ call a shareholders’ meeting immediately tpapt a new outside director.

Each committee of a company’s board of directoredglired to include at least one outside direatat the audit committee is required to include both
outside directors. An outside director is entileccompensation as provided in regulations adoptetkr Israeli Companies Law and is otherwise
prohibited from receiving any other compensatidredly or indirectly, in connection with servicpsovided as an outside director.

Employees

As of December 31, 2003, Baran and its subsididwgsemployed approximately 1,454 employees, appiately 1,189 of whom were based in Isri
106 in United States, 30 in United Kingdom, 104&iermany, 18 in Thailand and 7 in Africa. The breakd of Baran's employees by division is as
follows:

Year ended

December 31 2001 2002 2003
Baran manageme 39 42 34
Communicatior

division 38C 64t 41€
Civil Engineering

division 12E 134 124
Industrial division 49C 46€ 44(C
Technology and

Services divisior 39C 38¢€ 44(C
Total 1,42¢ 1,678 1,45¢

Share Ownership

. On November 3, 2003 Baran’s board of directorslvesbto approve an Employees Option Plan to Barkn&eli Employees. Five (5)
employees of Baran and its subsidiaries participatee Option Plan and will receive, up to 82,@@fions. The options are non-
tradable registered bonds, and will be grantesh@oconsideration. Each option grants the emplolyeeight to purchase one Baran’s
ordinary share par value 1.00 NIS each, againgnpay of the exercise price. The Shares will besteged for trade in the Tel-Aviv
Stock Exchange
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Each one of the employees, covered by the platgnsciled in Israel and is not a “controlling shzoler” and/or “interested
shareholder” and/or director and/or CEO in the Baaad will not become “controlling shareholdertiéor “interested shareholder” in
Baran Group, following the grant of the optionsséxon the assumption that he/she will exercistialbptions to be granted to
him/her. On December 22, 2003, 74,000 options wexated under the pla

The options granted are equally divided into twassks, series 1 options and series 2 options.xEneige price for exercising the
option and converting it into a share shall beddlewWs: The exercise price of series 1 options|ldfethe price of the share in the Tel-
Aviv Stock Exchange at the end of the trading dei¢he date of granting. The exercise price ofse2ioptions, shall be the price of
Share in the Tel- Aviv Stock Exchange at the entheftrading date on the date of granting pluss$8prding to the representative rate
known on the morning of the worl's submission of his/her notice to exercise opti

The exercise period of each option shall be twateaths from the end of the barring peri

The options shall be barred for a period of nad Easin twelve months (12) from the end of the taryduring which the options have
been granted and deposited with the trustee. Haffeooptions are barred for a period of two ydeos their date of grant and the other
half is barred for a period of three year from dage of their gran

The option holders shall receive a bonus in NISaétpu$2 per option, in the event the options cateoexcised due to the fact the
exercise price will be equal or lower than the stteading price. Please see Note 12 for more de

. On December 1, 2003, Baran granted 74,000 out®00D options included in the 2003 Employees anasGlbant Stock Option Plan,
to its US domiciled employees, which was filed covEmber 11, 2003. As a result of Baran’s decisiodune 25, 2004 to delist its
shares from the Nasdaq National Market, Baran rtqderemoval from registration of the Shares reggst for the purpose of the Stock
Option Plan, to its US domiciled employees. Accoglly, on June 25, 2004 Baran filed a Post-Effecfimeendment to the Registration
Statement to deregister the 116,000 Ordinary Shssased for the Stock Option Plan, to its US doleitemployees. Baran US
domiciled employees shall continue to enjoy thevalfstock Option Plan and Baran intends to amen& ke in accordance with the



delisting decision

Under the Plan, any employee of Baran or of ariat#i of Baran who is domiciled in the United Sgagad certain consultants will be
eligible to receive Stock Options awards, providéd,individual is not (i) an owner of Ordinary $&srepresenting more than five
(5%) of the equity rights in the Company, (ii) aaditor of the Company, or (iii) a “Baal Inyan” (@rested party) as that term is defined
in Section 1 of the Israeli Securities A
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A Stock Option granted under the Plan represeutsigfint to purchase the number of Ordinary Shaf@&acan, par value NIS 1.00 p
share, set forth in the Option Agreement evidentiregOption. When a Stock Option is granted tlegprent becomes the owner of the
Stock Option, subject to such vesting and forfeiforovisions as may be set forth in the Option &grent. Only upon exercise of the
Stock Option, subject to the terms of the Stockid@pAgreement, does the recipient become the owahttre Ordinary Shares subject
the Stock Option. The Plan provides for the gadribcentive Stock Options, which meet the criteséd forth in the Internal Revenue
Code and nomualified stock options which do not meet the cidt®f the Internal Revenue Code. The tax consecpseto a participa
vary depending upon whether his or her option ithaentive Stock Option or a n-qualified stock option

The purchase price per share covered by each apt®h02, which equaled the average price of aBarshares on the Nasdaq
National Market at the end of each of the fourtgle}) consecutive trading days, such period endinthe trading day immediately pr
to the date of the grant of the options. The optigranted are exercisable for a one-year periodreming on the second anniversary
of the granting date and ending on the third armsiany of the granting date. The period from thie dd the granting of the options to
the second anniversary of the date of the gramtirige options is referred to as the “Barring P&fridhe options may not be exercised
after the third anniversary of the granting d.

ITEM 7. MAJOR SHAREHOLDERS AND RELATED PARTY TRANS ACTIONS

Major Shareholders

The following table sets forth information as oh@w8, 2004 concerning the beneficial ownershifheBaran ordinary shares by each shareholder
known by Baran to be the beneficial owner of mbant5% of the outstanding shares, current membi¢ne doard of directors of Baran, certain Be
executive officers, and all directors and currewagitive officers as a group. Except as otherwidé&ated, the business address for each of the
following persons is Baran House,8 Omarim St. ImdaisPark, Omer 84965, Israel, as well as 5 MenactBegin Ave., Beit Dagan 50200, Israel.

Number of Shares Percentage
Beneficially Beneficially
Name of Beneficial Owner Owned Owned
Meir Dor (2) 1,351,91. 16.14%
Bank Leumi Lelsrael B.M. Funds ( 1,134,68: 13.55%
Clal Insurance Enterprises Holdings | 701,43t 8.31%
Bank Hapoalinr 421,69! 5.0%%
Israel Gotman (2 201,92! 2.41%
Israel Scop (2 185,71¢ 2.22%
Abiel Raviv (2) 183,10( 2.1%
Menahem Gal (2 129,25: 1.54%
Isaac Friedman (2 88,61°¢ 1.06%
Sasson Shili 11,00( 0.13%
Giora Gutmar 35,00( 0.42%
Liora Ofer 0
Arieh Shakec 0
Tami Gottlib 0
All current officers and directors as a group (&tsons 2,186,52: 26.1%

(1)Bank Leumi Lelsrael B.M. controls the voting stgof various investment and other funds that therBaran ordinary shares. These numbers of

shares are based on reports provided to Baranebgdhk.

(2) Meir Dor, Menachem Gal, Isaac Friedman, Is@@&man, Abiel Raviv and Israel Scop are directéBaran and have entered into a voting

agreement pursuant to which they have agreed ®otheir shares to elect directors of Baran.

Related Party Transactions



On January 31, 2000 Baran entered into an agreenitmé shareholder of A.L.D. Advanced Logisticsvepment Ltd. (“A.L.D.”), whereby the
parties granted each other several rights witheetsio the disposition of their shares, determitheddividend distribution policy in the company and
agree to coordinate their voting with respect election of directors as well as other mattefsetooted on at Advanced Logistiggneral meeting
shareholders. All such agreements are no longét &ala result of the sale of Baran holdings in.B.bn May 31, 2004.

In addition, Baran has oral agreements with alvit®lly owned subsidiaries, pursuant to which Baegeives management fees from the subsidiaries
in amounts ranging from 4% to 5% of each subsitBaamnual revenues. Baran has a written agreemigmfliefen, pursuant to which Baran receives
consulting fees from Tefen in an amount equal éodbst of the yearly compensation of a co-manadirggtor in Tefen (NIS 1,038,000, $237,000 in
2003). Baran has a written agreement with A.L.Drspant to which Baran receives consulting feesiffoL.D in an amount equal to the cost of the
yearly compensation of the president of A.L.D (8,000, $73,990 in 2003). The above agreementwi@snatically terminated as a result of the
sale of Baran holdings in A.L.D on May 31, 2004

On October 18, 1999, Mr. Raviv transferred allfigéts in connection with the appointment of dioestof Baran to Meir Dor. During the year 2001,
Mr. Gal and Mr. Friedman transferred all their tigin connection with the appointment of directof8aran to Meir Dor, the above transfer shall
remain valid until its cancellation.
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On July 7, 1998, Baran and Baran Industries (12¢d.)entered into an agreement with several shadeh®of Tefen Industrial Engineering
Management and Systems Analysis Ltd. under whielptrties granted each other several rights withaet to their disposition and purchase of st
in Tefen, and agree to coordinate their voting wétbpect to the election of directors as well &gomatters to be voted on at Tefegeneral meeting

In an agreement dated March 27, 1992 Meir Dor, Mkeem Gal, Isaac Friedman, Israel Gotman, Jonatiizar and Israel Scop, agreed to coordinate
their vote with respect to the election of diresttwr the board of Baran as well as other mattebe teoted on at Baran’s general meetings of
shareholders and granted each other several sigtitsespect to the disposition of their sharese Phrties signed subsequent agreements with Abiel
Raviv, dated October 21, 1997 and October 7, 18@fnjg Mr. Raviv to the agreement, and modifying thanner in which directors shall be electe
the Baran board. An addendum dated December 10, 8¥ified certain conditions for the effectivenetthese agreements. An explanation
regarding controlling shareholders transactionskaatd of directors election under Israeli law rbayfound in Item 10.

Legal Proceedings

During 2003 the number of legal claims in which &ars a party increased materially. This increasedirect result of the recession in Israel and
economic slow down, as well as the high profilaunabf Baran’s projects, which leads to an autorrjathder of Baran as a party. Until now the legal
treatment resulted in remarkable achievements.mbau of legal claims held in Israel, the allegeshsaf which reached millions of New Israeli
Shekels, were eventually settled for less thanGEED, More details on Baran'’s legal affairs appeatote 11 of the financial statements.

ITEM 8. FINANCIAL INFORMATION

Our consolidated financial statements are incorported herein by reference to pages F-1 through F-108.

ITEM 9. OFFERS AND LISTING

Market and Share Price History

Baran ordinary shares have been traded on the vielStock Exchange under the symbol “BRAN” sinceaih 26, 1992.
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The following table sets forth the high and lowesaprices, in NIS, of Baran ordinary shares aseglioh the Tel Aviv Stock Exchange for the periods
indicated:

High Low

2002

1st quarte 97.5¢ 77.3¢
2nd quarte 79.4¢  43.3(
3rd quartel 50.1C  26.8¢
4th quartel 28.5¢ 23.62
2003

1st quarte 35 26.3i
2nd quarte 39.2¢ 33.1

3rd quarte! 385  24.9¢



4th quartel 33.62 25.1¢

The annual high and low market prices for Bararnnany shares (in NIS) for the five most recent fidtal years:

High Low
2003 39.2¢ 24.9¢
2002 97.5: 23.62
2001 119.7¢ 60.9¢
2000 161.6¢ 93.8¢
1999 104.5¢ 26.4¢

The high and low market prices for Baran ordindrgres (in NIS) for the most recent six months:

High Low
June 20, 200 28.1:  26.6¢
May 30, 2004 33.0¢ 26.11
April 31, 2004 37.0:  33.6¢
March 31, 200 37.87  29.2¢
February 200« 32.7¢ 29.6
January 200 36.31 31.7¢

On November 15, 2002, Baran’s shares commenceithgrad the Nasdaqg National Market, under the syrfiBBRIAN” the following table sets forth,
for the periods indicated and available, the higth lsw reported sales prices of the ordinary sharethe Nasdaq National Market:

The annual high and low market prices for Barannany shares (in $) for the two most recent fidtél years:

High Low
2003 8.87 5.41
2002 8.4¢ 5.32
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High Low
2003
1st quarte 7.9 5.41
2nd quarte 8.87 6.9¢
3rd quartel 8.7¢€ 5.82
4th quartel 7.6 5.6

The high and low market prices for Baran ordindrgrss (in $) for the most recent six months:

High Low
June 14, 200 6.01 5.8¢
May 30, 200< 7.34 5.7¢
April 31, 2004 8.31 7.4%
March 31, 200: 8.1 6.4%
February 200: 7.5¢ 6.51
January 200. 8.4 7.3

Baran’s resolution to delist its shares from the NSDAQ National Market

On June 25, 2004, Baran announced that Baran’sllwdalirectors resolved to concentrate the tradifigs securities on the Tel-Aviv Stock Exchange
(hereunder, TASE ") and to voluntarily delist its shares from liggiin the Nasdag. In addition to delisting Barariiares from Nasdaq, Baran
currently intends, under applicable SEC rulesh&yeby cease filing annual and other reports WithSEC once the delisting is effective by filing a
Form 15. As part of the delisting process, the 8darther resolved to file a post-effective amendtrte Baran's registration statement on Form S-8,
which was filed with the SEC late last year in cection with Baran’s employee option incentive peogrfor United States employees, in order to
deregister the unsold shares registered by thatration statement.

The deregistration process shall commence notlager July 10", 2004. The board resolved to authorize Baran’sagement to set the filing of Form
15 timing and to take all measures and acts redjfiinethe implementation of the deregistration s

Baran’s plan to deregister its ordinary sharesmade after careful consideration of the advantagesdisadvantages of continuing its share
registration in the United States and the risingt€and demands on management time arising in cbanevith SEC and NASDAQ compliance
requirements. After considering the limited numbEBaran’s US holders of record and the low tradieime of Baran’s shares on NASDAQ, as well

as the growing internationalization of stock maskétnd in light of the related high costs and combius increase in the onerous duties set upon Baran
and its officers, resulting of being a NASDAQ trddmtity, the board resolved that the listing idorger justified. Baran is eligible to deregister
because it has fewer than 300 shareholders ofdeeorc-wide. Barar's shares shall continue to trade in the TASE amdBshall continue to mal



public reports in accordance with the Israeli Stiesrand Exchange Committee rules and regulations.
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The board believes that currently, burdens asstiaith being a “reporting companyhder the 1934 Act, including those arising unélergrovision:
of the Sarbanes-Oxley Act of 2002 outweigh the athges of being a dual-traded company. The boatteiabelieves that since the registration of
Baran’s shares for trade in the NASDAQ, Baran’shcies to raise funds through the NASDAQ in the rietre have reduced and at present this
possibility seems improbable. It is the board'shigni that the deregistration resolution is for iemefit of Baran and all its shareholders, inclgdis
US holders of record, who will be able to contirtlneir trade in Baran’s shares through the TASE,re/fBaran enjoys a substantially higher trade
volume.

Whether at some later point Baran will re-estabiisélf as dual-traded is an open question andhbeiltaken up at an appropriate time. For the
foreseeable future, the board believes that thedoesse is to deregister Baran shares from tnadeei NASDAQ and to remain listed in the TASE.

ITEM 10. ADDITIONAL INFORMATION
Articles of Association

Under Israeli law, the founders of a company mussent to the Israeli Registrar of Companies thepamy’s Articles of Association. Upon receipt of
a certificate of registration from the RegistraiGuimpanies, the company is considered duly incatpdr Following incorporation, an Israeli company
must notify the Registrar of Companies of, amorgeothings, all issuance of shares, amendmenktetaiticles of Association and the name and
addresses of its shareholders of record and direddocompany must also submit to the Registra€ahpanies the annual reports and, as Baran is a
publicly traded company, the audited financialestants that it submits to its shareholders, whicbexome a matter of public record. Baran’s Israel
incorporation number is 52- 003725-0.

Audit Committee

Under Israeli Companies Law, the board of directdrany company whose shares are listed on anyaggehmust appoint an audit committee
comprised of at least three directors includingéthe outside directors, but excluding the:

chairman of the board of directo

general manage

chief executive officer (or managing directc

controlling shareholder; ar

any director employed by the company or who prowisiervices to the company on a regular b
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Baran’s board has appointed Tami Gottlib, LiorarGfied Arieh Shaked as members of its audit comaitteder Israeli Companies Law, the role of
the audit committee is to identify irregularitiesthe business management of the company, in datisal with the internal auditor and the company’s
independent accountants, and suggest an appropoiatee of action.

Approval of Transactions with Office Holders and Cantrolling Shareholders

The approval of the audit committee is requiredffect specified actions and transactions withceffiolders and controlling shareholders. The term
controlling shareholder, includes a shareholderhbéds 50% or more of the voting rights in a paldompany; if the company has no shareholder that
owns more than 50% of its voting rights, then @ivent also includes any shareholder that holds 258ave of the voting rights of the company. An
audit committee may not approve an action or astetion with a controlling shareholder or with dfice holder unless at the time of approval the two
outside directors are serving as members of thi eochmittee and at least one of them was pregdaheaneeting at which the approval was granted.

Internal Auditor

Under the Israeli Companies Law, the board of dinescmust appoint an internal auditor nominatedhgyaudit committee. The role of the internal
auditor is to examine whether a company’s actiamsply with the law and orderly business procedUreder the Israeli Companies Law, the internal
auditor may be an employee of the company but noayp@ an interested party or an office holder, féiliade, or a relative of an interested party or a
office holder, nor may the internal auditor be toenpany’s independent accountant or its represeata{n interested party is defined in the Israeli
Companies Law as a 5% or greater shareholder, enspp or entity who has the right to designatedirector or more or the chief executive officer
managing director) of the company or any person sédrges as a director or as a chief executiveeffior managing director).

Approval of Specified Related Party Transactions uder Israeli Law



The Israeli Companies Law imposes a duty of cateaaduty of loyalty on all office holders of a coamy, including directors and executive officers.
The duty of care requires an office holder to aithwhe degree of care with which a reasonableeffiolder in the same position would have acted
under the same circumstances. The duty of caredasla duty to use reasonable means to obtain:

. information on the appropriateness of a given adtimught for his or her approval or performed byue of his or her position; ar

. all other important information pertaining to thesgions.
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The duty of loyalty of an office holder includeslaty to:

. refrain from any conflict of interest between the@fprmance of his or her duties to the companylasdr her personal affair

. refrain from any activity that is competitive withe company

. refrain from exploiting any business opportunityttod company to receive a personal gain for hintefferself or others; ar

. disclose to the company any information or documesiating to a company'’s affairs that the officdder received as a result of his or

her position as an office holdt

The Israeli Companies Law requires that an offickelér promptly disclose any personal interest tigabr she may have and all related material
information known to him or her relating to any stkig or proposed transaction by the company, arahy event not later than the first meeting of the
board of directors at which such transaction issatered. If the transaction is an extraordinarggetion, the office holder must also disclose any
personal interest held by:

. the office holde’s spouse, siblings, parents, grandparents, desusndpous’s descendants and the spouses of any of theseepec

. any corporation in which the office holder is a b¥greater shareholder, director or general managierwhich he or she has the right
to appoint at least one director or the generalagan

Under the Israeli Companies Law, an extraordineaggaction is a transaction:

. other than in the ordinary course of busin
. that is not on market terms;
. that is likely to have a material impact on the pamy’ s profitability, assets or liabilitie:

Under the Israeli Companies Law, once an officel@iotomplies with the above disclosure requirentéetboard of directors may approve a
transaction between the company and an office hotde third party in which an office holder hapeasonal interest, however, a transaction that is
adverse to the company’s interest may not be applrd¥ the transaction is an extraordinary trarisacboth the audit committee and the board of
directors must approve the transaction. Under fipesicumstances, shareholder approval may alseteired. A director who has a personal interest
in a transaction, other than a transaction whiafoisan extraordinary transaction, and which issgdgred at a meeting of the board of directordier t
audit committee, may not be present at this meeatingte on this matter unless a majority of threctiors or members of the audit committee have a
personal interest in the matter. If a majoritylod tirectors have a personal interest in the mdkttertransaction also requires the approval of the
shareholders of the company.
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Under the Israeli Companies Law, all arrangemesite® @ompensation of office holders who are na&aors require approval by the board of
directors, and any undertaking to indemnify or nesan office holder who is not a director requivegh board and audit committee approval. In
general, arrangements regarding the compensatiderinification and insurance of directors requirditcommittee and shareholders approval in
addition to board approval.

Under the Israeli Companies Law, the disclosureireqents, which apply to an office holder, alsplgpo a controlling shareholder of a public
company. Extraordinary transactions with a contrglshareholder or in which a controlling shareleoldas a personal interest, and the terms of
compensation of a controlling shareholder who isfiice holder, require the approval of the auditenittee, the board of directors and a majority of
the shareholders of the company. In addition, Hageholders’ approval must fulfill one of the falling requirements:

. at least one-third of the shareholders who haveansonal interest in the transaction and are ptesehvoting, in person, by proxy or
by written ballot, at the meeting must vote in faebapproving the transaction;

. the shareholders who have no personal interekeitransaction who vote against the transactionmoayepresent more than 1% of the



voting rights in the compan

Under Israeli Companies Law, a shareholder hagyatduefrain from abusing his or her power in doenpany and to act in good faith and in an
acceptable manner in exercising its rights andoperihg its obligations to the company and the o#fftereholders, including, among other things,
voting at general meetings of shareholders ondheving matters:

an amendment to the articles of associal

an increase in the compé's authorized share capit

a merger; an

approval of related party transactions that regsiir@reholder approve

In addition, any controlling shareholder, any shatder who knows that his or her vote can deterrttiseoutcome of a shareholder vote and any
shareholder who, under the company’s articles sda@ation, can appoint or prevent the appointméancmffice holder, is required to act with fairses
towards the company. The Israeli Companies Law doesglescribe the substance of this duty and tiseme binding case law that addresses this
subject directly. The above also applies to anyngoagreement among shareholders of the company.
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Exculpation, Insurance and Indemnification of Diredors and Officers

Under Israeli Companies Law, an Israeli company m@tyexculpate an office holder from liability farbreach of the duty of loyalty of the office
holder. However, the company may approve an aatiwtiherwise will be treated as a breach of thg dfitoyalty of an office holder provided that
the office holder is acting in good faith, the acits approval does not harm the company, andffiee holder discloses the nature of his or her
personal interest in the act and all material facd documents a reasonable time before discuséitie approval. An Israeli company may exculpate
an office holder in advance from liability to thenspany, in whole or in part, for a breach of dutgare but only if a provision authorizing such
exculpation is inserted in its Articles of Asso@at Baran’s current Articles of Association do imtlude such a provision. An Israeli company may
indemnify an office holder in respect of certagbiiities either in advance of an event or follogven event provided that a provision authorizinchsu
indemnification is inserted in its Articles of Agsation, and provided that the indemnification urtdking is limited to foreseeable liabilities andsr
reasonable amounts as determined by the boardegftdiis. Baran’s Articles of Association contaiclsa provision, and limit it further by stating tha
the aggregate indemnification amount will not ext26% of Baran’s net equity, as stated in its mesent financial reports before the actual
indemnification. Baran may indemnify an office heichgainst the following liabilities incurred focta performed as an office holder:

. a financial liability imposed on him or her in favaf another person pursuant to a judgment, sedttéror arbitrator’'s award approved
by court; anc

. reasonable litigation expenses, including attorhi®es, incurred by the office holder or imposedabgourt in proceedings instituted
against him or her by the company, on its behalfyoa third party, or in connection with criminabpeedings in which the office holc
was acquitted or as a result of a conviction forime that does not require proof of criminal irite

An Israeli company may insure an office holder aghaihe following liabilities incurred for acts pemmed as an office holder:

. a breach of duty of loyalty to the company, to étxéent that the office holder acted in good faitd Aad a reasonable basis to beli
that the act would not prejudice the compe
. a breach of duty of care to the company or toa tharty; anc
. a financial liability imposed on the office holderfavor of a third party
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An Israeli company may not indemnify or insure iice holder against any of the following:

. a breach of duty of loyalty, except to the extdat the office holder acted in good faith and hadasonable basis to believe that the act
would not prejudice the compar

. a breach of duty of care committed intentionallyexklessly:

. an act or omission committed with intent to deiillegal personal benefit;

. a fine levied against the office hold

Under the Israeli Companies Law, exculpation, indiéication and insurance of office holders mustapproved by the audit committee and the board
of directors of a company, and, in respect ofiiteaors, by the shareholders. Be's directors and office holders are currently cogtdrg a director’



and officers’ liability insurance policy, which has aggregate claims limit of $15 million, no claifior directors and officers’ liability insurancave
been filed under this policy.

Baran has entered into agreements with each offite holders undertaking to indemnify them to fhkest extent permitted by its Articles of
Association. The procuring of insurance is subjedaran’s discretion depending on its availahjl@ffectiveness and cost. In the view of the U.S.
Securities and Exchange Commission, however, indamation of directors and officers for liabilitiearising under the Securities Act is against public
policy and therefore unenforceable.

Baran’s board may declare a dividend to be pattiécholders of ordinary shares in proportion toghares of the company that they hold. Dividends
may only be paid out of profits and other surplusds, as defined in the Israeli Companies Lawf &iseoend of the most recent fiscal year or as
accrued over a period of the most recent two yednghever is higher, provided that there is nsog@ble concern that a payment of a dividend will
prevent Baran from satisfying existing and forebéeabligations as they become due.

In the case of a share dividend or bonus sharédetsoof each class of shares can receive shathe same class that confer upon the holder tin rig
to receive the share dividend or shares of anafass whether the class was preexisting or wasedtdar the purpose of issuing the share dividend o
bonus shares, or a combination of such classdwoés.

The Board of Directors may, before offering anyidénd whatsoever, set aside certain amounts frenCttmpanys profits as it sees fit, as a reserv

be kept for certain purposes, and the Board cagsinthe sums that have been so set aside in sugstiments as it sees fit, and it may from timenee
deal with these investments and change them andllusesome of them for the Company’s benefit, #relBoard may use the reserve or any part of it
in the Company'’s business, without being requicelddld it separately from the Company’s other ass®ubject to all of the special or limited rights
attached to any of the shares, a cash dividendeidlistributed to shareholders proportionateltheopaid-in capital on the par value of the shardd

by them, without regard for the premium paid faz #hares.
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The Board of Directors may from time to time detgrnthe manner of the payment of the dividend$erdistribution of stock dividends and the
arrangements relating to this with respect to treweholders. Without limiting the generality oéthbove, the Board of Directors may pay any
dividends or funds for shares by sending a cheaky to the shareholder’s address as it is reabimi¢he shareholderségister. The shareholder v
bear the risk with regard to any such mailing chack.

On those occasions when the Board of Directorsigesvfor the payment of dividends, or the distiitnuiof shares or debentures out of the Company’s
capital, or the granting of a right to subscribedbares that have not yet been issued and whicbffared to shareholders against the deliverynof a
appropriate coupon which is attached to the shéder® share certificates, such payment, distrdoutir granting of a right to subscribe against an
appropriate coupon to the holder of the said couptirconstitute a discharge of the Company’s deibh respect to such activity to any person
claiming a right to such payment, distributiongoanting of a right to subscribe, whichever isvalg.

The Board of Directors may defer the payment ofvaddnd, benefit, or right that was to be paid $bares regarding which the Company has a lien,
and to use the consideration received upon theitaré of such for the purpose of paying the détsvhich the Company has the lien.

The transfer of a share will not give the trangfdiee right to receive a dividend or any otherritistion which is declared after the date of trengfer
of the share and before the transfer of the sisarecbrded, except that in the event that the fieain$ the share requires the approval of the Boérd

Directors, the date of such approval will for thigrpose take the place of the date on which thmestea is recorded. If payment of a dividend is not

demanded within a period of 7 years from the datebich its distribution applies, the party entitl® it will be viewed as having waived it and the
payment will be restored to the Company’s ownership

The Board of Directors may deduct from any dividegidnt or other monies that are to be paid in eotion with shares that are held by a sharehc
whether such shareholder is the sole owner or awomtly with another shareholder, any amountsmafney owed by the shareholder which he alone
is required to pay to the Company or which he dggied to pay to the Company together with any ofiegson, such as payments to be made in
response to demands for payment, and such-likbelevent that there are joint holders of a sisbkre, either one of them can give a valid redeipt
any dividend that is paid on that share, or for atier funds or privileges given in relation tottehare.
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Baran’s ordinary shares do not have cumulativengatights for the election of directors. As a réstlie holders of Baran’s ordinary shares that
represent more than 50 percent of the voting pgnesent or represented at a shareholders meetveglia power to elect or remove any or all of
Baran'’s directors, subject to special approval irequents for outside directors described above.

In the event of Baran’s liquidation, after satisiae of liabilities to creditors, Baran’s assetdlWe distributed to the holders of ordinary shares
proportion to the nominal value of their respecttares. This right may be affected by the grapreferential dividend or distribution rights taeth
holders of a class of shares with preferentialtsghat may be authorized in the futt



Baran is required to convene an annual meetinty ahiareholders once every calendar year withigriagh of not more than 15 months following the
preceding annual general meeting. Baran’s boamhjgired to convene a special meeting of its shdelns at the request of two directors or one
quarter of the members of its board or at the regoleone or more holders of 5% or more of its stapital and 1% of its voting power or the holder

or holders of 5% or more of its voting power. Sihalder meetings require prior notice of at leastags, or under certain circumstances, 14 days. The
chairman of Baran'’s board or any director appoittedchairman or the secretary of Baran presides it shareholder meetings.

Under the Israeli Companies Law, Baran is not neglio send out proxy statements to its sharelwidezonnection with an annual or special mee
Baran must provide notice of any shareholders’ mggetvhich notice shall include the agenda forrteeting. The Israeli Companies Law permits a
company to allow its shareholders, if so permitigdts Articles of Association, to vote by writt@noxy, by appointing a representative with a powof
attorney to vote at the shareholders’ meeting drabb@f the shareholders.

Baran has adopted a provision in its Articles of@@ation permitting voting by proxy. When Barattidts the votes of its shareholders in the United
States, it sends proxy cards to them. The Isramti@anies Law also permits shareholders to voterityew ballot by signing a voting instrument
attached to the proxy statement; however, thisiprav of the law is not yet in force, and will ortgke effect once the Minister of Justice issues
regulations providing the procedure for such vbtelders of Baran ordinary shares have one votedaoh ordinary share held on all matters submitted
to a vote of shareholders at a shareholder meeimareholders may vote at shareholder meetingsreittperson or by proxy. Israeli law does not
provide for public companies such as Baran to Isinaeeholder resolutions adopted by means of aenritbnsent in lieu of a shareholder meeting.
Shareholder voting rights may be affected by tlegof any special voting rights to the holdersialass of shares with preferential rights that imey
authorized in the future. The Israeli Companies lpgavides that a shareholder, in exercising hisaesrrights and performing his or her obligations
toward the company and its other shareholders, aatsh good faith and in an acceptable manneraanid abusing his or her powers. This is
required, when, for example, voting at sharehoideetings on matters such as changes to the Art€ldssociation, increasing the company’s
registered capital, mergers and approval of relptety transactions. A shareholder must also aspjatession of other shareholders. In addition, any
controlling shareholder, any shareholder who knthas his or her vote can determine the outcomestfaaeholder vote and any shareholder who,
under the company’s Articles of Association, capapt or prevent the appointment of an office holderequired to act with fairness towards the
company. The Israeli Companies Law does not desthid substance of this duty and there is no bindase law that addresses this subject directly.
Any voting agreement is also subject to observafitkese duties.
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An ordinary resolution requires approval by thedeot of a simple majority of the voting rights regented at the meeting, in person, by proxy or by
written ballot (if permitted), and voting on thesadution. Under the Israeli Companies Law, a rasmiufor the winding up of the company or for
changing its Articles of Association requires apidoy holders of 75% of the voting rights reprasedmat the meeting, in person, by proxy or by
written ballot (if permitted) and voting on the ohgtion. Unless otherwise provided in the Artict#sAssociation or the Israeli Companies Law, all
other resolutions of Baran shareholders requiiengls majority.

The quorum required for a shareholder meeting stssf at least two shareholders present, in pessby proxy, who hold or represent between them
at least 25% of Baran’s issued share capitalgli@grum is not present within 30 minutes from tineetischeduled for the meeting, the meeting will be
cancelled.

All of Baran’s issued and outstanding ordinary skare duly authorized, validly issued and fullidp®aran’s ordinary shares are not redeemable and
have no preemptive rights.

The ownership or voting of ordinary shares by nesidents of Israel is not restricted in any wayBlayan’s Articles of Association, or the laws of the
State of Israel, except that citizens of countwégch are, or have been, in a state of war witadsmay not be recognized as owners of ordinargest

Issuance of shares to a person holding 5% or nfafeecompany’s shares or that will become 5% si@der, requires the approval of the general
meeting, in addition to the board of directors’ mpal. Other issuance of shares to interestedgsaigisubject to several restrictions.

The approval of a merger will be given in a resoluf the general meeting adopted by an ordinaajority.
Through a resolution adopted by a regular majoBgran may:

. Enlarge its share capital in an amount to be decitheough the creation of new shares at a paryalith terms and rights as shall be
decided. Such a decision can be taken whethestalinthe existing shares have been issued cs@uton has been made to issue
them, or whether they have not all been issuedresalution has not been made to issue all of tl
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. Issue shares whether they are included in itsraalgiapital or are the result of an increase irstiere capital, giving them either
preferential or subordinate rights, or issue shiimea the capital that has not yet been issuedwiilbbe redemption shares and redeem
them, or issue shares and give them special limitgds or limitations in connection with the dibtition of dividends, voting rights,
repayment of capital, or in connection with othextt@rs as may be determined in the resolu



. Issue redemption shares and to redeem them, &xtbat permitted by lav

. Unless the terms of the issuance of such sharegprotherwise, to convert, cancel, exchange, exXpadd or change in any other
manner the rights, preferences, advantages, liotisnd provisions connected to or that are nstielh time connected to any of the
classes of share

. Cancel authorized share capital that has not yart ssued, to the extent permitted by |

. Combine and I-divide its share capital into shares with largary@ues than the existing par valu

. Re-divide all or some of its share capital througtedistribution of the existing shares into sharesnoéller par value than that of t
existing shares, in accordance with the provisfrtee law.

. IReduce its share capital, in the same manner ashel tine same conditions, and subject to havingirdadethe approvals as required
aw.

. The special rights granted to holders of sharex arclass of shares that have been issued, imggtiares that have been issued

senior rights or other special rights, will notdmnsidered to have been changed by the creatimswance of additional shares of the
same rank, unless otherwise provided in the terfrtisecissuance of those shar

Any change, conversion, cancellation, expansioditiath or other change in the rights, prefereneglsantages, limitations or provisions connected
with a specific class of shares that has beendstushareholders of Baran shall be subject ta¢imsent of the holders of the outstanding shardisat
class, such consent to be given in writing by tvaers of all outstanding shares of that classyaa kesolution adopted by an ordinary majorityhat t
meeting of shareholders of that class — i.e., sscthareholder meeting.
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The Board of Directors may, in its discretion, tgsaany difficulty that may arise in order to caoyt any such resolution. Without limiting thedsai
authority of the Board of Directors, in the evemdttas a result of a combination of shares, therslzareholders, the combination of whose shares
leaves them with fractional shares, the Board oé&ors may:

. Sell the total of all the fractional shares, andapt a trustee for this purpose in whose nameéhnéficates will be issued for the shares
made up of the fractions, which will be sold and tlonsideration for which will be distributed teetantitied shareholders, after
deducting fees and expenses

. Allot to each of the shareholders regarding whoendbmbination has left with fractional shares, ebaf the same class as were held
before the combination, paid in full, in an amouwmjch after being combined with the fractional haill come to a single full
combined share. Such allotment will be consideoddbatve taken effect immediately before the comimna

. Determine that the shareholders will not be emtittereceive a combined share for any fraction odmbined share that results from a
combination of half or less than the number of ehdhe combination of which creates one single @edoshare. Such shareholders
will be entitled to receive one combined share datyevery fraction of a combined share that resfitim the combination of shares 1
number more than half of the number of shares dhebination of which creates one single combinedes|

In the event the board action taken requires thaisce of additional shares, then the payment sbalbne in the manner in which dividend shares
may be paid up. Such combinations and divisiotisnat be considered to be a change in the righteeshares that are the subject of the combin
and division.

In any event of a combination of shares into shai#sa larger par value, the Board of Directorsymeatablish arrangements for the purpose of
overcoming any difficulty that may arise in connegtwith the combination, and the board is perrditie determine which shares are to be combined
into a particular share or into another. In then¢\w# combination of shares that are not ownedheysame owners, the Board may establish
arrangements for the sale of the combined shagentnner of its sale and the manner of distributioihe net consideration received, and to apint
person who shall carry out the transfer, and eaetipn taken by such person shall be valid and meye challenged.

Subject to the provisions of the Articles of Asstitin, the Board of Directors may issue sharesatiner securities which are convertible or which r
be realized as shares, up to the limit of the Comisaauthorized share capital. It may, within foepe of the authority thus granted to it, ancetann
for cash or other form of consideration, issue ahgor otherwise deal with them), and with thosereations and conditions, whether regarding the
premium paid, the par value or the deduction, dritiase times that it sees fit, and to grant to gerngon the right to demand the issuance of shares
during a particular period, and for such considersas the Board of Directors may determine.
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In the event that Baran's shares are offered fier, #aere is no obligation to make a similar otfeall or to some of the holders of the Company’s
shares. Upon the issuance of shares, the Boardedtbrs may establish various conditions for thereholders, with regard to consideration, the
amounts the payment of which is demanded and/dirtreeof the payment of such shar



Material Contracts

As part of a compromise agreement, a consortiungiwis composed of Baran (50%) and lonics Inc. (BO&&s announced by Mekorot The Water
Company (the Israeli National Water Company), asetkclusive winner of a tender to the constructiba water desalination facility in Ashdod, Isr:
The project will be erected on a “Turn Key” basisldts construction estimated cost is approxima$&ly million.

On July 4, 2003 BMD was awarded the exclusive righiegotiate the performance of a bid for the troiction and operation in Romania of a 13 KM,
four lanes and four bridges highway. The constauctif the project shall be accomplished within feears and BMD will be granted with the right to
operate the highway for 10 years. The estimatetiafdhe project is approximately 25 million Eunadathe expected income is approximately 46
million Euro, during 10 years.

On October 23, 2003, Nes Pan Ltd., which is he®d{pby Baran, has entered, as a partner, intol@séste project in Toronto Canada. The Project
includes the construction of about 470 dwellingsiim an area next to Lake Ontario in Toronto, @and he value of the Project is approximately 95
million Canadian Dollars. Nes Pan’s Ltd. sharehia Project shall be 45% (consequently Baran's sk&2.5%) and 50% in the control of the Project;
45% of the Project are held by another Israeli Camypand the rest 10% are held by an American fiahimo/estor.

The construction of the Project and its progres@aonditioned upon the scope of early sales ®fitelling unites, and expected to commence on the
beginning of 2004 and last approximately two years.

On May 315t, 2004 the Company’s board of directors resolveapjarove the sale of Baran holdings in A.L.D Adweshtogistics Developments Ltd.
(“A.L.D” ), amounting to 50.5% of A.L.B’issued capital, to Dr. Zigmond Bluvband, for aédamation in the sum of $1.65 million. Baran resialn to
sell its holdings in A.L.D resulted from the fabhat A.L.D’s activity is external to Baran’s corediness scope. The above sale is in consistence with
Baran'’s policy as of mid 2003, to focus Baran’s\aist on its core business, i.e. engineering, tetbgy and construction solutions global serviced an
following reduce in none engineering activities
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Exchange Controls

Under Israeli law, non-residents of Israel who pase ordinary shares with certain non-Israeli ewiess (including US dollars) may freely repatriate
in such non-Israeli currencies all amounts receinddraeli currency in respect of the ordinaryrsisawhether as a dividend, as a liquidating
distribution, or as proceeds from any sale in Isod¢he ordinary shares, provided in each caseahg applicable Israeli income tax is paid or Wwékd
on such amounts. The conversion into the non-liscaelency must be made at the rate of exchangejireg at the time of conversion. Under Israeli
law and our company’s Memorandum and Articles odesation both residents and non-residents of lsnag freely hold, vote and trade ordinary
shares.

Israeli Taxation

The following discussion is not intended to comgéita complete analysis of all tax consequencasimglto the receipt, ownership or disposition of
Baran’s ordinary shares and does not address anjnoome tax or any non-Israeli tax consequencéseofmerger. On July 24, 2002, the Law for
Amendment of the Income Tax Ordinance (Amendment18@), 2002 (the “Amendment”) was enacted byl8raeli authorities. This Amendment
became effective as of January 1, 2003.

Taxation of Baran Shareholders Capital Gains on Sak of Baran Ordinary Shares

Israeli law imposes a capital gains tax on the sht@pital assets. The law distinguishes betweahgain and inflationary surplus. The inflationary
surplus is a portion of the total capital gain tisatquivalent to the increase of the relevantt&sparchase price, which is attributable to theréase in

the Israeli consumer price index between the dapeichase and the date of sale. Foreign residastdescribed below, who purchased an asset in nol
Israeli currency, may request that the inflationsuyplus will be computed on the basis of the deatidn of the NIS against such foreign currencye

real gain is the excess of the total capital gair ¢he inflationary surplus. The inflationary slugpaccumulated from and after December 31, 1993, i
exempt from any capital gains tax in Israel while teal gain is added to ordinary income, whictuisently taxed at ordinary rates of up to 50% for
individuals and 36% for corporations. Currentlyleseof ordinary shares of Israeli public compamit®se shares are quoted on the Tel Aviv Stock
Exchange (such as Baran) are generally exemptlgoamli capital gain tax. Dealers in securitiessirmel or any other seller whose income from sg
shares is classified as current income and noapitat gain under the Income Tax Law (Inflation&gjustment), 1985, are taxed at regular tax rates
applicable to business income.

A foreign resident is a person who is not an Ism@sident. An Israeli resident is: an entity régjied in Israel whose principal activity is in lskaan
entity that is registered as a foreign compani,gfects to be treated as an Israeli resident €ldction is irrevocable for the three tax yedter ahe
election, unless the entity obtains a special petdrider the Amendment, as of the effective datg,@rporation that incorporated in Israel, antgnti
over which control and the management of its bissirage exercised in Israel, an individual residinigrael, except for temporary absences, which do
not contradict the individual’s claim of residerindsrael, would be considered an Israeli resident.
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Pursuant to the Amendment, the above-described gti@mon capital gains on sales by Israeli resiglentisted securities, which were accrued since
the effective date will be terminated. Under theeldment, the general rate of capital gains wiltdskiced to 25% and the rate of capital gains on
sales of publicly traded securities will be 15%afholders whose income from selling Baran’s shiarelassified as business profits (in contrast to
capital gain) would be taxed at ordinary incomertees (up to 50% for individuals and 36% for cogtions).

Under the Amendment, the exemption on capital ghiiereign residents from selling publicly tradetarities on the Tel Aviv Stock Exchange will
continue to apply, and therefore the Amendmentnatl affect any tax exemptions applicable to faneigsidents prior to the effective date.

Israeli Taxation of Non-Israeli Holders of Shares

Israeli law provides that nolsraeli residents are subject to capital gainotakhe gains from the sale of a capital assetydinlh securities) in Israel
an asset located outside Israel that is a righgctlor indirect, to an asset in Israel unlessxamption is provided under any provision of a deubl
taxation treaty with Israel. Under the double-téatreaty between Israel and the U.S. (the “Tr8atisraeli capital gains tax will not apply to thees
exchange or disposition of ordinary shares by agrewho qualifies as a resident of the United Staiéhin the meaning of the Treaty, and who is
entitled to claim the benefits available to thesparby the Treaty.

This exemption will not apply, among other caskthe gain is attributable to a permanent estatviesiit of such person in Israel, or if the U.S. restd
holds, directly or indirectly, shares representi®§6 or more of Baran’s voting power during any dithe 12-month period preceding the sale,
exchange or disposition, subject to certain cooddi In this case, the sale, exchange or disposituld be subject to Israeli tax, to the extent
applicable. However, the U.S. resident generallyldide permitted to claim a credit for the taxeaiagt the U.S. federal income tax imposed on the
sale, exchange or disposition, subject to the #tighs in U.S. laws applicable to foreign tax ctedlhe Treaty does not apply to U.S. state orlloca
taxes. Sales of Baran ordinary shares by non-Idraklers, whether on the Tel Aviv Stock Exchangemwthe Nasdaq National Market, would be
exempt from Israeli capital gains tax under the Adraent as long as the shares are listed on thAvielStock Exchange. Non-residents of Israel are
subject to tax on income accrued or derived frooraes in Israel or received in Israel. These s@io¢éncome include passive income such as
dividends, royalties and interest, as well as nassfve income, such as income received for servigetered in Israel. Baran is required to withhold
income tax at the rate of 25% (or 15% for dividedigributed from certain income generated by aityersuch as two of Baran’s subsidiaries, that
enjoys approved enterprise status under certaeligax incentive law) unless a different ratenrexemption is provided in a tax treaty betweeael:
and the shareholder’s country of residence. UrtueiTteaty, the maximum rate on dividends paid tb& resident is 25%. In addition, under the
Treaty, if the income out of which the dividending paid is not attributable to an approved gmige and the non-resident is a U.S. corporatiah th
holds 10% of Baran’s voting power for a certain imiam period, the rate is generally 12.5%. Undeam@ndment to the Inflationary Adjustments
Law, non-Israeli corporations may be subject tadfirtaxes on the sale of shares in an Israeli emypwhich shares are traded on certain stock
markets, including the Nasdaqg National Market, sabjo the provisions of any applicable double tiaxetreaty.
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Documents on Display

We are required to file reports and other informmativith the SEC under the Exchange Act and thelaéiguns thereunder applicable to foreign private
issuers. Reports and other information filed byvith the SEC may be inspected and copied at theSfilic reference facilities described below.
Although as a foreign private issuer we are notiregl to file periodic information as frequentlyas promptly as United States companies, we
generally do publicly announce our quarterly anaryend results promptly and file periodic infornoatiwith the SEC under cover of Form 6-K. As a
foreign private issuer, we are also exempt fronrties under the Exchange Act prescribing the lninig and content of proxy statements and our
officers, directors and principal shareholderseat@mpt from the reporting and other provisionséct®n 16 of the Exchange Act.

You may review a copy of our filings with the SE@gluding any exhibits and schedules, at the SEQHic reference facilities in Room 1024,
Judiciary Plaza, 450 Fifth Street, N.W., WashingrC. 20549 and at the regional offices of the $&f@ted at the Northwestern Atrium Center, 500
West Madison Street, Suite 1400, Chicago, IlliréB§61. You may also obtain copies of such matefiata the Public Reference Section of the SEC,
Room 1024, Judiciary Plaza, 450 Fifth Street, NWashington, D.C. 20549, at prescribed rates. Yay oall the SEC at 1-800-SEC-0330 for further
information on the public reference rooms. In a@dditsuch information concerning our company caimbpected and copied at the offices of the
National Association of Securities Dealers, In613 Key West Avenue, Rockville, Maryland 20850 anthe offices of the Israel Securities Autho

at 22 Kanfei Nesharim St., Jerusalem, Israel.

You may read and copy any reports, statementsher a@tformation that we file with the SEC at theCSEacilities listed above. These SEC filings are
also available to the public from commercial docuotretrieval services. We also make available anooen Web site (www.barangroup.com) all our
guarterly and year-end financial statements as agetither information.
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Any statement in this annual report about any ofaauntracts or other documents is not necessavityptete. If the contract or document is filed as an
exhibit to the registration statement, the conteiatocument is deemed to modify the descriptiantaioed in this annual report. We urge you to
review the exhibits themselves for a complete dpson of the contract or documel



ITEM 11. QUANTATIVE AND QUALITATIVE DISCLOSURE ABOU T MARKET RISK

Market risk is the risk of loss related to changesiarket prices, including interest rates andifpreexchange rates of financial instruments thag ma
adversely impact our consolidated financial positi@sults of operations or cash flows. The cuyasfdhe primary economic environment in which
we conduct our operation is the New Israeli SheRaking fiscal 2003, Baran derived approximately4/df its revenues from projects performed in
Israel (functional currency NIS), approximately 148%m the sale of products in the United Stateadfional currency US$), approximately 10% from
projects performed in Europe (functional currencyd}, and approximately 2% from projects perforraéaver (such as Thailand and South Africa).
Most of the expenses and revenues are incurredSnWS$ and Euro. Thus, our primary market riskasxpes relate to interest rate movements and
borrowing and to exchange rate movements on foreigrency in Israel. Baran takes various measuaresinpensate for the effects of both
fluctuations in exchange rates and interest regetetailed.

Foreign Exchange Risk and Interest Rates

Baran invests available cash in low risk instruragastich as government bonds issued by the Israedirgment. Baran manages its exposure to
financial risks closely, and evaluates the stafubese risks twice a month. As a significant gortof Baran’s revenues and costs are derived or
incurred in Israel, Europe, United States and #hreHast, fluctuations in the exchange rate betweetsraeli currency, the dollar and the Euro may
have a significant effect on the results of operetiof Baran.

Baran has not entered into any hedging transactiithsrespect to exchange rates related to iteotprojects, because the related income and
expenses for the majority of those projects afderimeli currency.

With respect to large scaled and long term projéctisrael, in which the consideration to be reediby Baran is linked to the US dollar, Baransttie
correlate the bases of income and expenses in trgeevent exposure to fluctuations in the exclearages. In these projects, receipts and advame
usually linked to the currency in which most of tieéated expenditures will be incurred.
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Baran’s non-Israelbased companies typically carry out their actigiiie the local currency, so that the revenues filtmse activities are not exposet
fluctuations in exchange rates. Conversion of ttamsepaniestesults of operations into Israeli currency for thepose of inclusion in the consolida
financial statements is made in accordance witlpthesiples detailed in note 1 to Baran’s finanattements.

Companies that conduct transactions that are libidéoreign currency, or transactions directly wstippliers outside of Israel, generally link the
payment under those transactions to the currenaghioh the transactions are performed. Any gapheérlinkage are attributed by Baran to financing
expenses.

Due to the continuous increase in Baran’s activitgrojects outside of Israel or with foreign custers, a large part of the grogpctivity is not carrie
out in Israeli currency, but rather in local curgriusually US dollars or Euros). Conversion of tesults of operations of Baran’s foreign subsidi&r
into Israeli currency for the purpose of inclusiorthe consolidated financial statements is madecaordance with principles detailed in note 1 to
Baran'’s financial statements.

Baran invests part of its available funds in debeet repaid on timetables that are generally sirtoléhe timetables for discharge of most of iterent
and long-term obligations. The interest rate eafmad these debentures typically is not lower ttianinterest rate charged from Baran in connection
with the discharge of such obligations. Baran'gjland short term investments, usually, bear higkieirn than the interest charged for its long term
loans.

Baran and its consolidated subsidiaries have lerg toans in three main currencies: NIS, Euro aB&,las set forth in the table below. Each loan is
taken in the currency which reflects the geogragdhacea in which Baran and its subsidiaries opeFadeexample, loan taken, in order to finance
activities in Western Europe were taken in EurooBgrating in accordance to this strategy (takia@mns in the same currency as the currency used in
the activities at the geographical region), Bar&stto minimize its long term exposure.

The table below sets forth the interest ratesdoglterm loans and long term bank loans, includingent maturities:

Weighted
average
interest rates
as of December 31
December 31,
2003 2002 2003
% Adjusted NIS
inthousand:
In dollars or linked theret *3 80¢ 13z
In Euros or linked theret 6.21 6,30z 6,88¢
Linked to the Israeli CF 3.94 166,41 141,15(

Unlinked 6.85 16,09¢ 16,38



189,620 164,55:

* interest is based on libor + 1%
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In the short term, due to frequent fluctuationthie exchange rates of the NIS against the US$ ar, Bus very difficult to avoid exposure. The use
NIS loans, as set forth in the table above, resuthe short term, in financing exposure and feiag gaps, such a

. a loan, which was taken in NIS was converted to H&$used for Baran Telecom day to day operat
. a loan taken in NIS was converted to Euro and @8#,used for investment in Europe and Can
. evaluation or devaluation in exchange rates ot or US$ or both against the NIS, will resulexposure, which will be reflected in

the net financing item, as a direct and completetion, to the date of the balance, by the chanf#se exchange rate multiplied by the
amount of the loar

Classified by currency, linkage terms and interatgs, the short-term credit (excluding currenturities of long-term loans) is as follows:

Weighted
interest rates
at
December 31,

2003 2002 2003

December 31

% Adjusted NIS

in thousands

In, or linked to, foreigr

currencies 2.5¢-3.4¢ 58,23: 66,55¢
Linked to the Israeli CF 6.1€ 6,48( 2,047
Unlinked 6-7 8,53¢ 41,42¢

73,25! 110,02¢

In the regular course of business, Baran is exptzsad/ariety of market risks, which usually do deviate from normal market risks in a corporatsoon’
activity. Baran is not dependent on a single s@ppli customer, due to the variety of activitiespgraphical spread, and the fields in which it is
engaged. Nevertheless, every year there is a nuofilseistomers (changing from year to year) for whsaman carries out especially large projects.
However this tendency is changing and Baran depmyden few substantial customers decreased from afliés turnover in 2001 to 10% of its
turnover in 2003. Baran, as a service providenjghly dependent on the business of its custonkdustuation of demand for the products or services
provided by its customers has a significant infeeeon the scope of services acquired by those rmessofrom Baran.
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This dependency also affects the current cash dfoBaran, and in difficult market conditions, aslvas problematic credit terms and improper
payment morality, may result in negative cash ffown Baran’s current activity.

The exposure to the depreciation of the real estadein Baran’s holdings value and the economicrdom and recession both in the Israeli and in the
global markets resulted in a general depreciatfoeal estate, as well as depreciation of Baranldihgs and their value. Baran and its subsidiaries
own real estate and also have investments andngsidivhich their value might be lower due to theeyal depreciation, as explained above. Wher
the need arises Baran performs a valuation ofitdiings and real estate in the acceptable manoash flow, external valuations, valuation of pulglic
traded companies). Notwithstanding, the value eéstments, holdings and real estate will be moait@nd valuated at various reporting intervals, in
order to present the real value of those itemd) ssche re-evaluation of Baran Telecom’s goodwilich resulted in a write down of $8.3 million.

The exposure to market risks is handled on a cubasis and is frequently discussed on meetinggacdn’s managing directors, and is reported to the
Board at least twice every quarter. Baran’s inteanaitor carries out from time to time, and acéogdo guidelines of the Board (through its audit
committee), inspections pertaining to Baran’s miarisks, relating to both financial and currentlirey factors.

Barar's and more than half of its subsidiaries, most usecency is the Israeli currency. Accordingly, Baattempts to protect itself against i



exposure arising from the difference between assetdiabilities in each currency other than thradsi currency. Baran strives to limit its expostoe
exchange rate fluctuations by attempting to mainsanilar levels of assets and liabilities in amyeq currency, to the extent possible, and does not
enter into derivative transactions to hedge itharge rate risk. However, this method of “naturbgtging is not always achievable.
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The table below sets forth the monetary assetdiabitities of Baran during 2003:

December 31, 200

Linkage
Linkage toU.S CPI
to Euro dollar linked Unlinked Others Total
Adjusted NIS in thousands
Adjusted NIS :
Assets:
Current asse 72,92t 74,53t 60,08: 181,09( 3,43z 392,06
Long term loan and long-term
receivable 134 50z 13,68¢ 14,32:
72,92t 74,66¢ 60,58t 194,77¢ 3,43z 406,38
Liabilities:
Curent liabilities 78,53( 55,60¢ 2,32t 140,15° 6,55 283,17(
Long term bank loans
(including current maturitie 7,01¢ 140,47: 11,91 159,40:
Other long term liabilitie 5,15(C 5,15(C
Capital notes issued to minority
shareholders of a subsidi 22,38¢ 22,38¢

85,54¢ 55,60¢ 165,18 157,21¢ 6,55(  470,10¢

It is clear from the table above that Basanurrent assets and current liabilities in eadhefmost used currencies, hence $US and Eurcpamated
so that sharp foreign exchange fluctuations witlmaterially expose Baran. By correlating betweachecurrency and assets and liabilities, the
Company aims to obtain a natural hedging processranize the risks related to fluctuations in figreexchange rates.

In the recent years, inflation fluctuation in Idras very unpredictable. In 2003 the inflatiorerat Israel was (1.9)% as compared to 6.5% inftatio
rate in 2002. This situation directly influences&a and creates difficulties in hedging and plagnnflationary risks. Therefore at any given time
Baran holds both CPI linked and non-CPI linked essaad liabilities.

Deduction of current NIS CPI linked liabilities froNIS CPI linked assets results in an exposurbérsum of NIS104.6 million, on the other hand,
deduction of current NIS non-CPI linked liabilitit®sm NIS non-CPI linked assets results in a swgjuthe sum of NIS 37.5 million.

ITEM 12. DESCRIPTION OF SECURITIES OTHER THAN EQUIT Y SECURITIES
Not Applicable

PART Il

ITEM 13. DEFAULTS, DIVIDEND ARREARAGES AND DELINQUE NCIES

None.
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ITEM 14. MATERIAL MODIFICATIONS TO THE RIGHTS OF SE CURITY HOLDERS AND USE OF RECORDS

None.



ITEM 15. CONTROL AND PROCEDURES

As required by Rule 13a-15 under the United StBtehange Act Baran carried out an evaluation okfifectiveness of the design and operation of its
disclosure controls and procedures as of MarcH 18004, being the date of Baran’s most recentlypletad fiscal year. This evaluation was carried
out under the supervision and with participatioBafan’s Chief Executive Officer, Meir Dor, and €hFinancial Officer, Sasson Shilo and concluded
that Baran’s disclosure control and procedure®Heetive in timely alerting management to mateir&rmation relating to Baran required to be
included in its periodic filings with the SEC.

Disclosure controls and procedures are controlsoéimel procedures designed to ensure that infoomagiquired to be disclosed in Baran’s reports

filed or submitted under the Exchange Act is reedsgprocessed, summarized, and reported, withitirtteeperiods specified in the SEC’s rules and
regulations. Disclosure control and procedure ide|without limitation, controls and proceduresigiesd to ensure that information required to be

disclosed in Baran’s reports filed under the ExgfeaAct is accumulated and communicated to manageineluding Barars Chief Executive Office
and Chief Financial Officer, to allow timely deass regarding required disclosure.

There were no changes in Baran’s internal contret @inancial reporting that occurred during tharyended December 31, 2003 that have materially
affected, or are reasonably likely to materiallfeaf, Baran’s internal control over financial refiog.

The term “internal control over financial reporting defined as a process designed by, or undesupervision of, the registrant’s principal execeti
and principal financial officers, or persons pemiarg similar functions and effected by the registiboard of directors, management and other
personnel, to provide reasonable assurance regaifwrreliability of financial reporting and prep#ion of financial statements for external purpase
accordance with generally accepted accounting ipliee and includes those policies and proceduias th

1) pertain to the maintenance of records that in negisie detail accurately and fairly reflect the saction and disposition
of the assets of Bara

(2) provide reasonable assurance that transactions@eded as necessary to permit preparation ofiiahstatements i
accordance with generally accepted accounting iples; and that receipts and expenditures of Bararbeing made
only in accordance with authorization of managenaaat directors of the registral
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3) provide reasonable assurance regarding preventiomely detection of unauthorized acquisition, oselisposition of
the registrar's assets that could have material effect on ttenéial statement:

ITEM 16A. AUDIT COMMITTEE FINANCIAL EXPERT

The Board of Directors has determined that Ms. T@wttlib is an “audit committee financial expert defined in Item 16A of Form 20-F. Ms. Tami
Gottlib and each of the other members of the AGdinmittee is an “independent directas defined in the Exchange Act and the rules agala&ons
promulgated hereunder.

ITEM 16B. CODE OF ETHICS

Baran adopted a Code of ethics in order to cotlifgé standards that Baran believes are reasoneditynéd to deter wrong-doing and to promote,
among other things, adherence to honest and ettocaluct, full, fair, accurate, timely and undenstable disclosure, compliance with applicable
governmental laws, and accountability for adherendbe Code of Ethics. Baran undertakes to proaidepy of the Code of Ethics to any person
without charge upon request.

ITEM 16C. PRINCIPAL ACCOUNTANT FEES AND SERVICES

Kesselman & Kesselman (PricewaterhouseCopperd)l$rae served as Baran's independent public aceotfdr each of the fiscal years in the three
years period ended December 31, 2003, for whicktedifinancial statements appear in the annualrtepoForm 20F. The auditor is elected annus
at the Annual General Meeting.

The following table presents the aggregate feepriofiessional services and other services rendgrelat PricewaterhouseCoppers Israel to Baran in
2002 and 2003.

2003 2002
Audit Fees(1 $ 156,92, $ 167,30
Tax Fees(2 $ 13,077 $ 7,69¢
All Other Fees(3 $ 19,91¢ $ 40,00(
Total $ 189,91¢ $ 215,00(

(1) Audit fees consist of fees billed for the cdidated balance sheet of Baran Group Ltd. andedlabnsolidated statements of income, changes in
shareholders’ equity and cash flow. They also idelfees billed for other audit services, whichtagse services that only the external auditor
reasonably can provide, and include the provisforomfort letters and consents, attestation semétaing to audit. Additionally, the fee includ



assurance and related services that are reasamdditlyd to the performance of the audit of Bardinancial statements or that are traditionally
performed by the external auditor and include ctia8ans concerning financial accounting and reipgrstandards.
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(2) Tax fees include fees billed for tax compliaseevices, including tax consultations, tax advelated to mergers and acquisitions.

(3) All other fees include fees billed for due génces relate to planned acquisitions, financialehand consulting services related to reorgardnati
Baran.

Audit Committee Pre-approval Policies and Procedures

The Audit Committee of Baran’s Board of Directosgésponsible, among other things, for the ovetsifthe external auditor. The Audit Committee
has adopted a policy regarding the pre-approvaldft and permissible non-audit services providethke independent auditors.

The substance of the Audit Committee charter i®lows:

. The Audit Committee is a committee of the Boardakctors.

. The Committee assist the Board in fulfilling itsewsight responsibility to the shareholders andrstbg reviewing (1) the Company’s
financial statements and the financial reportingepss, (2) the systems of internal accounting avah€ial controls, (3) the internal
audit function, (4) the annual independent audithefCompany’s financial statements, and (5) bssiirgegularities and compliance
with laws and regulation:

. It is the responsibility of the Committee to maintftee and open communication between the Comejittee independent public
accountant, the internal auditor and managemettteo€ompany

To fulfill its responsibilities, the Committee shal
Internal Accounting and Financial Controls:

. Review with management, the internal auditor arditidependent public accountant, the adequacyterfial accounting and
financial controls. This review shall include iriguabout significant risks and exposures, andsssent of the effectiveness
management plans to minimize such ris

. Evaluate whether management is effectively commaitimig and ensure employee understanding of theritaupee oleffective
internal accounting and financial contprocedure..
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. Determine whether internal accounting and finanoadtrol improvement recommendations made by tteenal auditor and tt
independent public accountant have been approlyriatplemented in a timely manner by managem

Financial Reporting:

. Review and discuss with management and the indepépdblic accountant the accounting policies whicty be viewed 8
critical to the Company, and review and discussiigant accounting and reporting issues, includingncial reporting
proposals and understand their impact on the Cow's financial statement

. Review the Company’s annual financial statementsraanagement’s discussion and analysis with managethe internal
auditor, and the independent public accountantdetermine whether the financial statements (apaneplete and consistent
with the information known to Committee memberg] éo) reflect appropriate accounting principl

. Discuss with the independent public accountanttergtelating to the conduct of the audit as regliby professional auditing
standards

. Review with the Compar' s general counsel legal matters that could hawgnifisant impact on the financial statemer

. Review with management and the independent pubtiowntant financial statements, including the ftissofl the independent

public accountal's review of the financial statements, several tic@ing the yeal
Business Irregularities and Legal Compliance:

. Identify irregularities in the management of then@any's affairs through interviews and in consultatiothwhe Compar’s
management, the internal auditor and the indepémmdnic accountant. In the event that the Commiitkentifies any



irregularities, it will suggest to the Board of Bators remedial courses of action. The Committed bl fully entitled to rely o
such interviews and consultations, including repbst such parties and shall be under no obligata@onduct any independent
investigation or verificatior

Independent Public Accountant:

Review, in advance of the commencement of the atiditproposed audit scope and fees to be pafetmtependent public
accountant pursuant to the decision of the Boatti@general meetin
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Review the experience and qualifications of theaenembers of the independent public accountdaads and the quality
control procedures of the independent public actamir

Recommend to the Board, which shall recommende@#éneral meeting of the Compasighareholders, the appointment of
independent public accounta

Receive periodic written statements from the indeleat public accountant delineating all relatiopsHietween the
independent public accountant and the Companyysiswith the independent public accountant anylaied relationships or
services that may impact the objectivity and inchej@nce of the independent public accountant, aswhieend any approprie
actions to be taker

Approve, in advance, any Board resolution regardiregengagement of the independent public accoutdgrovide non-audit
services and the fee for such servi

Ensure that the lead audit partner and review paxn the Company’s account at the independenigabtountant are
changed not less frequently than once every faeafiyears

Internal Audit:

Review the Compar's internal audit function including the independeaad authority of its reporting obligations,
effectiveness, proposed control review plans asduees for the coming year, and the coordinatfasuoh plans with the
independent public accounta

Review and concur in the appointment, replacemeassignment or dismissal of the internal aud
Other Responsibilities:
Review and update this Charter annually, and recapproval of changes from the Boe

Provide the independent public accountant, inteainditor and management with appropriate opporemtb meet privately
with the Committee

Review and approve related party transactions @ffibe holders and controlling shareholders as ireglby applicable law or
as referred by the Boar
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Conduct or authorize investigations into any matteithin the Committee’s scope of responsibiliti@he Committee shall be
empowered to retain independent counsel and otbéegsionals to assist in the conduct of any irigaibns or to advise the
Committee on other matters, the fees of which dfejpaid by the Compan

Prepare a letter for inclusion in the Com’s annual report that describes the Comn’s composition and responsibilitie
and how they are discharge

In meeting its responsibilities, the Committee’sigges and procedures shall be flexible so thataly react to changing circumstances or conditions.

ITEM 16D. EXEMPTIONS FROM THE LISTING STANDARDS FOR AUDIT COMMITTEES

Not Applicable

ITEM 16E. PURCHASES OF EQUITY SECURITIES BY THE ISSUER AND AFFILIATED PURCHASERS

During 2003 neither Baran nor its affiliates haweghased Baran’s shares.

The following table sets forth the shares held lbyad and its subsidiary as of December 31, 2003:



2003

Baran Group Ltd 179,73t

Baran Industries (91) Lt 43,20¢
Baran projects Construction Lt 3,92¢
Baran Technology Products
Management and Marketing Lt 129,47
PART I
ITEM 17. Not Applicable
ITEM 18. FINANCIAL STATEMENTS
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Kesselman & Kesselman
Certified Public Accountants (Isr)
6 Yaski Street

Be'er Sheva 84222 Israel
Telephone +972-8-6277020
Facsimile +97-8-6276351

REPORT OF INDEPENDENT AUDITORS

To the shareholders of
BARAN GROUP LTD.

We have audited the consolidated balance she®&arah Group Ltd. (hereafter -the Company) as ofebemer 31, 2002 and 2003 and the related
consolidated statements of income (loss), changskareholders’ equity and cash flows for eaclnefthree years in the period ended December 31,
2003. These financial statements are the respdihsitfithe Company’s Board of Directors and marnagat. Our responsibility is to express an
opinion on these financial statements based omodits.

We did not audit the financial statements of carfaibsidiaries and proportionately consolidatedgames and joint ventures, whose assets includ
consolidation constitute approximately 1% and 3d&%otal consolidated assets as of December 312 28d 2003, respectively, and whose revenues
included in consolidation constitute approximat#y8%, 4.1% and 8.1% of total consolidated revefoethe years ended December 31, 2001, 2002
and 2003, respectively. We did not audit the finalrstatements of associated companies, the Congpawestment in which, as reflected in the
balance sheets as of December 31, 2002 and 208djuisted NIS 26,818,000 and adjusted NIS 24,181r8€pectively, and the Company’s share in
the profits (losses) of which aggregates adjustiI 127,000, adjusted NIS 1,040,000 and adjusted(8l13,000), in the years ended December 31,
2001, 2002 and 2003, respectively. The financeteshents of the above subsidiaries, proportiona@hgolidated companies, proportionately
consolidated joint ventures and associated compaveee audited by other independent auditors, wreyserts have been furnished to us, and our
opinion, insofar as it relates to amounts incluftedhose companies, is based on the reports dafttier independent auditors.

We conducted our audits in accordance with audgiagdards generally accepted in Israel and inrdaoge with the standards of the Public Comg
Accounting Oversight Board (United States), inchgithose prescribed by the Israeli Auditors (MotiPerformance) Regulations, 1973. Those
standards require that we plan and perform thet &amdbtain reasonable assurance about whethdindrcial statements are free of material
misstatement. An audit includes examining, on aliasis, evidence supporting the amounts and digidg in the financial statements. An audit also
includes assessing the accounting principles usédignificant estimates made by the Company’s @o&Directors and management, as well as
evaluating the overall financial statement pred@maWe believe that our audits and the reportthefother independent auditors provide a reasenabl
basis for our opinion.

In our opinion, based on our audits and the regifrtse other independent auditors referred to epthe financial statements referred to above ptese
fairly, in all material respects, the consolidat@éncial position of the Company as of DecemberZD2 and 2003 and the consolidated results of
operations, changes in shareholders’ equity and fbas's for each of the three years in the periodegl December 31, 2003, in conformity with
accounting principles generally accepted in Israel.
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Accounting principles generally accepted in Iskasly in certain significant respects from accoumiiminciples generally accepted in the United State
of America and as allowed by Item 18 to Form 204ke application of the latter would have affectieel determination of consolidated net income
(loss) for each of the three years in the periatedrDecember 31, 2003 and the determination ofddiolaged shareholders’ equity at December 31,
2002 and 2003 to the extent summarized in not® 20et consolidated financial statements.

As explained in note 1b, the consolidated finansiatements referred to above are presented ievaldjusted for the changes in the general
purchasing power of Israeli currency, in accordamite pronouncements of the Institute of Certiflegblic Accountants in Israel.

As discussed in note 1e to the consolidated firrdstatements, effective July 1, 2003, the Compdmanged its method of accounting for investme
associated companies to conform with clarificatiam 1 of Israel Accounting Standard No. 15, “Impaént of Assets”.

Beer Sheva, Isra Kesselman & Kesselme
May 21, 200: Certified Public Accountants (Isi
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CONSOLIDATED BALANCE SHEETS

December 31

2002 2003 2003
Convenience
Adjusted new translation into
Israeli shekels U.S. dollars
(note 1b) (note 1b(4))

In thousands

A s s et (note 19)
CURRENT ASSETS(note 14):

Cash and cash equivalents (note 90,27: 64,28: 14,68(
Shor-term investments (note 15 86,22¢ 63,81¢ 14,57«
Restricted cash (note 1 1,394 1,314 30C
Accounts receivable (note 15
Trade and income receival 257,06( 231,72( 52,91¢
Other 46,59 49,16: 11,227
Inventories (note 15 9,18t 16,47¢ 3,76:
Total current asst 490,73 426,77 97,46(

INVESTMENTS, LOANS AND LONG -TERM
RECEIVABLES:

Investments in associated companies (no 26,81¢ 24,18: 5,521
Other investments, loans and a -term receivable (note 27,86: 12,62 2,88¢
Deferred income taxes (note 1. 1,55¢ 1,72¢ 39:

56,23¢ 38,531 8,79¢

LAND AND BUILDINGS FOR LEASE, net of accumulate

deprecation and amortization (note 61,71¢ 62,39! 14,24¢
FIXED ASSETS, net of accumulated deprecation ¢
amortization (note ¢ 72,19: 65,78¢ 15,02
GOODWILL , net of accumulated amortization (note 97,25¢ 51,21( 11,69
OTHER INTANGIBLE ASSETS , net of accumulated
amortization (note i 6,00z 2,627 60C
784,14 647,31 147,82

Date of approval of the financial statements MayZiD4.

Meir Dor Sasson Shilc
Chairman of the Board Secretary and CFO
Of Directors and CEO
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December 31

2002 2003 2003

Convenience
translation

into U.S.
Adjusted new Israeli dollars
shekels (note 1b) (note 1b(4))

In thousands




Liabilities and shareholders’ equity (note 19)

CURRENT LIABILITIES (note 14):

Shor-term bank credit and bank loans (note 1 99,14: 134,71¢ 30,76¢
Accounts payable and accruals (note 1

Trade 97,13¢ 67,68 15,45¢

Othe 155,67 112,85¢ 25,77:

T ot al current liabilitie 351,95¢ 315,26: 71,99«

LONG-TERM LIABILITIES (note 14):
Liability for employee rights upon retirement,

net of amount funded (note : 5,732 5,09z 1,167
Bank loans, net of current maturities (notes\8 19) 163,73: 139,86 31,93¢
Capital notes issued to minority shareholdees

subsidiary, net (note 10,94¢ 10,72: 2,44¢
Deferred income taxes (note 1. 5C 22 5

T otallor-term liabilities 180,46: 155,69 35,55¢

COMMITMENTS AND CONTINGENT
LIABILITIES (note 11)

T ot al liabilitie 532,41 470,95¢ 107,55(
MINORITY INTERESTS 8,951 10,48t 2,39¢

SHAREHOLDERS’ EQUITY (note 12):

Share capital - ordinary shares of adjustesl Npar value

(authorized: December 31, 2002 and 208X3600,000

shares; issued and outstanding: DeceBthe2002 and

200:- 8,375,884 share: 14,95 14,95: 3,41¢
Capital surplu 70,83¢ 70,83¢ 16,17¢
Differences from translation of foreign curegrfinancial

statements of subsidiaries and a propuately consolidated

compan' (147) 23€ 54
Retained earning 162,77 85,50: 19,52¢
Cost of Company shares held by the Companyta

subsidiaries (December 31, 2002 and 282,416 shares

and 356,344 shares, respectiv (5,649 (5,649 (1,290
Total sharehold equity 242,76¢ 165,87t 37,87¢
Total liabilities and sharehers equity 784,14 647,31 147,82:

The accompanying notes are an integral part of thénancial statements.
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BARAN GROUP LTD.
(An Israeli Corporation)
CONSOLIDATED STATEMENTS OF INCOME (LOSS)

Year ended December 3

2001 2002 2003 2003

Convenience
translation

into U.S.
Adjusted new Israeli shekels dollars
(note 1b) (note 1b(4))

In thousands (except per share date

REVENUES (note 18):



Construction projects and servis 911,54¢ 708,51¢ 487,51¢ 111,10(
Sale of produci 90,83( 167,90¢ 197,55! 45,11«
Lease of building 6,28¢ 7,471 7,401 1,921
Management fees from proportionately constdida
companies, proportionately consolidatedtjventures
and associated compar 2,30¢ 6,52¢ 2,97¢ 67¢
Totalrevenu 1,010,961 890,42( 695,44 158,81
COST OF REVENUES (note 15f):
Construction projects and servis 741,53: 594,66¢ 434,77¢ 99,28
Sale of product 89,44( 156,94 186,79( 42,65¢
Lease of building 1,56( 2,537 2,59¢ 594
T otal cost of revent 832,53: 754,14¢ 624,16° 142,53¢
GROSS PROFIT 178,43: 136,27 71,28: 16,27¢
RESEARCH AND DEVELOPMENT EXPENSES 3,66: 6,001 1,291 29t
SELLING, MARKETING, GENERAL AND
ADMINISTRATIVE EXPENSES , net:
Selling and marketing, net (note 1! 9,48¢ 23,17: 20,44 4,66¢
General and administrative (note 1 59,06: 52,48¢ 73,24* 16,72°
OPERATING INCOME (LOSS) 106,22! 54,61¢ (23,700 (5,417
FINANCIAL INCOME (EXPENSES), net (note 15i 7,81¢ (17,125 (10,04¢) (2,295
OTHER INCOME (EXPENSES), net:
Goodwill impairmen (36,309 (8,290
Other (note 15j 412 1,03¢ 733 167
INCOME (LOSS) BEFORE TAXES ON INCOME 114,45: 38,521 (69,317 (15,83)
TAXES ON INCOME (note 13) 44,49¢ 16,95 9,82¢ 2,24¢
INCOME (LOSS) AFTER TAXES ON INCOME 69,95° 21,57« (79,147 (18,075
SHARE IN PROFITS (LOSSES) OF ASSOCIATED
COMPANIES, net (note 15k (3,174 1,04( (617) (141
MINORITY INTERESTS IN LOSSES OF
SUBSIDIARIES, net 574 2,14z 2,49( 56¢
NET INCOME (LOSS) 67,35’ 24,75¢ (77,270 (17,647
EARNINGS (LOSS) PER SHARE- basic and dilute: 8.91 3.1¢ (9.64) (2.20)
WEIGHTED AVERAGE NUMBER OF SHARES
OUTSTANDING -basic and dilute-in thousands (note 1 7,56t 7,75¢ 8,01¢ 8,01¢
The accompanying notes are an integral part of thénancial statements.
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BARAN GROUP LTD.
(An Israeli Corporation)
CONSOLIDATED STATEMENTS OF CHANGES IN SHAREHOLDEREQUITY
Differences
from Cost of
translation Company
. of foreign shares
Share capital currency held by the
financial Company
Number Capital statements of Retained and its
of shares Amount surplus subsidiaries earnings subsidiaries Total

Adjusted new Israeli shekels (note 1b)

In thousands




BALANCE AT JANUARY 1, 2001 7,736,46i 14,31: 54,05¢ 115,81 (3,902 180,28:

CHANGES DURING THE YEAR
ENDED DECEMBER 31, 2001:
Net income 67,35’ 67,357
Issuance of restricted sha 185,25( 19t 19t
Differences from translation of foreign
currency financial statements

of subsidiarie (57) (57)
Dividends (adjusted NIS 4.2 per she (32,067 (32,06))
BALANCE AT DECEMBER 31, 2001 7,921,71: 14,507 54,05¢ (57) 151,11: (3,909) 215,71!

CHANGES DURING THE YEAR
ENDED DECEMBER 31, 2002:
Net income 24,75¢ 24,75¢
Issuance of shares within framework of
acquisition of subsidiary
(see note 2| 454,16t 444 16,77¢ 17,22:
Differences from translation of foreign
currency financial statements

of subsidiarie (84) (84)
Dividends (adjusted NIS 1.7 per she (13,099 (13,099
Cost of acquisition of Company shares

by a subsidiary (67,526 shar 1,749 1,749

BALANCE AT DECEMBER 31, 2002 8,375,88. 14,95: 70,83t (141) 162,77: (5,649 242,76¢

CHANGES DURING THE YEAR
ENDED DECEMBER 31, 2003:
Loss (77,27() (77,270
Differences from translation of a foreign
currency financial statements
of subsidiaries and a proportionately
consolidated compa 371 3717

BALANCE AT DECEMBER 31, 2003 8,375,88. 14,95 70,83t 23€ 85,50¢ (5,649 165,87¢

Convenience translation into U.S. dollar:
(note 1b(4)):

BALANCE AT JANUARY 1, 2003 8,375,88 3,41« 16,17¢ (32 37,17: (1,290 55,44(

CHANGES DURING THE YEAR
ENDED DECEMBER 31, 2003:
Loss (17,64) (17,649
Differences from translation of foreign
currency financial statements
of subsidiarie 86 86

BALANCE AT DECEMBER 31, 2003 8,375,88. 3,41« 16,17¢ 54 19,52¢ (1,290 37,87¢

The accompanying notes are an integral part of thénancial statements.
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(Continued) 1
BARAN GROUP LTD.
(An Israeli Corporation)
CONSOLIDATED STATEMENTS OF CASH FLOWS

Year ended December 3

2001 2002 2003 2003

Convenience
translation into

Adjusted new Israeli shekels U.S. dollars
(note 1b) (note 1b(4))

In thousand:

CASH FLOWS FROM OPERATING ACTIVITIES:
Net income (loss 67,355 24,75¢  (77,27() (17,64

Adjustments to reconcile net income (loss) tbazesh
provided by (used in) operating activiti



Income and expenses not involving cash flc
Minority interests in losses of subsidiarine
Share in profits (losses) of associatedanies,

net of a dividend received therefr
Depreciation and amortizati
Goodwill impairmen
Deferred income taxes, |
Capital loss (gain
On sale of fixed assi
On disposal of shares of associatedoamy
On sale of investment designated fter
In respect of a provision for anticit
loss due to a possible conversion of
convertible securities issued by an
associated compe
Impairment of fixed ass¢
In respect of impairment in value of
investment in an associated comy
In respect of impairment in value of
other investmer
Increase (decrease) in liability for enygle rights
upon retirement, n
Exchange and linkage differences on ppiaici
of lon-term loans
Exchange differences on long-term banlodip
and erosion of lo-term loans granted, n
Decrease (increase) in value of slemta marketabl
securities, n
Income received in n-marketable option

(574 (2,149 (2,490 (56¢)
312 92t 2,11C 48¢
10,89¢  18,66¢  27,82: 6,35¢
36,30« 8,29(
2,59t 1,44¢ 75¢ 172
(78) (1,626 (560) (12¢)
(507) (11€)
(64¢) (14¢)
(53) (120) 11€ 26
177 40

4,35¢
1,07¢ 24€
1,15¢ (194) (591) (134)
814 2,74¢ 36€ 84
(629) (86) 70¢ 162
(134  1,78C (5619 (1,289
(1,260) (28¢)
18,671  21,39F  57,76¢ 13,19:
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BARAN GROUP LTD.

(An Israeli Corporation)

CONSOLIDATED STATEMENTS OF CASH FLOWS

Brought forward
Changes in operating asset and liability ite
Decrease (increase) in accounts recesy
Trade receivables and income redsé
Othe

Increase (decrease) in accounts payatl@ecruals

Trad:
Othe
Increase (decrease) in customer advaneesf
inventory in respect of work in pregs
Decrease (increase) in invento
Decrease in lo-term receivable

Year ended December 3

2001

2002

2003

2003

Adjusted new Israeli shekels

(note 1b)

Convenience
translation into

U.S. dollars
(note 1b(4))

In thousands

18,67"
(29,619
14,14¢

97,28¢
(13,75¢)

(8,137
6,68¢

21,39¢

58,16
3,04:

(174,989
(104,79)

(16,937
8,09¢
29,71¢

57,76

34,97¢
(7,899

(31,079
(51,54

4,72:
(7,150
14,15¢

13,19:

7,98¢
(1,809)

(7,096)
(11,769

1,07¢
(1,639
3,23:

(Continued) -2



Net cash provided by (used in) operating adtis

CASH FLOWS FROM INVESTING ACTIVITIES:
Purchase of fixed assets and buildings for |
Acquisition of subsidiaries consolidated for the
first time (a)

Investment in associated compar

Sale of investment designated for ¢

Other investments acquir

Proceeds from sale of investment in an
associated compal

Proceeds from sale of fixed ass

Decrease (increase) in st-term deposits, ne

Increase in restricted ca

Grant of lon-term loans

Increase in lor-term deposit:

Sale (purchase) of sh-term marketable securiti- net

Net cash provided by (used in) investing adtsi

66,61: (197,710 (43,809 (10,000)
85,28¢  (176,31) 13,96 3,191
152,641 (151,559 (63,309 (14,456)
(21,679 (20,719 (10,73 (2,45))
(11,03)  (10,36) 361 82

(984) (792)
4,91¢ 1,12z

(255)

91¢ 21C
4,60¢ 436 4,34 992
5,91¢ 87¢ (4,339 (991)

(1,399
(54E) (240) (55)
(10,919 (697) (15¢)
(386) (83,837 33,63 7,681
(34,72)  (112,40)  28,16¢ 6,431
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BARAN GROUP LTD.

(An Israeli Corporation)

CONSOLIDATED STATEMENTS OF CASH FLOWS

Brought forward

CASH FLOWS FROM FINANCING ACTIVITIES:

Issuance of restricted sha

Lon¢-term bank loans receive

Repayment of lor-term bank loan

Dividend paic

Dividend paid to minority shareholders in &sidiary

Cost of acquisition of Company shares held by
a subsidiar

Capital note issued to minority in a subsiyli

Shor-term bank credi- net

Shor-term bank loan- net

Net cash provided by financing activit

TRANSLATION DIFFERENCES ON CASH
BALANCES OF SUBSIDIARIES OPERATING
INDEPENDENTLY

INCREASE (DECREASE) IN CASH AND CASH
EQUIVALENTS

Year ended December 3

2001 2002 2003 2003

Convenience
translation into

Adjusted new Israeli shekels U.S. dollars
(note 1b) (note 1b(4))

In thousands:

117,92: (263,96 (35,149 (8,025)
198
25,56¢ 151,97 1,45¢ 332
(27,009 (7,939 (26,809 (6,121)
(32,069 (13,099
(221 (50)
(1,747
2,43¢ 55€
28,34: 702 6,087 1,39(
7,46¢ 564: 27,36 6,24¢
2,49¢  13554( 10,31 2,35¢
(10) 98 (1,169 (26€)

120,41; (128,31) (25,99 (5,935)

(Continued) 3



BALANCE OF CASH AND CASH EQUIVALENTS

AT BEGINNING OF YEAR

BALANCE OF CASH AND CASH EQUIVALENTS

AT END OF YEAR

98,177 218,58 90,27 20,61t
218,58 90,27: 64,28: 14,68(
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BARAN GROUP LTD.
(An Israeli Corporation)

CONSOLIDATED STATEMENTS OF CASH FLOWS

Year ended December 3

2001 2002 2003 2003

Convenience
translation into

Adjusted new Israeli shekels U.S. dollars
(note 1b) (note 1b(4))

In thousand:

Supplementary disclosure of cash flow informatior- cash

paid during the year fo
Interest

Income ta- net of tax refunt

6,474 6,67C 11,53¢ 2,63¢

36,00¢ 13,217 10,30¢ 2,35¢

(a) Acquisition of subsidiaries consolidated for tk first time
(in 2001 companies previously consolidated by¢h
proportionate consolidation method which were fily
consolidated),see also note 2a, b anc
Assets and liabilities of the subsidiaries upoquisition:
Working capital (excluding cash and cash egjents) (5,762 74,00¢ 40t 93
Investment in subsidiary of the acquired camp

that is designated for si (4,467
Fixed and other ass« net (13,539 (3,479 (67) (16)
Customer contracts and customer (2,537 (3,607
Lon¢-term receivable (481
Lon¢-term liabilities 11,087 2,10¢ 23 5
Minority interests in the subsidiaries upon dsiion 5,53¢
Goodwill arising on acquisitio (5,820) (92,169
Other investmer 494
Issuance of share capi 17,22¢
(11,039 (10,367 361 82
Supplementary information on investing and financimg activities
not involving cash flows:
Long-term suppliers’ credit received during yfear for the
purchase of machinery and equipn 22E 51

The accompanying notes are an integral part of thénancial statements.
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BARAN GROUP LTD.
(An Israeli Corporation)
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(Al NIS amounts are presented in adjusted newelsshekels at
December 31, 2003 purchasing power, unless otherstéed)

NOTE 1 - SIGNIFICANT ACCOUNTING POLICIES:

a. General:
1) Operations

Baran Group Ltd. (hereafter - the Company) anthitestee companies (hereafter, collectively - theup) operate in 4
divisions, each of which operates independentlgoeting to the instructions of the Group’s managemén 2002, the
Company and its investee companies operated ini€iahs. The transition to 4 divisions took place€003, due to a
reorganization of the Company. The Company recaiwanagement fees from proportionately consolided@dpanies and
proportionately consolidated joint ventur

The Group operates through the following 4 opegatiivisions (see also note 1!

a) The communications division - specializing in planig management and construction of communications
infrastructure

b) The construction division - specializing in managinoordinating, supervising and building projdotthe field of
construction, civil infrastructure, as well as isthial buildings.

C) The industry division -specializing in managememgineering planning and performance of projecfgratessing
industries, which include, among others, chemidztstechnology, petrochemicals, energy, food, seoniductors,
etc. The sen-conductor activities are presented as a separatgdent fol*segment reportir” purposes.

d) The technologies and services division - engagé¢deémevelopment, manufacturing and marketing afusn
technology-based products, building for lease arttié marketing and recycling of food productsdnimals. The
division consists of several companies, each sliEaigand operating in its own field - industrimgineering and
management, research and development of pateatestate management, etc. The activities of mgldor lease
and marketing and recycling of food products farreals and consulting were separated into threetiaddi
segments, fo“segment reportir” purposes

As to principal customers see notes 11a(1) and
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BARAN GROUP LTD.
(An Israeli Corporation)
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (contired)

NOTE 1 - SIGNIFICANT ACCOUNTING POLICIES (continued):

2) Definitions:

Subsidiary - A company controlled by the Company, the finanstatements of which have been
consolidated with the financial statements of tieenpany, which is not a
proportionately consolidated Compa

Proportionately A jointly controlled company or venture, none of farties in which holds exclusi
consolidated company control, the financial statements of which are ofidated with those of the Company
or joint venture by the proportionate consolidation meth

Associated company - A company in which the Company has significantuafice (which is not a subsidit

or a proportionately consolidated Company), thenany’s investment in which is
presented by the equity methi

Investee company - A subsidiary, proportionately consolidated companjoint venture or an associated
company.

Related partie- As defined in Opinion 29 of the Institute of Cegd Public Accountants in Isra

Goodwill - The difference between the cost of the investmetiie investee company and the

Company'’s share in the fair value of its underlyarsgets net of the fair value of its



underlying liabilities, at time of acquisition, neftthe applicable taxe

The Group - The Company and its subsidiaries, proportionatansolidated companies and
ventures and associated compar

3) For a list of subsidiaries, proportionately condated companies, proportionately consolidated péntures and associated
companies, see appendix

4) Use of estimates in the preparation of financialeshents

The preparation of financial statements in confeymiith generally accepted accounting princip“ GAAP”) requires
management to make estimates and assumptiondfietttae reported amounts of assets and liaksligied disclosures of
contingent assets and liabilities at the date effittencial statements and the reported amounesvehues and expenses
during the reporting years. Actual results couffedifrom those estimate
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BARAN GROUP LTD.
(An Israeli Corporation)
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (contirad)

NOTE 1 - SIGNIFICANT ACCOUNTING POLICIES (continued):

5) Accounting principle:

The financial statements have been prepared irr@dacoe with Israeli GAAP. As applicable to theswficial statements,
Israeli GAAP vary in certain significant respeatsmh U.S. GAAP, as described in note

b. Adjusted financial statements:

1) The financial statements have been prepared obais of historical cost adjusted for the changebke general purchasing
power of the Israeli currency, in accordance withnouncements of the Institute of Certified PulBlazountants in Israel
(hereafter - the Israeli Institute). All figurestime financial statements are presented in adjustadisraeli shekels (“NIS”)
which have a uniform purchasing power as of DecerBhe2003 (“adjusted NIS”) - based upon the changehe Israeli
consumer price index (hereafter - the Israeli Ge8,also note 14b. As to the discontinuance ofs#ddgifinancial
statements for the effects of inflation, with efféfom January 1, 2004, see t. bel

The adjustment of the financial statements is baseithe accounts of the Company, its Israeli suasas and
proportionately consolidated companies and joimtwees, which are maintained in nominal N

As to investee companies whose financial statenaetsrawn up in foreign currency, see (3) bel

The components of the statements of income (lossg wWor the most part, adjusted as follows: thmponents relating t
transactions carried out during the reported yeegsenues, purchases, labor costs, etc. weretadjos the basis of the
Israeli CPI for the month in which the transactiess carried out, while those relating to non-monnet@lance sheet items
(mainly changes in inventories, work in progresstomer advances, depreciation and amortizationd agjusted on the
same basis used in adjusting the related balarest gbm. The financing component represents pifynfamancial income
and expenses in real terms, the erosion of balasfaeenetary items during the reported years arhgas in the value of
shor-term marketable securities during the reportedsye

2) The adjusted amounts of non-monetary assets doevessarily represent realization value or curgenhomic value, but
only the original historical values, adjusted foe thanges in the general purchasing power oflisnaeency. In these
financial statements, the tel“cos”* signifies cost in adjusted NI
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BARAN GROUP LTD.
(An Israeli Corporation)
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (contirad)

NOTE 1 - SIGNIFICANT ACCOUNTING POLICIES (continued):

3) Investee companies whose financial statementsravendup in foreign currenc'

For purposes of consolidation, the amounts (iniforeurrency terms) included in the financial sta¢aits of the above
companies were treated as folloy



Subsidiaries and Proportionately consolidated compaes operating independently

Balance sheet items at the end of the year anckthits of operations for the year were translatdtie exchange rate of
relevant foreign currency as compared to Israelienicy at the end of the year. Balance sheet itarntse beginning of the
year and changes in shareholders’ equity itemsiduhie year were translated at the relevant ex@heatg at the beginning
of the year or at the date of each change, respedgtiand then adjusted on the basis of the chaingbe Israeli CPI throug
the end of the yea

Differences resulting from the above treatmentcargied as a separate item under adjusted shaggt’ equity
(“differences from translation of foreign currerfayancial statements of subsidiaries and a propoatiely consolidated
compan™).

Investee companies, the activities of which are antegral part of the activities of the Company

The financial statements of such companies wereasaored in terms of adjusted NIS. The remeasureweseffected by
way of translation of the amounts (in terms of fgrecurrency) on the basis of historical excharajes in relation to Israeli
currency; the resulting nominal NIS amounts weenthdjusted on the basis of the changes in theli€RI by the same
method used in the adjustment of the financiakstants of the Israeli companies in the Grc

Differences resulting from the above treatmentimckided in the adjusted statements of income Ylosder financial
income or expense

4) Convenience translation into U.dollars “dollars” or “$")
The adjusted NIS figures at December 31, 2003 anthé year then ended have been translated itierslasing the
representative exchange rate of the dollar at Dbee®i1, 2003 ($1 = NIS 4.379). The translation masle solely for
convenience. The translated dollar figures shooldoe construed as a representation that the ilsteéncy amounts
actually represent, or could be converted intolads!
C. Principles of consolidation:
1) The consolidated financial statements include itheenicial statements of the Company and of its siidrsés. In addition to

the fully consolidated companies as above, thealzded financial statements include, by the prtpoate consolidation
method, jointly controlled companies and joint wees. The companies included in consolidatiorliated in appendix |
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BARAN GROUP LTD.
(An Israeli Corporation)
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (contired)

NOTE 1 - SIGNIFICANT ACCOUNTING POLICIES (continued):

2) Goodwill is amortized in equal annual installmeaitshe rate of 10% per annum, commencing in the diahcquisition (see
also note 7)
3) Intercompany balances and transactions have beeimaied in consolidation. Profits from intercompasales, not yet
realized outside the Group, have also been eliméh
4) Capital notes issued to the minority shareholde@ie of the subsidiaries are presented in theotidased balance sheets
net of the minorit’s share in its capital deficiency (see also not
d. Inventories

Inventories are valued at the lower of cost or rarkost is determined as follov

Raw materials and suppli- on “first-in, first-out” basis.

Products in process and finished prodt on basis of production cos

Raw material and supplies compon- on“first-in, first-out” basis.

Labor and overhead compont- on average basi

e. Investments in associated companie

1)

2)

The investments in these companies are accountdyy fine equity method, net of impairment in valsee also note 3(c
Profits from sales not yet realized outside theuprbave been eliminate

The excess of cost of the investment in associadatpanies over the Compé s share in their net assets at dat
acquisition (“excess of cost of investment”) reprgs goodwill, which is amortized in equal annuastallments at the rate
of 10% per annum, commencing in the year of actjois{see also note &



3) As of January 1, 2003, the Company reviews whethgrevents have occurred or changes in circumsidreoee taken
place, which might indicate that there has beeimgmairment of its investment in associated commimeaccordance with
Accounting Standard No. 15 of the Israel Accountttgndards Board (hereafter - the IASB) - “Impaininef Assets” - see
also j. below

In addition, in accordance with Clarification NotdlLAccounting Standard No. 15, published by th8BANn Septembe
2003, investments in associated companies are poelsented at the lower of the investment amoudéuthe equity
method (before making an impairment provision) asdecoverable amount, and so long as the recblesvalue, on whicl
the impairment provision was based, remains una@rnge Company will record its share in the asgedicompany’s
losses - up to the amount of the impairment prowisiby reducing the aforesaid provision withowihg an effect on the
Compan's results
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BARAN GROUP LTD.
(An Israeli Corporation)
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (contirad)

NOTE 1 - SIGNIFICANT ACCOUNTING POLICIES (continued):

The Company has adopted the provisions of theficiation with effect from July 1, 2003. Prior toetfpublication of the
clarification, during the period through June 3002, the Company charged its share in associategaies’ losses
directly to income, without reducing the impairmentvision that was created in 20- see also note 3

4) In accordance with Clarification No. 1 of Israelkk@ounting Standard No. 15, the loss from impairnoéithe investment in
an associated company, and the subsequent adjugtribe value of the impairment provision, areserged in the
statements of income (loss) among “share in préifitsses) of associated companies”. Prior yeangiumts have been
reclassified to conform with such presentatione Sete 3d.

f. Marketable securities and other investments
1) Short-term marketable securities are stated ateb&edue or - for mutual fund participation cedé#tes - at redemption
value. The changes in value of the above secuategarried to financial income or exper
2) Investments in non-marketable securities are stdtedst. The Group evaluates its investmentsdsdfsecurities from time
to time and, as necessary, includes in its accauntste-down for decrease in value which is not of a teraponature
g. Land and buildings for lease:
1) These assets are stated at ¢
2) Borrowing costs in respect of bank loans usednarfte the construction - incurred until construciiocompleted- are

charged to cost of such assi

3) The buildings are depreciated by the straightfirethod, on basis of their estimated useful lifenéal depreciation rates
are 49-6%.

h. Fixed assets

1) These assets are stated at cost. Fixed assetlsidigries, which existed at the date of acquisitif the subsidiary by the
Company, are included at their fair value as of tfze.

2) Borrowing costs in respect of credit used to firatie construction of the buildings - incurred Limigir construction is
completec- are charged to the cost of such as:
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BARAN GROUP LTD.
(An Israeli Corporation)
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (contirad)

NOTE 1 - SIGNIFICANT ACCOUNTING POLICIES (continued):

3) The assets are depreciated by the straight-lineadebn the basis of their estimated useful lifendal depreciation rates
are as follows

%



Buildings 4-6

Machinery and equipme 7-15

(mainly 15)
15

Vehicles

Office furniture and equipme 6-15

Computers and peripheral equipm 20-33
(mainly 33)

Communication site 6.67-10

Leasehold improvements are amortized by the strdiigen method over the lease period, which is shdhan the estimate
useful life of the improvement

i. Goodwill and other intangible assett

Customer contracts are amortized over the conpexddd, commencing from the date on which theyfisseutilized (mainly 1-3
years) and customer lists are amortized over Bya@anmencing from the date on which they are fitidized. As to the
amortization of goodwill, see c(2), and e. abc

J. Impairment of assets

In February 2003, Israeli Accounting Standard N®- Impairment of Assets”, became effective. Tétiandard requires a
periodic review to evaluate the need for a provisar the impairment of the Company’s non-monetsygets - fixed assets and
identifiable intangibles, including goodwill, as lvas investments in associated compar

Accordingly, commencing 2003, the Company assesseach balance sheet date whether any eventohewveed or changes in
circumstances have taken place, which might inditzdt there has been an impairment of one or ofdie above assets. When
such indicators of impairment are present, the Gomevaluates whether the carrying value of thetass the Company’s
accounts can be recovered from the cash flowsipated from that asset, and, if necessary, recmdmpairment provision up to
the amount needed to adjust the carrying amouttietoecoverable amout

The recoverable value of an asset is determineardiog to the higher of the net selling price of esset or its value in use to the
Company. The value in use is determined accordiribd present value of anticipated cash flows ftbencontinued use of the
asset, including those expected at the time diiitge retirement and dispos

When it is not possible to assess whether an inmgait provision is required for a particular asseits own, the need for such a
provision is assessed in relation to the recoverahlue of the cash-generating unit to which tisaeibelongs. A cash-generating
unit includes goodwill allocated to that unit, ety impairment loss relating to that unit is iflsiallocated to the goodwill and
then to the other asse
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BARAN GROUP LTD.
(An Israeli Corporation)
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (contirad)

NOTE 1 - SIGNIFICANT ACCOUNTING POLICIES (continued):

The impairment loss is carried directly to inconwghere indicators are present that beneficial evkave occurred or benefic
changes in circumstances have taken place, tharimgr@t provision in respect of the asset (othen thaodwill) may be cancelled

or reduced in the future, so long as the recoveralue of the asset has increased, as a restiaiafjes in the estimates previously
employed in determining such valt

Through December 31, 2002, the Company applieptinsions for assessing and recording impairmétdarg-lived assets
prescribed by the U.S. standard FAS 1

The adoption of Israeli Accounting Standard NoohSJanuary 1, 2003 had no effect on the Com’s financial statement
In 2003, the Company recorded an impairment ingetspf goodwill and fixed assets, see note 2a(2xid)2a(2)(b)
k. Deferred income taxes

1) Deferred taxes are computed in respect of tempalifigrences between the amounts presented indjustad financial
statements and those taken into account for tgxgsess. As to the main factors in respect of whieterred taxes have be
included- see note 13t

Deferred tax balances are computed at the taerqected to be in effect at time of release tormedrom the deferred te
accounts. The amount of deferred taxes presentirt istatements of income reflects changes ialtloge balances during
the year

2) Taxes, which would apply in the event of dispogahwestments in investee companies, have not tsem into account in
computing the deferred taxes, as it is the Compapglicy to hold these investments, not to redlimm. The Group may



3)

incur additional tax liability in the event of cain intercompany dividend distribution; no accowats taken of the
additional tax, since it is the Group’s policy motcause distribution of dividends, which wouldahxe additional tax
liability to the Group in the foreseeable futu

Income from"approved enterpri” status:

a)

As stated in note 13a(1)(a)(i), one of the Compsusybsidiaries has been granted tax exemptioncmmia from an
“approved enterprise”. Upon distribution of dividis from the subsidiary’s tax-exempt income, theam
distributed will be subject to tax at the rate tivauld have been applicable had the subsidiaryoeeh exempted
from payment thereof. In addition, such divideadaived by the Group may be liable to tax. Theu@riatends to
permanently reinvest the amount of tax-exempt irescand does not intend to cause dividend distobuiom such
income. The period of benefits in respect of theve subsidiary has not yet commenced and is rpeatad to, due
to its accumulated tax losses. Therefore, no daléncome taxes have been provided in respectalf @x-exempt
income.
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NOTE 1 - SIGNIFICANT ACCOUNTING POLICIES (continued):

b)

As stated in notes 13a(1)(a)(i) and 13a(1)(ajiipther subsidiary in the Group has been granteprtaed
enterpris” status and is subject to a reduced tax rate dtm@geriod of benefit:

Upon distribution of dividends by this subsidiaoythe Company, the Company will be subject to temess such
dividends are distributed onwards to the Compasigareholders. In light of the Group’s policy nocause
distribution of dividends, which would result inditional tax liabilities, any dividends receivediin this subsidiary
will be distributed to the Comparg/shareholders. The Company plans to distribuits &hareholders any divider
received. Accordingly, no account has been takeheoadditional tax in respect of said divider

L. Revenue recognition;

1)

2)

Sale of product

Revenue from the sale of products (consisting @ftelc switches and recycling of food productsdnmals), net of
discounts, is recognized when there is compellindesnce of arrangement, delivery has occurredséte price is fixed or
determinable, and collection is reasonably assi

Construction projects

a)

The Group recognizes revenue from such projectbdypercentage of completion” method, provided tha
following conditions are met: collection of the ezwes is expected, revenues and costs can be testimasonably,
and there is a likelihood that the project willdmnpleted and that contractual obligations to cusis will be met.
Pending compliance with all of the above conditjaesenue is recognized to the extent of costsaflgtincurred,
whose reimbursement is anticipat®zero profit metho”).

In addition to the above-mentioned revenue recagnitonditions, profits from contract work on builgs are
recognized by the percentage of completion metifitide stage of completion has reached at least, 28B4r to this
stage— by the“zero profit metho”.

The Group measures progress toward completion aséte output measure of value added for its eyrkojects

The Group determines the relative value added di eamponent to the total project value added,dasehe ratio
of costs of the component to total expected castye commencement of the project. Such ratielative value o
each component remains unchanged during the prdpeievant component output measures are usesteontine
progress toward completion of each component. prbgct percentage of completion (weighting therappate
components) are applied to the total estimatedeptagvenues and project costs to determine thelainod revenue
and costs recognized, on a cumulative b

Changes in estimates for revenues, costs andesétrecognized in the period in which they aterdgnable usin
the cumulative catch up method of account
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NOTE 1 - SIGNIFICANT ACCOUNTING POLICIES (continued):

b) Full provision is made for any anticipated lossegmjects
3) Provision for warranty cos

The provision for warranty costs is determineddipecific projects in respect of which there areresatly obligations. The
calculation of anticipated warranty costs is madsell on the work required and the remaining waynaatiod.

4) Revenue from lease of buildings is recognized tivelease perioc
m. Company shares held by the Company and its subsidias

These shares are presented as a reduction of staer’ equity, at their cost, under the it¢“ Cost of Company shares held by
Company and its subsidiar”.

n. Allowance for doubtful accounts
The allowance is determined for specific debts dolibf collection.
0. Derivative instruments

The Group enters into future contracts in ordegrtmect itself from changes in prices of certaimowodities. These future
contracts are treated for accounting purposes &$adging instruments. The commodity derivativa@rimments are presented at
their fair value and changes in their fair value earried tc*financial income (expensene!” on a current basi:

In 2002, the Group also entered into foreign exgeaorward contracts in order to effectively hedge cash flows resulting from
firm commitments for inventory purchases in non-Mlrencies. Gains and losses from such contveats deferred and
recognized in income when the hedged item affeetedings

p. Cash equivalents

The Group considers all highly liquid investmentsjch include short-term bank deposits (up to thremths from date of deposit)
that are not restricted as to withdrawal or usée@ash equivalent

g. Earnings (loss) per share

Earnings (loss) per share - which is computed @oatance with Opinion 55 of the Israeli Instituteas been determined on the
basis of the weighted average number of sharetaodisg during the year, including restricted sharet of the weighted average
number of shares and restricted shares, held bgahgany and its subsidiarie

In the 2001and 2002 financial statements, the tmasicdiluted earnings per share are not presesfetately, since the difference
is immaterial (less than 5%). In 2003, 74,000@miare not included in the diluted loss per sbaree their effect is ar-dilutive.
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NOTE 1 - SIGNIFICANT ACCOUNTING POLICIES (continued):

r. Research and development expens

Research and development expenses are chargezbtodras incurred. Participation from governmepdenents for
development of approved projects is recognizedrasgiaction of expenses as the related cost isriedt

In 2001, 2002 and 2003, no participations wereiveck
S. Advertising expenses

These costs are expensed as incurred. Advergsipgnses for the years ended December 31, 2002,82@D2003 amounted to
adjusted NIS 2,647,000, adjusted NIS 4,249,000aatjasted NIS 3,466,000, respective

t. Recently issued accounting pronouncements in Isra

In October 2001, the IASB issued Israeli AccountBtgndard No. 12 - “Discontinuance of Adjustingdfinial Statements for
Inflation”, which provided for the discontinuanceamljusting financial statements for the effecténdifation, as of January 1, 2003.
In December 2002, Israeli Accounting Standard Nlowas issued that postponed the date from whietelishccounting Standard



No. 12 is to be applied until January 1, 2004. iHfflation-adjusted amounts as of December 31, 2003, asrpeesi]n these
financial statements, will be the basis for the m@i-historical financial reporting in the following peds.

The implementation of Israeli Accounting Standaxl &2 will mainly affect the financial income (expes).

Upon implementation of Israeli Accounting Standbla 12, Clarifications No. 8 and 9 to Opinion 36tleé¢ Israeli Institute will be
canceled and will be replaced with effect from Jagul, 2004 by Israeli Accounting Standard No. I'&ffect of Change in
Foreign Currency Exchange Rates”, which was issti¢ide same time as Israeli Accounting Standardli¥0.Most of the
provisions of Israeli Accounting Standard No. 18respond to the provisions, which appeared in Hwve-mentioned
clarifications. Nevertheless, the following mattesif affect the translation of the financial statents of overseas operatio

Goodwill resulting from the acquisition of such ogtgons will be treate— commencing from the date that this standard contes
effect — as an asset of the investee company dhbenranslated into NIS as stipulated by the déad (formerly, goodwill was
treated as an asset of the holding compse

Operating results from overseas operations witr@eslated into NIS at the exchange rates exigtimthe dates of the transactions
(or at the average exchange rates for the peribdrevthese approximate the actual exchange ratat))ot at the year-end
exchange rate

u. Reclassifications

Certain prior yea’ amounts have been reclassified to conform witlctiveent year presentation. See also e ak
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NOTE 2 - SUBSIDIARIES AND PROPORTIONATELY CONSOLIDATED COMPA NIES AND JOINT VENTURES:
a. Acquisitions:
1) Acquisition in 2003

On January 1, 2003, Baran acquired 50.01% of InTSoféware Systems Ltd. (hereafter — “InTime”), vaith
consideration. InTime specializes in providingusioins, which improve customer profitability andeogting performance
through expert systems, image analysis systemsanrtdols systems. The services offered by InTineecamplementary t
the services currently rendered by Baran’s indaistlivision. InTime’s operating results are inaddn the consolidated
financial statements commencing from January 13280d are attributed to the technologies and ceswlivision

The following table summarizes the estimated falues of the assets acquired and liabilities asduahthe date of
acquisition:

January 1,
2003

Adjusted NIS
in thousands

Current assetl 1,011
Fixed asset 67
Totalasse 1,07¢
Current liabilities 1,05k
Long-term liabilities 23
T otalliabilitie 1,07¢
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NOTE 2 - SUBSIDIARIES AND PROPORTIONATELY CONSOLIDATED COMPA NIES AND JOINT VENTURES (continued).

Following are data pertaining to the above-mentiosighsidiary, which was included, for the firstéinin the consolidated
financial statements for 200

December 31, 200

Adjusted NIS
in thousands

Balance sheet

Cash and cash equivale 16&
Other current asse

Trade and income receiva 514

Other receivable 74
Deferred taxe 17
Fixed assets, less accumulated depreciatidn an

amortizatiol 51
Current liabilities

Trade payable (45¢)

Other payable (199
Lonc-term liabilities:

Liability for employee rights upon retinent (48)

Minority interest 5)

11€

Period from date of
acquisition to
December 31, 2003

Adjusted NIS
in thousands

Statement of loss

Revenue 1,744
Cost of revenut 1,337
Net incomi 8
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NOTE 2 - SUBSIDIARIES AND PROPORTIONATELY CONSOLIDATED COMPA NIES AND JOINT VENTURES (continued:
2) Acquisitions in 2002

a) On November 14, 2002, the acquisition of O2wirekdstions (hereafter - “02”) was closed. 02 was &. public
company engaged in the provision of solutions attdraal services for wireless communication netwakd
infrastructure. 02 was acquired in order to broatte Groups range of activities, in the belief that 02 woh&lable
to provide communication solutions in the areasashmunication and other infrastructure engineenivigich woulc
complement the market in which the Group operabesiew of the nature of its operations, 02 waduded as part
of the Group’s communications division. As agrebé, Company has issued, to 02’s shareholders1@64hares
of NIS 1 par value for all of 02’s outstanding stwr Each share of 02 common stock received 0.@1dBthe
Company'’s ordinary shares. The amount of shaseeisrepresents 5.73% of the Company’s issued a@ideirp
share capital prior to the issuance (7,921,718eshand 5.42% of the issued and paid-in shareatdpitowing the



issuance (8,375,884). The acquisition was caoigdy means of merging 02 with Baran Telcom Iheréafter -
“BTI"), which is a wholly owned subsidiary of theo@pany. The total acquisition cost, in the amafredjusted
NIS 27.286 million, included the value of the slsaissued in the amount of adjusted NIS 17.224 onilind
acquisition costs, in the amount of adjusted NI®@&P million. The value of the shares issued weerthined on
the basis of the average market price of the Coyipahares that was calculated according to tHegirg prices
during the period from August 27, 2002 to SeptenZh)e@002, which included the two trading days befand the
two trading days following, the public announcemefithe merger

Excess of cost of the acquisition price over thevalue of tangible assets, net, that were acduiras attributed to
customer list and goodwill in the amounts of adjdsNIS 3,607,000 and adjusted NIS 89,496,302 ré¢ispde

Due to the continuing decline in BTI's sales ancureing losses, the Company performed an impairrtestand, in
December 2003, the Company recorded an impairmemtgion in respect of goodwill, in accordance wihaeli
Accounting Standard No. 15, in the amount of agjdistlS 33,949,00(

The recoverable amount was determined on the b&gig value in use to the company. A discourd cdt4%
(before tax) was used in calculating the presehievaf anticipated cash flows. The Company ustird party
valuation to determine such goodwill impairme

Goodwill is amortized over 10 years from acquisitdate and the balance thereof at December 31, 2@08f
impairment provision, amounts to adjusted NIS 48.4fllion. The amortization of goodwill is not dectible for
tax purposes. The purchase price attributed tedstmer list is amortized over 3 years and thiernca thereof at
December 31, 2003 amounts to adjusted NIS 2.08bmi
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NOTE 2 - SUBSIDIARIES AND PROPORTIONATELY CONSOLIDATED COMPA NIES AND JOINT VENTURES (continued;:

The following table summarizes the estimated falugs of the assets acquired and liabilities asduahthe date ¢

acquisition:
October 31,
2002
Adjusted NIS
in thousands
Current assetl 49,00¢
Investment in subsidiary of 02
designated for sale 4,467
Long-term receivable 481
Fixed assets, net of accumula
depreciation and amortizati 3,177
Goodwill 89,49¢
Customer lis 3,607
Totalasse 150,23¢
Current liabilities 114,65
Provision for reorganization* 6,191
120,84
Long-term liabilities 2,104
T o talliabilities 122,94¢
Net assets acquire 27,281

* On January 31, 2003, BTI signed an agreement ésdfe of its investment in a subsidiary, in acanog
with the decision taken by the Board of DirectonsJane 4, 2002. Accordingly, the temporarily colhéd
subsidiary has not been consolidated upon acapisiti he investment in that subsidiary was preskeatéts
fair value, net of realization costs. The investingas sold in February 20C

**  During 2001, a reorganization program was implemeily 02 including a reduction in the size of its



workforce, closure of branches and the amalgamatidreadquarters. As of the date of acquisitiba, t
provision consisted mainly of adjusted NIS 3,740,688 closure of branches and adjusted NIS 1,845{00
workforce reduction. During 2003, the provisionsaally paid and no balance remained as of Decerdber
2003.

On February 27, 2003, the Company in general mgetproved the issuance of 116,000-marketable Compar
options to 02 employees (see note 12e), who wkentan as staff of a U.S. subsidiary, wholly owhgdBT].
74,000 options were granted in 20
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NOTE 2 - SUBSIDIARIES AND PROPORTIONATELY CONSOLIDATED COMPA NIES AND JOINT VENTURES (continued).

b)

The options were issued for no consideration act egtion is exercisable into one Company ordirshigre of
NIS 1 par value at an exercise price calculatetth@siverage of the closing price of the Com|'s shares on each
the fourteen days preceding the issuance of thHerap

On October 30, 2002, a subsidiary acquired 90%@E&hare capital of Mobipower New B.V. (hereafter —
Mobipower New), thereby increasing its holding #ierto 100%. Mobipower New is the marketing arm of
Mobipower in the Netherlands and its acquisitiotl eiable the Company to develop its trade conoaaiin the
Dutch market. Mobipower New is to be included ag pf the Group’s technology and services divisidie total
cost of the acquisition amounted to adjusted NB§2,000. The excess cost of acquisition overdirevhlue of the
assets acquired in the amount of adjusted NIS 2)8B85has been attributed to goodwill, which is amed over a
1C-year period.

In 2003 Mobipower reduced its level of activitieglds considering discontinuing its operations. B
Mobipower’s losses, the Company wrote off the balance ofitfoelwill, in the amount of adjusted NIS 2,355,000
December 200:

The following table summarizes the estimated falues of the assets acquired and liabilities asduahthe date of
acquisition:

October 31,
2002

Adjusted NIS,
in thousands

Current assetl 2,244
Fixed asset 29¢
Goodwill 2,67:

Totalasse 5,21¢
Current liabilities 1,181
Long-term liabilities (562,837

T ot al liabilitie 2,54(
Net assets acquire 2,67
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NOTE 2 - SUBSIDIARIES AND PROPORTIONATELY CONSOLIDATED COMPA NIES AND JOINT VENTURES (continued).

3)

Acquisitions in 2001



a) On October 1, 2001, the Company acquired 50.1%eghares conferring ownership and control in LE2dntrol
Ltd. (hereafter: “LEAD"), an Israeli company engdge development of products and in providing cotepaed
control solutions, in consideration of a cash ant@fimpproximately adjusted NIS 1,076,723. Theudgitjon was
accounted for using the purchase method. The amsatinibuted to the acquired assets and liatsldiee computed
on the basis of the fair value of the assets afdliies on the date of acquisition. The excddsio value of
acquired net assets over cost of acquisition waesatkd as a reduction of fixed assets. The cataeld statement
of income for 2001 includes the results of operetiof LEAD for the period from the date of acqudsitto
December 31, 200:

b) On September 30, 2001, the Company acqb6iét of the shares conferring ownership and cointrol
Westmontage Kabel und Netzwerk GmbH (hereafter ‘tieatage”), a German company (which is engaged in a
project for the deployment of Mobilcom Multimediar®H’'s UMTS network in Germany), in consideration
cash amount of adjusted NIS 12,254,234. In additimder the acquisition agreement, the Compangnook to
pay the selling shareholder in the German compargdaitional consideration of approximately € 508,0
(approximately adjusted NIS 2,478,327), on conditiwat the German company met certain profit gpaR001, as
determined in the acquisition agreement. Westngentailed to meet said profit goals and the Comfsany
undertaking is thus cancelled. The acquisition a@ounted for using the purchase method. The atsattribute
to the acquired assets and liabilities are compaiethe basis of the fair value of the assets mtfulities on the date
of acquisition. The consolidated statement of inedor 2001 includes the results of operations eStwontage for
the period from the date of acquisition to Decen8igr2001

The excess of cost of acquisition over the faiugadf net tangible assets on acquisition date atedun adjusted
NIS 8,357,000, which has been allocated as adjustBcd,117,000 to goodwill (which is amortized od€ryears
and adjusted NIS 3,240,000 to customer contractastomer lists (which are amortized over 3 yeats$je
goodwill is attributed to the communications sec

In September 2002, the Company paid the sellingesiodder € 527,000 (adjusted NIS 2.571 millionpag of the
agreed acquisition price. This amount has beerdatitlgoodwill and is amortized in equal installtseover 10
years, commencing from the date of acquisit

At December 31, 2003, the balance of goodwill antetm adjusted NIS 3,900,000. The amortizatiogaddwill is
not deductible for tax purposes. The balance aeber 31, 2003 of the customer list and custometracts is
adjusted NIS 540,000 and zero, respecti— see also note
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NOTE 2 - SUBSIDIARIES AND PROPORTIONATELY CONSOLIDATED COMPA NIES AND JOINT VENTURES (continued).

b. Establishment of subsidiaries and proportionately onsolidated investee

1

In 2003:

a) In October 2003, the Group established a whollyedvsubsidiary in South Africa in the cellular irdtauctures fielc
— Baran Raviv Telecom Africa. The Company is cuilseimt negotiation with potential custome

b) At the beginning of 2003, Baran and two partnetal#shed Yesodot Barniv Ltd. (hereafter — “YesoBatniv”),
which specializes in the communications field aots @s a performing contractor. Baran holds 80%esfodot

Barniv.

2) In 2002

On March 22, 2002, a subsidiary established Ba@nvRTelecom (Thailand) Limited in Thailand, whitlwholly owns.
C. Financial statements of proportionately consolidaté companies and joint ventures

1) In the last quarter of 2003, Nes Pan Ltd., whichekl 50% by Baran, established a limited liabitigmpany in Hungar—
Mal Nes Real Estate Development Ltd (hereafter al‘Mes”). Mal Nes is engaged in the developmemesidential
projects in Budapest. Nes Pan holds 45% of Mal Née investment in Mal Nes is presented in thenGany’s
consolidated financial statements by the propoatierronsolidation metho

2) On August 19, 2002, it was announced that a cansof companies, which included IONICS INC., Ddnenicals Ltd.

and the Company, had been awarded the tender ibgube State of Israel for the construction ofaalination plant. On
October 28, 2002, an agreement was signed betWweeBtate of Israel and Carmel Desalination Ltdrefater — “Carmel”),
a company established and owned equally by the anrep in the above consortium. The agreementhvemine $100
million, is for the construction of a seawater diesdion plant and for energy generation. The tleation facility is to be
constructed on the site of Dor Chemicals Ltd.'s\)pla the Haifa Bay area. Implementation of theeagent is subject to



various suspending conditions being fulfilled, pedfied in the agreement. As of balance sheet, dla¢ suspending
conditions had not yet been fulfille
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NOTE 2 - SUBSIDIARIES AND PROPORTIONATELY CONSOLIDATED COMPA NIES AND JOINT VENTURES (continued).

3)

4)

5)

6)

During the period from the time of being awardeg tdnder through December 31, 2003, Carmel’s dpesahave been
financed by shareholders’ loans. The Company’sesimasuch loans amounts to adjusted NIS 790,00 investment
gives the Company a 33% holding in Carmel, whicbresented in the Group’s consolidated financitesbents by the
proportionate consolidation method. However, onil&kst, 2004, Carmel received a letter from thaddirWater
Desalination Governmental Authority (hereunderg“tWDA”) in which the WDA notifies Carmel Desalinati Ltd. of the
termination of the Desalination Facility BOO Agreemt In the letter, the WDA claims that the terntioia is due to Carm
Desalination Ltd.’s breach of obligations contairethe Agreement, including Carmal’s failure teeente financing
agreements. The WDA further announced that it oiéeto collect the Performance Bond issued to iChymel Desalinatio
Ltd. The Bond on the sum of NIS 35 million ($7.78limn) (Baran’s share of the Performance Bond IS [11.67 million
($2.59 million)) was forfeited on May 2nd, 2004.r@@| rejects all the allegations made againstdtiatends to use all
applicable legal measures against WDA. Carmel headA{DA have already entered in arbitration progeske matter.
Baran's legal counsels are of the opinion that @hims good legal arguments against WDA. The egtidneosts of the
project to date, which were recorded in the finahsiatements, are NIS 5 million. See also note

On June 22, 2001, the Group acquired 50% of theegtepital of Nejeva Holding B.V. (hereafteNejeva) in consideratic
of € 11,000 (adjusted NIS 55,37"

On December 14, 2001, Baran Raviv B.V. sold to B&aoup B.V. all the shares of Nejeva for € 3,58djsted
NIS 15,000). Nejeva is inactiv

On April 5, 2001, the Company entered into a joiture with two other parties for the purposeroivling construction
services to a U.S. military base in Israel. Thetjeenture commenced operations in July 2(

In respect of proportionately consolidated compsrtiee Company has agreements with the other shldezh regarding tr
joint control. Accordingly, such companies are@oted for by the proportionate consolidation mdtho accordance wit
the provisions of Opinion 57 of the Israeli Instituas explained in note 1a and c. The list oftipicontrolled,
proportionately consolidated companies is incluidetthe Appendix

As of December 31, 2002 and 2003, the Company dhildaparty each hold 50% of the shares confervioting rights in
Meissner Baran Ltd. (hereafter — “Meissner-Baraa"proportionately consolidated company. Meis8aan’s shares,
conferring a right to dividends, are held by thex(pany, the other party and by a company that isreled by the CEO of
Meissne-Baran, to the extent of 46.5%, 46.5%and 7%, regpayt as of December 31, 2002 and 2C

As to a contingent liability filed against Meiss-Baran, see note 11b( (b)
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NOTE 2 - SUBSIDIARIES AND PROPORTIONATELY CONSOLIDATED COMPA NIES AND JOINT VENTURES (continued):

7

Following are data pertaining to the proportionatEinsolidated companies and joint ventures baped the Company’s
percentage of holding therein, as presented ilCtrapany’s consolidated financial statements. Adamed in d. below,
commencing October 1, 2001, the financial statemehitndustrial Centers E.O.D. Ltd. (hereafter-“BD0) are fully
consolidated. In 2001, the operating results da&.O.D. for the period from January 1, 2001 tpt8mber 30, 2001 were
included by the proportionate consolidation mett

a) Balance sheet dat

December 31

2002 2003

Adjusted NIS



in thousands

Assets:
Current asse 54,81¢ 60,30¢
Deferred taxe 152 15E

Land and building for lease, less
accumulated depreciation and

amortizatiol 61,71¢ 62,39:
Fixed assets, less accumulated
depreciation and amortizati 16,28: 17,59¢
132,97 140,44°
Liabilities:
Current liabilities 58,96 76,57¢
Lon¢-term liabilities 32,30: 28,09(

91,26¢ 104,66¢

b) Operating results dat

Year ended December 3

2001 2002 2003

Adjusted NIS in thousands

Revenue: 345,57¢ 127,97: 83,81«

Gross profi 50,30¢ 22,51« 6,221

Operating income (los! 35,37¢ 13,08: (1,50¢6)

Net income (loss 24,73: 8,697 (6,61¢€)
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NOTE 2- SUBSIDIARIES AND PROPORTIONATELY CONSOLIDATED COMPA NIES AND JOINT VENTURES (continued):
C) Cash flow data

Year ended December 3

2001 2002 2003

Adjusted NIS in thousands

Net cash provided by (used i

operating activitie 126,75 (75,909 (29,79¢)
Net cash provided by (used i
investing activitie: 3,32( (20,587 (10,429
Net cash provided by (used i
financing activitie: (12,92) (6,309 14,79¢
d. Companies previously consolidated by the proportioate consolidation method, which were fully consoliated in 2001

In 2001, the financial statements of E.O.D., whigre included by the proportionate consolidationthoé until September 30,



2001, were fully consolidated for the first tin

The Company owns 50% of the voting common stodE.6f.D and another party owns the other 50%. Puidoeaa change in the
Articles of Association on October 1, 2001, whichsnagreed between all shareholders, the Compamyified to stipulate 3 out of
the 5 directors of EOD. From the time of the d&m the Articles of Association, the Company imatuded EOD in
consolidation, since it effectively controls E.Qttdough its majority Board representation. Suctiches of Association cannot be
changed without a majority vote of the common shanhich effectively allows the Company to bloclauch changes - given its
ownership of 50% of the voting common shares. Aoidally, declaration and payment of dividends @oerequired to have
shareholder approval; such decisions are madeebBdlard of Directors. The only decisions thatareject to shareholder voting
are: (i) appointment of the auditors; (ii) incre@s¢he authorized share capital; (iii) changethm Articles of Association; (iv)
merger; and (v) approval of transactions with eggparties, following approval by the Board of Biags.
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NOTE 3- INVESTMENTS IN ASSOCIATED COMPANIES:

a. Composed as follows
December 31
2002 2003
Adjusted NIS
in thousands
Shares
Cosi 21,097  20,67¢

Share in undistributed profits (net of
losses) accumulated since

acquisitiot 10,08¢ 7,32¢
31,177 28,00t

Impairment in value of investment in
an associated company (see ¢ be (4,359 (3,829
Total investme 26,81¢ 24,18:

b. The changes in the investments during 2003 are asllbws:
Adjusted NIS
in thousands
Balance at beginning of ye 26,81¢
Changes during the ye:
Share in undistributed losses, (1,06€)
Change in impairmel 44¢
Dividends received from associated compa (1,499
Sale of investmen (411)
Reduction in percentage of shareholding im@ased
Compan (11€)
Balance at end of ye. 24,18:
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NOTE 3- INVESTMENTS IN ASSOCIATED COMPANIES (continued):

C.

Associated companies whose shares are traded on fhel-Aviv Stock Exchange
(hereafter - the Stock Exchange):

1)

2)

3)

The quoted value of the Company’s investment irefiéhdustrial Engineering and System Analysis [téreafter —
“Tefen”) - an associated company, whose sharesaded on the Stock Exchange - is adjusted NIS683000 and
adjusted NIS 26,706,000, as of December 31, 20682803, respectively. The percentage of the Coyipdrolding in
Tefen, as of December 31, 2003 and 2002, is 31.2

The balance of the investment in Tefen as of Deegr8l, 2002 and 2003 is adjusted NIS 18,117,00(dpdted

NIS 18,724,000, respectively. The excess costwddtment in this associated company representdngtho The original
amount of goodwill is adjusted NIS 6,074,000, while amortized balance, as of December 31, 20G®ljisted

NIS 1,819,000

The quoted value of the Company’s investment in.B.].whose shares are traded on the Stock Exchasg#,December
31, 2002 and 2003, is adjusted NIS 6,030,000 ajcstdl NIS 8,922,000, respectively. The percentddmlding in A.L.D
on December 31, 2002 and 2003, being 55.32% atd&0espectively. However, the Company continoesctount for
this investment using the equity method of accagntilue to its inability to control the operatiafsA.L.D.

The balance of the investment in A.L.D. as of Deben81, 2002 and 2003 is adjusted NIS 7,653,00(dndsted NIS
5,457,000, respectivel

During 2003, the Company sold 520,000 shares fterimvestment in A.L.D. The capital gain on thepdisal of these
shares was adjusted NIS 507,0

During 2001, there was a decline in the quotedevaluA.L.D. The Company examined the decline ilugand concluded
that it is not of a temporary nature. Accordingly, impairment provision of adjusted NIS 4,359,0@6 provided in respe
of the investment in A.L.D., see also a abc

In 2003, the Company recorded its share in theebbe$ A.L.D. in the amount of adjusted NIS 2,178,0€ommencing Jul
1, 2003, in accordance with Clarification No. llsrfaeli Accounting Standard No. 15 (see note 1efdg) Company reduc
the impairment provision in respect of this invesirnby adjusted NIS 499,000 - in respect of lofses the above date
through the end of the ye:

As to dividends received from associated compasgs note 15}
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NOTE 4- OTHER INVESTMENTS, LOANS AND A LONG -TERM RECEIVABLE:

December 31

2002 2003

Adjusted NIS
in thousands

Investment in shares of a private company held to

the extent of 52 1,10C 28
Long-term bank deposits (: 12,13( 11,87:
Non-current trade receivables (2) (see note 11: 14,15¢
Long-term loan (3 474 72€

(1)
)

®)

27,86: 12,621

The deposits are linked to the exchange rate afidfiar, do not bear interest and are regularlied-over.
The receivables are linked to the CPI, do not bearest and the balance thereof is to be settjdddzember 2004. In 2003 the
amount of NIS 14,158,000 is included in the I"open accounts and checks receiv’ under*accounts receivak”.

The loan is linked to the Israeli CPI, bears indest 4% per annum and has no fixed repayment

NOTE 5 - LAND AND BUILDINGS FOR LEASE:

a.

Composed as follows



December 31

2002 2003

Adjusted NIS

in thousands
Land 24,68 24,98
Buildings 44.41: 46,61(
69,09t 71,59:

L e s s~ accumulated depreciation a

amortizatior (7,377) (9,209)
61,71¢ 62,39:

Depreciation and amortization in respect of buiginotaled adjusted NIS 1,550,000, adjusted NIS8.000 and adjusted
NIS 1,825,000 for the years ended December 31,, 2001 and 2003, respective

b. The depreciated balance includes financial cogigal&zed, as of December 31, 2002 and 2003, anoyitt adjusted NIS 758,0(

and adjusted NIS 653,000, respectivi
C. As to pledges registered, see note

d. Land is leased under a capital lease for 49 yeanrs the Israel Lands Administratic
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NOTE 5 - LAND AND BUILDINGS FOR LEASE (continued):

e. The land and buildings are leased under long-teon;cancelable without penalty, operating leasestmus tenants. The rental

payments from the tenants are based on the squatagge leased, linked to the C
Minimum annual base rental payments under theseseare as follow:
Adjusted NIS

in thousands

Year ending December 31

2004 14,63¢
2005 13,46t
2006 7,624
2007 3,60¢
2008 1,19¢
2009 and thereaft 1,47¢
Total 42,00¢

NOTE 6 - FIXED ASSETS:

a. 1)  Composition of assets and accumulated depreciatidramortization, grouped by major classificati@rs, as follows

December 31

2002 2003

Adjusted NIS
in thousands

Land and buildings, see b. bel 52,61( 53,93(



Machinery and equipme 25,93¢ 28,57¢

Vehicles 20,93¢ 18,28¢
Office furniture and equipme! 21,12 21,27¢
Leasehold improvemen 6,03¢ 6,14¢
Computers and peripheral equipm 20,08 20,551
Communication site 35€ 1,562
147,08« 150,34:

L e s s — accumulated depreciation and
amortizatior (74,897 (84,55%)
72,19: 65,78¢
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NOTE 6 - FIXED ASSETS (continued):

Depreciation and amortization in respect of fixededs totalled adjusted NIS 8,076,000, adjusted181856,000 and
adjusted NIS 12,431,000 for the years ended DeceBihe2001, 2002 and 2003, respectiv

2) Depreciated balance includes capitalized borrowogs amounting to adjusted NIS 330,000 and adjusts 284,000 as
of December 31, 2002 and 2003, respectiv
b. Real estate rights in Israel:
1) In 1997, Baran industries entered into a 49-yepit@dease agreement with the Israel Lands Adrtration (hereafter the

Administration”) for the lease of a plot of aboyd480 sgm. in the Omer industrial zone. A buildimpich is used by the
Group (hereafte “Baran Hous”), was built on said plo

In addition, the Company has entered into a cap&dldevelopment agreement, which is to be apprbyatie
Administration, for a plot of about 5,080 sgm. lie tOmer industrial zone. The development agreemastfor 3 years,
commencing March 26, 1997, and was extended uptil A, 2002. The Company has not yet receivegsponse to its
application for a further extension. As the Comphas met the terms stipulated in the agreemeciu@ing achieving
certain milestones that had to be reached by pradeted dates), the Administration will sign a keagreement for an
additional 49 years. As of the date of the appro¥¢éhe financial statements, no new agreementiesh signed

The costs in respect of said plots are composéallas/s:

December 31

2002 2003

Adjusted NIS

in thousands
Cost of land, including capitalized lease f 1,29¢ 1,29¢
Consent fee 7 7
Construction cost 22,10¢ 22,10¢
23,41 23,41
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NOTE 6 - FIXED ASSETS (continued):.



C.

2)

3)

A proportionately consolidated company has congtdia 52,000 sgm. commercial center in Beer Shehvahich about
34,500 sgm. are leased from the Administrationabalt 17,500 sgm. are owned by the above-menticoegbany, but
have not yet been registered in its name with gredLRegistration Authority due to the parcelizatim having been
completed. The proportionately consolidated corygeas carried out an interim procedure, under whitdases the land
for a period of 999 years. Said company has adgteidhe Administration submit a written undertakio a bank, under
which the Administration undertakes not to apprthestransfer of the rights in the above-mentioraeutl lwithout the
consent of the bank and that the lease rights waooide registered in the name of the proportidpaensolidated
company, unless, at the same time, a-ranking mortgage is registered in favor of the bi

On December 23, 1999, a proportionately consolitlatenpany acquired half the rights to land at Beigan, having an
area of some 6 acres, from a third party. Thesighthe land include development rights in acano# with an agreement
signed with the Administratiol

Through December 31, 2001, NIS 21,612,000 had pe&hfor the acquisition of the rights. On theedat acquisition, a
subsidiary signed an agreement with a third pantytie establishment of a joint venture, which weasonstruct office
buildings and commercial space on this lz

In June 2000, the proportionately consolidated aimgand the subsidiary signed an agreement, wheebsubsidiary we
to manage, plan and carry out the constructiorepta@t Beit Dagan, on behalf of the proportionatelgsolidated
company. The offices that have been constructeldt® are partly used by the Company for its owmp@ses and partly for
lease. See also note 1la

As to pledges registered on the properties, seelth
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NOTE 7 - GOODWILL AND OTHER INTANGIBLE ASSETS, NET OF ACCUMULATED AMORTIZATION:

Accumulated
amortization

Unamortized
balance

Original
amount

December 31

December 31

December 31

2002 2003 2002 2003 2002 2003
Adjusted NIS Adjusted NIS Adjusted NIS
In thousand:

Customer contracts? 2,43¢ 2,76¢ 812 2,76¢ 1,62¢
Customer list 5,05¢  5,03¢ 67¢ 2,40¢  4,37¢  2,62%

7,49 7,80z 1,49( 517t 6,00z 2,62
Goodwill in subsidiarie 99,85: 99,85: 2,59t *48,64: 97,25¢ 51,21(

* Including impairment of goodwill of adjusted NIS,364,000. See also note

*%

During 2003, the related contract with the customas completed and the balance of the intangildetagas fully amortize

Amortization expenses of goodwill for 2001, 2002 @003 are adjusted NIS 143,000, adjusted NIS 20886and adjusted NIS 9,744,0

respectively

Amortization expenses for other intangible assat2001, 2002 and 2003 are adjusted NIS 163,0¢0std NIS 1,490,000 and adjusted
NIS 3,823,000, respectivel
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NOTE 8 - LONG-TERM BANK LOANS (net of current maturities)

a.

The currency, linkage and interest terms of thedcare as follows



Weighted

average
interest rates
as of December 31
December 31,
2003 2002 2003
Adjusted NIS
% in thousands
In dollars or linked there *3 80¢ 13:
In euros or linked there 6.21 6,302 6,88t
Linked to the Israeli CF 3.94 166,41 141,15(
Unlinkec 6.8E 16,09¢ 16,38:
189,62: 164,55:
L e s « current maturitie: 25,89: 24,69(

163,73: 139,86

* Interest is based on Libor + 1%.
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NOTE 8 - LONG-TERM BANK LOANS (net of current maturities) (continued):

b. The loans (net of current maturities) are repayabtbe following years after balance sheet d

Year ended December 3

2002 2003

Adjusted NIS
in thousands

Second ye: 25,55: 72,867
Third yea 72,17¢ 26,59/
Fourth yea 41,89 20,14«
Fifth yea 20,48¢ 1,33¢
Sixth year and thereafter (until 20: 3,615 18,92]

163,73: 139,86

C. As to liens registered to secure the loans, sex= 1

d. The terms of the loans does not impose additiasdtictions.
NOTE 9 - CAPITAL NOTES ISSUED TO MINORITY SHAREHOLD ERS OF A SUBSIDIARY, NET:

This item represents capital notes issued by adiabg - Mobipower Ltd. (formerly - T.P.S.) (hergaf — “Mobipower”) to its minority
shareholders, after deduction of the mincs share in the subsidi¢ s capital deficiency, as follow

December 31

2002 2003

Adjusted NIS
in thousands

Capital notes issued and accrued inte 19,06¢ 22,38¢
Minority’s share in Mobipower’s
capital deficienc (8,121 (11,666€)




10,94¢ 10,72

Mobipower is mainly financed by funds from all ¢ Ehareholders, through capital notes. Theseatayutes are linked to the Israeli CPI
and bear 4% annual interest. Pursuant to the tefi® capital notes, any repayment of amountged|to the capital note arrangements,
including linkage differences and interest, requemajority shareholder vote and is required teepaid pro rata to the existing
shareholders’ common stock interests at the tinremdlyment. Accordingly, repayment of the capitates and any interest is at the sole
discretion of Baran, the majority ownu
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NOTE 10 - EMPLOYEE RIGHTS UPON RETIREMENT:

The Israeli Group companies

Israeli law generally requires payment of severgrageand/or pensions upon dismissal of an employe@on termination of employment
in certain other circumstances. The following piial plans relate to employee rights upon retinetn@s applicable to Israeli Group
companies

a. Managerial insurance policies for employees in mamgerial positions

These policies provide coverage for severance pdypansion liabilities of managerial personnel.e Plolicies are the Israeli
Group companies’ assets and under labor agreensemijgct to certain limitations, they may be trensfd to the ownership of the
beneficiary employee:

b. Pension and severance pay liabilities not covesegbave are fully provided for in these consoliddirancial statements. Tl
Company, at its discretion, deposits monies witlesgnce pay funds, which are earmarked as covehése liabilities

Employees dismissed from service before attaingtigement age, are entitled to severance pay, ctadmn the basis of tf
number of years of service and the most recentinhpealary. In the event that the amounts accutadla the managerial
insurance policies and severance pay funds aréitieat to cover severance pay computed as abibeelsraeli Group companies
are obligated to supplement the deficiency. Thaels Group companies recognize the above obligatioan undiscounted basis,
as if it was payable at each balance sheet

C. Some of the Israeli employees in the Group are eyepl under individual employment agreements, whtgdulate that the salary
of such employees includes the severance pay coenpoithe Company has applied to the Minister dfdrdor approvals under
Section 28 of the Severance Pay Law, 1963 and litained such approvals with respect to most oatim/e-mentioned
employees. The Company does not expect any diffislin obtaining the remaining approvals. Therefthe Company does not
include the amount of the severance pay liabilityeispect of said employees in the balance st

d. The balance sheet liability for severance pay aedamount funded with severance pay funds andanserpolicies, are composed
as follows:

December 31

2002 2003

Adjusted NIS

in thousands
Liability for severance p: 27,13 27,86:
L e s - amount fundes (21,409 (22,777
5,732 5,092

The companies may only make withdrawals from thessnce pay funds and insurance policies for thpgae of paying severance pay.
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NOTE 10 - EMPLOYEE RIGHTS UPON RETIREMENT (continued):

e. The severance pay expenses for the years endednbec81, 2001, 2002 and 2003, were adjusted NI&790, adjusted
NIS 3,084,000 and adjusted NIS 4,808,000, respalyti

f. Income (expenses) from severance pay funds foyehes ended December 31, 2001, 2002 and 2003 ,ad@rsted NIS 271,000,
adjusted NIS (983,000) and adjusted NIS 1,804 ,(Xpectively

g. The Company expects to contribute, in 2004, adiulits 3,664,000 to the insurance companies anet@rtovident fund in
respect of its severance pay obligati

NOTE 11 - COMMITMENTS AND CONTINGENT LIABILITIES:

a. Commitments:

1

In 2001, a long-term agreement between a subsjdiasan Raviv and DBS satellite services (1998) [tdreafter -
“YES”) was canceled. YES requested the subsid@agree to changes in the terms of the agreerbenthe two parties
were unable to reach agreement regarding the mews tend YES ceased making the payments it had ctbathtd under
the original agreement. Following litigation predéngs, it was decided in February 2002 that theeagent between the
parties would be terminated and that YES would flgged to pay a total of adjusted NIS 57,991,06dnstallments
through December 2004. This amount covers theafabbunt of YES’ debt in the accounts of the sulasidi The payments
are linked to the Israeli CPI and bear no inter

As of December 31, 2003, approximately adjusted A8832,000 had been received from Y

The Group has entered into various lease agreentelasng to buildings and vehicles, of differehtration, valid through
2012. The aggregate commitment under these leasesnts to adjusted NIS 29,300,000, of which NI%$,000 are
linked to the exchange rate of the dollar, whil&XK,131,000 are linked to the Israeli C

The projected rental payments for the coming yesrstes in effect at December 31, 2003, are lasife:

Adjusted NIS

in thousands

200¢ 9,36¢
200t 5,657
200¢ 2,63
2007 2,21¢
2008 and thereaft 9,43t
29,30(
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Rental expenses totaled adjusted NIS 5,743,000std| NIS 7,993,000 and adjusted NIS 13,849,0@0@1, 2002 and
2003, respectively
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NOTE 11 - COMMITMENTS AND CONTINGENT LIABILITIES  (continued):

3)

Meissner-Baran (a proportionately consolidated camyp has entered into an open-ended agreemertef@rovision of
supervisory and contracting consulting service$ @&itother company, which owns shares in MeissnearBgnereafter —
“the supervising compa”). This agreement succeeds a prior agreement thaingged in July 200C

Pursuant to the agreement, a representative alughervising company was appointed to be CEO of éeisBaran,
although the agreement stipulates that no empleggrioyee relationship is to be deemed to exist detwMeissner-Baran
and the CEC



4)

5)

The following payments are also prescribed by tireement

a) A monthly payment of $ 35,000 for project supemtisiconsulting and management services, similtdrdgpayment
in the previous agreemer

b) The supervising company is entitled to receiveramual bonus at a rate that was increased by 2.3#@iamended
agreement of the adjusted pre-tax profits of Maisd®Baran, in exchange for the supervising compaaiying its
rights to the sale of its interest in the sharelsleissne-Barar’'s other partner:

C) A payment for management fees to the subsidiarsaiBndustries, at the rate of 33.33% of the agapeegf the
sums paid to the supervising compa

In 1977, within the framework of the acquisitionaoproduction line, machinery, patents, trade mdakew-how and
technology relating to the production of the intgters keyboards, and piaskectric products, the Company assumed a
seller’s obligations and rights with regard to @igief Scientist grants in connection with the above productsthAtend c
1999, all the aforesaid obligations and rights weaasferred to Baran Technologies. The royaliespayable on sales, up
to 100% of the grants received (dollar-linked).eThaximum amount of royalties that might have tpbiel by Baran
Technologies, in settlement of this, amounts tostéjd NIS 156,000 as of December 31, 2!

In case of failure of a project that was parthaficed by royalty-bearing Government participatiding,subsidiary is not
obliged to pay any such royalties to the Israelv&ament.

Royalty expenses totaled adjusted NIS 187,399 ssetjuN|S 303,174 and adjusted NIS 268,157 in 220Q@2 and 2003,
respectively

Within the framework of the acquisition of 50% betshares of Nes-Pan, a subsidiary undertook td grans to fund Nes-
Pan’s operations, under the same terms and consliéi® the other shareholders of Nes-Pan. In Jag080, the aforesaid
loans were converted into unlinked, ~-interest bearing capital note
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NOTE 11 - COMMITMENTS AND CONTINGENT LIABILITIES  (continued):

6)

7

8)

9)

Within the framework of the acquisition of 50% betshares of A.R — A.D.l.R. Construction Ltd. (ledter — “A.R -
A.D.I.R".), the Company undertook to provide fuidsA.R -A.D.I.R., jointly with the other shareholdeas required from
time to time. The acquisition agreement also mledithat the other shareholders (who own the rangab0% of the shart
of A.R - A.D.I.R.) would be entitled to bonuses dhdt the annual profits, net of the above-mentidoenuses, would be
distributed equally between the Company and therathareholders, as management 1

Royalty commitment

A subsidiary - Baran Technologies - is committegag royalties to the Government of Israel on pedsefrom the sale of
products in the development of which the Governnpanticipated by way of grants. At the time thetiggpations were
received, successful development of the relatepi®©was not assured. Under the terms of theeséid participation,
royalties of 3% are payable to the Government erstie of products in the development of whichGlogernment
participated, up to 100% of the amount of the graateived by the subsidiary (dollar linke

The maximum amount of royalties that might havbe@aid by Baran Technologies, in settlement &, #ainounts to
adjusted NIS 3,274,000 ($747,715) as of DecembgP@13.

In December 1999, a proportionately consolidatedmamy signed an agreement with a third party, @msto which it is
intended that the proportionately consolidated camyds to construct an office building of 24,000rsdor a predetermine:
consideration. As of December 31, 2003, approetyet0,400 sgm. have been constructed, of which(bs®m. are leased
to the Company, subsidiaries and proportionatehsobdated companie

In June 2000, the proportionately consolidated aimysigned an agreement with a subsidiary, whettebdgubsidiary is to
manage, plan and carry out this construction ptojébe project will be charged at cost plus 1.

In October 1999, Baran Technologies entered ifGeyaar agreement with a German company. This aggeegrants the
German company certain rights for the distributiépiasoelectric buttons and keys. Pursuant to this agea¢nduring the
first year of the agreement, the German companlyaeilas sole distributor and marketer of the aleelucts in all
German-speaking European countries (hereaftere-tétritory”), and Baran Technologies has givemuadertaking not to
directly carry out any selling activities in thertory.

F-47



BARAN GROUP LTD.
(An Israeli Corporation)
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (contirad)

NOTE 11 - COMMITMENTS AND CONTINGENT LIABILITIES  (continued):

10)

11)

On August 20, 2000, Meissner-Baran, together viithGompany and another company that is one of MeidBaran’s
related parties, signed a contract with Tower Serdactor Ltd. The contract, which is valid for twears, is for the
planning and construction of a new semiconductantpifor consideration of $ 102 million (adjustetBN442 million) (the
Company'’s share). The contract is on a fast-traokkey basis and has three stages that will bepeed based on the
client’s decision: Stage 1 - planning and receidogding permits. Stage 2 - planning and consiomcof the new factory.
Stage - completing the project for the factol

As of December 31, 2002, Stages 1 and 2 had beepleted. As for Stage 3, amounting to $ 16.6 millithe Company’s
share), Meissn-Baran has completed 26% of stag

On March 12, 2003, Meissner-Baran and Tower Sendigctor Ltd. signed an addendum to the contractdorying out a
Stage 2 project in Tower’s FAB-2 factory in Migddd’Emek (hereafter - “Stage 2 Project”), which fiieetive as from its
signing.

On February 19, 2003, the agreement with Toweramsnded, stipulating, among other things, thateSgagould be
executed in five subsequent sub-phases, which wgmldto effect based on the decisions of Towerte proceeds of all
five sub-phases total $ 16.6 million (the Comparsyiare). As of December 31, 2003, Meissner-Baram the process of
executing the second s-phase.

A joint venture of the Company is engaged in a ergn project for the construction of a military basith an area of son
395 acres, at a cost of $ 42 million. If the jomnture fails to meet the predetermined scheditlesl] be required to
compensate the customer at the rate of $ 7,000C@hepan’s share) per day of dele

Due to severe and extensive damage discoveredtob@c2003 in part of the materials used to corsthe project, the USACE rejected this mater
Accordingly, the joint venture recorded an accifoaladditional costs of the project of approximgatelS 298,000 (the Company’s share).

12)

13)

In connection with the project and based on theipians of the agreement between the joint verfitbke Company and
the USACE (hereafter — “the Agreementhe joint venture furnished an insurance comparik wiletter of guaranty for tt
performance of the project in the amount of $ 6,80@. The letter of guaranty shall be in forceiluhe project is finally
accepted by the USACI

On August 19, 2002, it was announced that a cansof companies, which included IONICS INC., Ddnenicals Ltd.
and the Company, had been awarded the tender ibgubé State of Israel for the construction okaalination plant — see
also note 2c(2). The execution of the transfehefrights in the tender is subject to approval ftbmState of Israel. In
April 2004 the State Of Israel claims that the timattion is due to Carmel Desalination Ltd.’s breatlobligations
contained in the Agreement, including CDL’s failtoeexecute financing agreements. The Bond wasifed on May 2nd,
2004. Baran'’s legal counsels are of the opinioh@3L has good legal arguments against WDA. Thineded costs of the
project to date, which were recorded in the finahsiatements, are NIS 5 millio
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NOTE 11 - COMMITMENTS AND CONTINGENT LIABILITIES  (continued):

14)

15)

A consortium composed, in equal parts, of Baranifigeging and Projects and Mekorot - The Water Comipiad. (the
Israeli national water company), was exclusivelyaaded the tender for the construction of a watealiigation facility in
Ashdod, Israel. The project will be erected onrakey basis and its construction cost is approtefgas 95 million (the
Company'’s share). The construction of the prageetl be completed within approximately two yeaBecause of
difficulties and various problems as a result afictural changes in Mekorot , the project is sudpérfor the time being

Baran Engineering and Projects is performing anregging design and permitting issuance proces$iseohatural gas
transportation system project in Israel, which irétsated in 2003 and will continue during 2004heToverall scope of the
project is approximately $ 3.5 million. The abammpany has completed 28% of this proj

b. Contingent liabilities:

As of December 31, 2003, the Group and its investegpanies are parties to the legal claims detaiaw:



1)

2)

3)

In 2001, a claim for NIS 5,440,000 was filed agaBaran Raviv by way of a summary procedure. Thamant alleges th
Baran Raviv has a debt in respect of equipmentlggpy the claimant. Baran Raviv has filed anliaagion for leave to
defend, in which it rejects the claimant’s claims.addition, on January 1, 2003, Baran Raviv sttethiits summations in
connection with the application for leave to defefkliberations have not yet been schedt

On May 2, 2002, a claim was filed with the Tel-AWistrict Court against a proportionately consai@hcompany -
Meissner-Baran - in which the Company has a 46.§ettginterest. The claim is for Meissner-Baraml @nother parties to
pay a customer approximately NIS 4 million in redpef a damage allegedly caused during the insiafiaf an appliance
on April 22, 1999. At this stage, Meissner-Baras filed a statement of defense. Meissner-Bararahansurance
coverage ceiling of approximately $ 0.5 million j{ested NIS 2,036,000) in respect of all claimsday particular year.
Based on the opinion of its legal counsel, Meisdman’s management estimates that the likelihdadb®eing required to
pay an amount in excess of the insurance coverla®.& million is remote. Therefore, no provisioas been included in
the financial statements in respect of this cla

On December 19, 2002, another claim was filed agditeissne-Baran, for Meissn-Baran to pay a supplier NIS Z
million in respect of an alleged debt of MeissBaran to the supplier in connection with work pemied by the supplier f
the Company. In addition, on said date, the seppéquested the Court, ex parte, to issue a pooakattachment order
against the properties of Meissner-Baran, up taraaunt of NIS 4.5 million. The Court has granteel supplier’s request
and issued an order as above. On December 25, Riéi@sner-Baran applied to the Court to replaeeatttachment with a
bank guarantee. On December 29, 2002, the Ccamteypt this request and canceled the provisiorettatient order, in
exchange for a bank guarantee in the amount of2Nifillion. On June 30, 2003, a letter of defenseé a counter-claim in
the amount of NIS 292,000 were filed on behalf cfi8éne-Baran.
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NOTE 11 - COMMITMENTS AND CONTINGENT LIABILITIES  (continued):

4)

5)

6)

7)

Based on the facts presented by Meissner—Bararsshei—Baran’s legal counsel estimates that itdbaiyle that a loss will
be incurred with respect to such matters. Theegfioo provision has been included in the finarstialements in respect of
this claim.

On July 12, 2002, a claim was filed against a siiasy in the United States for an amount of $ Jioril (adjusted NIS 13
million) in respect of a debt to the sellers in weation with an agreement for the acquisition efibsidiary. The Company
has included a provision in its accounts in respéttis claim, which, based on the advice of legainsel, is the amount of
the probable and reasonably estimatable loss wghrd to this clainr

On August 6, 2002, another claim was filed agaanstibsidiary in the United States, for an amoui® 83 million (adjuste
NIS 14 million) in respect of a debt to the sellersonnection with an agreement for the acquisitba subsidiary. Th
Company has included a provision in its accountegpect of this claim, which, based on the adeifdegal counsel, is the
amount of the probable and reasonably estimatabgewith regard to this clair

Investee companies are, in the ordinary courskeif business, parties in additional legal claiman aggregate amount of
NIS 6,000,000, as well as in 10 claims for persamaty filed with the Magistrates Court, in an aggate amount ¢
adjusted NIS 14.5 millior

In August 2003, a subcontractor filed a claim againjoint venture of the Company and others iaggregate amount of
NIS 4 million. In October 2003, the joint ventdiled a motion to suspend the claim, and filed arterclaim against the
subcontractor. In September 2003, another sutadotrfiled a claim against a joint venture of @@mpany and others in
an aggregate amount of NIS 3.5 million. In Febyu2004, the joint venture filed statements of deéetogether with a
counter-claim in the amount of NIS 4.6 million. $&al on the opinion of the joint venture’s legaliadw for these matters,
the joint venture has recorded an accrual in thewtnof NIS 10 million for the probable and readugastimatable loss
with regard to this clairr

Based on the advice of legal counsel, the Compasyirftluded an amount of NIS 12,464,000 in respkttte probable and reasonably
estimatable amount related to the above claimssiwiniclude the Company’s pro rata share of logsesspect of these claims in relation
to its equity investees . Baran believes thatiitaslikely that the losses, which it will incur ielating to the claims disclosed in Note 11,
will materially exceed the amounts disclosed inéNbt as the amount of the probable losses proYatedhe reduction in the provision
mainly, due to the elapsing of a substantial peoibtime and in view of the prosecution’s failucerheet the timetable stipulated by the
Court in one claim against a subsidiary in the &8h8 based on the estimates of its legal coundeltag reduced chances of the cla
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NOTE 12 - SHAREHOLDERS' EQUITY:

a.

Share capital

The Compan’s shares are traded on the-Aviv Stock Exchange. On December 31, 2003 theeshaere quoted at the price
adjusted NIS 32.55 per share (December 31, 206isted NIS 27.40). As from November 14, 2002,shares are listed on the
Nasdag. On December 31, 2003, the shares weredjabthe price of $ 7.41 per share (December@12- $5.7).

The Company has 8,375,884 shares issued and alitsjaas of December 31, 2002 and 2003. The slrcksle 474,300 and
219,935 restricted shares as of December 31, 2002@03, respectively, which are held by employsetsnon-employees, and
55,808 and 179,736 restricted shares as of DeceBih@002 and 2003, respectively, which are heltheyCompany

Shares of the Company held by the Company and itaissidiaries

As of December 31, 2002 and 2003, the subsidi&&an Projects Construction Ltd. (“Baran Constet) and Baran Industries
(91) Ltd. (“Baran Industries”) held 176,608 Compainares, which represented approximately 2.11%eCompany’s shares at
the aforesaid dates. The cost of these shardslrrember 31, 2002 and 2003 is adjusted NIS 50849,

As of December 31, 2002 and 2003, the number tfice=d shares held by the Company (as stated alepeesented
approximately 0.66% and 2.15% of the Com[’'s shares, respectivel

In determining the amount of retained earningslakite for distribution as a dividend, the Compartiaew stipulates that the cost
a compan’s shares acquired by a subsidiary have to be dedifrcim the amount of retained earnir

Restricted shares granted to employees and n-employees:

The Group has granted restricted shares to its@mps and nc-employees, at their par value (1 NIS per sharefplasvs:

Fair value at
Number of ordinary shares Vesting grant date
of NIS 1 par value period* (NIS per share)
Non-

Grant date Employees employees (a)
April 6, 2000 182,00((c) Over 5 yeatr 104.:
December 28, 200 179,00((b) 4,000 Over 5 year 12¢
August 7, 200: 50,00((d) Over 7 yeat 90.2
November 25, 200 130,25((b) 5,000 Over 5 year 83
December 31, 200 39,80((e) Over 5 year 27.9:¢
May 29, 2002 3,00((f) 1yea 39

* The period over which the optionee must be empldyeadr provide services to, the Company, at treearwhich the
restriction on the shares is lifted and the shbee®me ordinary shares of the Compa
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NOTE 12 - SHAREHOLDERS' EQUITY (continued):

(@) Mainly represents Group staff, that are not conrsidiéo be employees for accounting purposes, $ireggeare not
considered employees of the Group for tax purpc

(b) The shares will vest in four equal batches. That fiatch will vest after two years, while the setahird and fourth
batches will vest after three, four &five years, respectively, from the grant di

During 2003, 71,428 forfeited shares were retutoetie Company

(c) The shares will vest in four batches. The firdtbaf 70,000 shares will vest in April 2002, whilee second, third and
fourth batches of 40,250, 39,000 and 32,750 shafiétsjest after three, four and five years, redpety, from the grant
date.

During 2003, 22,500 forfeited shares were retutoetie Company
(d) Granted to the Compa’s CEO



On January 1, 2003, the employment of the Com’'s CEO terminated. As a result, 25,000 forfeiteared were returne
to the Company and the other 12,500 shares havedweelerated and fully veste

(e) 39,000 shares will vest in four equal batches. fifsebatch will vest after two years, while thecend, third and fourt
batches will vest after three, four and five yeagspectively, from the grant date. The remaid@ shares will vest after
two years.

(f) All 3,000 shares will vest in one batc

As December 31, 2001, 2002 and 2003, the numbemwadsted restricted shares held by Group emplayeaso-employees i
567,631, 515,469 and 441,055 shares, respect

In addition, at the same dates, the weighted numibierfeited shares held by the Company is, 95,88808, and 180,986 shar
respectively

The restricted shares, held by the employees an-employees, have the same voting rights and th¢ tagteceive dividends, ¢
the Compan’s ordinary share:

d. The granting of shares in accordance with the soption plan for Israeli employees is subject ® trms stipulated k
Section 102 of the Income Tax Ordinance. Intex,dliese terms provide that the Company will benadd to claim as an expense
for tax purposes the amounts credited to the eneglows a benefit in respect of shares or optiargep under the plan, as follov

Through December 31, 2003, the amount that the @asnill be allowed to claim as an expense forgaxposes will be the
amount of the benefit chargeable to tax in the baridhe employee
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NOTE 12 - SHAREHOLDERS'’ EQUITY (continued):

From January 1, 2003 the amount that the Compalhpevallowed to claim as an expense for tax puepagill be the amount of
the benefit chargeable to tax as work income irhtireds of the employee, while that part of the bietiet is chargeable to capital
gains tax in the hands of the employee will noalb@wable - all being subject to the restrictiopedafied in Section 102 of the
Income Tax Ordinance. The aforementioned expefisbewecognized in the tax year that the berisfiredited to the employe

e. Employee stock option plar

On February 27, 2003, the Company in general mgegproved an option plan for employees of a sidryidn the USA, under
which senior employees in the USA are to be graofeibns to purchase up to 116,000 ordinary shafrisee Company, without
consideration. Any option not exercised by the efithe exercise period will expir

On December 1, 2003, options to purchase 74,000amdshares were granted under this plan, at arcisse price of NIS 30.64.
The vesting period of the options granted is 2 yéam the date of grant and the rights of theradi shares obtained upon
exercise of the options will be identical to tha$ehe other ordinary shares of the Company. Nezaise period of the options
granted is 3 years from the date of gr:

On November 3, 2003, the Company’s Board of Dinectpproved employee stock option plans (hereatftiee plans), whereund
up to 82,000 options are to be granted to senig@yees of the Company, without consideration. &fritle plans, each option ¢
be exercised to purchase one ordinary share ofINi& value of the Company. Immediately upon aigrit, the ordinary shares
purchased, upon exercise of the options, will theesame rights as other Company ordinary sh

On December 22, 2003, 37,500 options were graméddnplan 1, at an exercise price of NIS 29
On December 22, 2003, 37,500 options were graméddnplan 2, at an exercise price of NIS 29.7% 5.

The vesting period of the options granted undepthes is 2-3 years from the date of grant andittes of the ordinary shares
obtained upon exercise of the options will be itetto those of the other ordinary shares of tbenGany. The exercise period of
the options granted is-4 years from the date of gra

In addition, the Company has undertaken to malkash payment to the employees — in an amount gié§ Dption - in the event
that the share price does not reach a certain teu@lg the exercise period and only upon expiratibthe options (i.e. if the
options are not exerciset

As of December 31, 2003, the options were out-efrttoney and the Company, accordingly, recordea@gion for the cash
payment under the aforesaid undertaking, pro cathd expired portion the lock-up period. The jsmn at balance sheet date,
amounting to adjusted NIS 2,000 is included inlihe “employee” under“accounts payable and accru- othel”

F-53



BARAN GROUP LTD.
(An Israeli Corporation)
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (contirad)

NOTE 12 - SHAREHOLDERS' EQUITY (continued):

The options granted to the Israeli employees abgestito the terms stipulated by Section 102 ofighaeli Income Tax Ordinance.
Inter alia, these terms provide that the Companlbeiallowed to claim, as an expense for tax psegpthe amounts credited to
employees as a benefit in respect of shares asroptranted under the plal

A summary of the status of the company’s plansf&egcember 31, 2003, 2002 and 2001and changesgdinényears ended of
those dates, is presented belc

Year ended December 31

2003
Weighted
average
exercise
Number price
NIS
Options outstanding at beginning of y
Changes during the year -
options grante 149,00( 34.8¢
Options outstanding at end of ye 149,00( 34.8¢
Weighted average fair value of options granted
during the yes 10.49¢
2003
Weighted
average fair
Number Exercise price value
NIS
Options granted
during the year
at the following
exercise price!
Below market valu 74,00( 30.63¢ 11.68¢
At market value 37,50( 29.7¢ 11.98:
Above market valu 37,50( 51.68¢ 7.167

The fair value of options granted during 2003 wejsisted NIS 1,582,712. The fair value of each apgcanted is estimated on the
date of grant using the Black & Scholes op—pricing model, with the following weighted averaggsumptions

2003
Expected volatility 57.25%
Risk free interest rat 2.2%
Expected life in year 2.5
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NOTE 12 - SHAREHOLDERS’ EQUITY (continued):

The following table presents summarized informatielating to the options outstanding at Decembe2803:

Options outstanding

Number Weighted

outstanding average

at remaining

Exercise December 31, contractual
prices 2003 life

NIS Years

29.79 37,50( 3
51.685 37,50( 3
30.639 74,00( 2.5
29.7¢-30.639 149,00( 2.7

With respect to options granted to Israeli emplsyéiee amount that the Company will be allowedi&int, as an expense for tax
purposes, will be the amount of the benefit chatgeto tax as work income in the hands of the egg#owhile that part of the
benefit that is chargeable to capital gains takh@nhands of the employee shall not be allowabllear& subject to the restrictions
specified in Section 102 of the Income Tax Ordira

The aforementioned expense will be recognizedeértal year that the benefit is credited to the eygs.
f. Retained earnings

As prescribed by the Companies Law, in determitirdgamounts available for dividend distributiore #tmount of Company
shares purchased by subsidiaries or acquired b@dhgpany are deducted from the balance of retagaenings presented under
Compan's shareholde’ equity.

In the event of the Company declaring cash dividesdch dividends will be paid in Israeli currendynder current Israe
regulations, any cash dividend in Israeli currem@jid in respect of ordinary shares purchased byrasidents of Israel with non-
Israeli currency, may be freely repatriated in soot-Israeli currency, at the rate of exchange prevgitinthe time of conversio

F-55

BARAN GROUP LTD.
(An Israeli Corporation)
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (contirad)

NOTE 13 - TAXES ON INCOME:

a. The Company and its investee companie
1) Tax benefits under the Law for the Encourageme@ayfital Investments, 1959 (herea* the law).

Under the law, by virtue of the “approved entergtistatus granted to some of their plants, twdef€ompany’s
subsidiaries are entitled to various tax beneflitee main tax benefits available to the abovemapticsubsidiaries ar

a) Tax exemption and reduced tax re

During the period of benefits - 7 years or 10 yemmsmencing the first year in which the subsidisayns taxable
income from the approved enterprises (providedrihgimum period to which it is restricted by law et elapsed)
- the following reduced tax rates or tax exemptigoglyto the subsidiari¢ income from their approved enterpris

0] One of the subsidiaries is exempt from tax on tleeiine from the approved enterprise in respect adhwvine
subsidiary has elected the “alternative benefitsk; the length of the exemption period is teargeand wil
expire in 2006. The benefit period in respectid enterprise has not yet commenced. See algolk(3)
(a).

In the event of distribution of cash dividends ofincome, which was tax exempt as above, the didrgi
would have to pay tax at the rate of 25% in respétite amount distribute:

(ii) The other subsidiary will be liable to corporate &k the rate of 25%, instead of the regular tae, for a
period of seven years. See also note 1k(3

b) Accelerated depreciatic

The subsidiary is entitled to claim acceleratedrdeiption for five tax years commencing in thetfirsar of



operation of each asset, in respect of buildings;himery and equipment used by the approved eiger
C) Conditions for entitlement to benef

The entitlement to the above benefits is conditiapan the subsidia’s fulfilling the conditions stipulated by tl
law, regulations published thereunder and theunsénts of approval for the specific investmentapproved
enterprises. In the event of failure to complyhitiese conditions, the benefits may be canceliddize subsidiary
may be required to refund the amount of the bexéfitwhole or in part, with the addition of linkagifferences (to
the Israeli CPI) and intere:
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NOTE 13 - TAXES ON INCOME (continued):

2)

3)

4)

5)

Measurement of results for tax purposes underrtbenhe Tax (Inflationary Adjustments) Law, 1985 @wdter - the
inflationary adjustments lav

Under the inflationary adjustments law, resultstéor purposes are measured in real terms, havgagddo the changes in
the Israeli CPI. The Company, its Israeli subsidmand its Israeli proportionately consolidatethpanies are taxed under
this law.

Tax rates applicable to income not derived fi*approved enterpris”

Such income, of the Company and its Israeli subgi&s and proportionately consolidated compani¢®ligible for
approved enterprise benefits mentioned in 1a alistaxed at the regular rate of 36

Foreign subsidiaries are taxed on the basis diahéaws in their country of residenc
Reform of the Israeli tax syste

In 2003, the provisions of the Amendment to theeme Tax Ordinance (No. 132), 2002 (hereafter -takeeform law)
came into effect. The tax reform law compreherigiveforms certain parts of the Israeli tax syste@ertain provisions of
the tax reform law and anticipated supplementaoyigions will only be applied from later dat

The Company expects that, as a result of the imghtation of the tax reform law, it will have a goadireduction in its tax
liability due to the fact that a significant poriof its income is liable to capital gains tax. akkcordance with the provisions
of the tax reform law, as from January 1, 2003jtehgains will be taxed at a reduced rate of 25¥tead of the regular re
of 36% at which they were taxed until the aforerieed date; with regard to the sale of assets esdjyirior to January 1,
2003, the reduced tax rate will be applicable dahthe gain allocated to capital gains earned alffte implementation of
the tax reform law, which will be calculated, asgoribed by that law. Furthermore, the tax reftaw stipulates that
carryforward capital losses may be utilized agatagital gains, without any time restriction (tirae limitation for the
utilization has been removed in respect of capitsdes which arose in the tax year 1996 and thergafThe tax reform la
also includes an arrangement to allow the setfatapital losses from the sale of overseas asgeisst capital gains in
Israel.

Carryforward tax losses and balance of deductioimftation:

December 31

2002 2003

Adjusted NIS
in thousands

Losses and balance of
deduction for inflation 59,56¢ 99,63¢
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NOTE 13- TAXES ON INCOME (continued):

Includes balance of carryforward losses of oversehsidiaries - denoted in foreign currency - grabunts to
adjusted NIS 62,665,000 as of December 31, 2008dimber 31, 2002 - NIS 33,751,000). Under the lisrae
inflationary adjustments law, most of the carryfard tax losses are linked to the Israeli CPI anmdlzautilized witt

no expiration date

6)
foreseeable future
b. Deferred income taxes
1)

Depreciable fixed asse
Severance pa

Vacation and recreation pi

Carryforward realized losses on sales of marketsdterities at December 31, 2003 aggregate adjd8&d,444,000;
December 31, 2002 - adjusted NIS 323,473 (theseiata@re excluded from the carryforward tax lodarze disclosed in
the table in (5) above). The realized losses adeictible from future realized gains from marketad@curities, if any. Full
valuation allowance has been included in respestioh losses, as it is not probable that theyheilutilized in the

As of December 31, 2002 and 2003, carryforwardtebf#x losses totaled adjusted NIS 1,481,141 Ni&d1,640,000,
respectively. These losses may only be utilizeadresy capital gains. The Company provide a fullaion allowance with
respect to carryforward tax losses. Under thaiithary adjustments law, tax losses, capital bssel the deduction for
inflation carried forward to future years are lidk® the Israeli CPI

The composition of the deferred taxes is as follc

December 31

2002 2003

Adjusted NIS
in thousands

(50) (22
1,55¢ 1,72<
2,17 1,47¢

In respect of differences between reporting
accrual basis and cash basis (see f. be (3,597 (3,319
In respect of carryforward tax losses and

deduction for inflatiol

Other net

L e s s valuation allowanc

21,448 37,86:
15¢ (459)
21,69: 37,26¢

(16,497 (32,809

5,19¢ 4,46¢
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NOTE 13 - TAXES ON INCOME (continued):

2)

Among current asse

Among investments loans and

lon¢-term receivable

Among current liabilities
Among lon¢-term liabilities

Deferred taxes are presented in the balance sagétdows:

Consolidated

December 31

2002 2003

Adjusted NIS
in thousands

7,28¢ 6,081

1,55¢ 1,72
(3,597) (3,319
(50) (22




B alanc ¢ asset, net 5,19¢ 4,46

* Regarding companies in Israel, realization of téferred tax balance is conditional upon earnimghé coming
years, taxable income in an appropriate amc

The deferred taxes are computed mainly at theatexaf 36%
Foreign subsidiaries are subject to the tax lavikéir countries of residenc:
C. Income (losses) before taxes on income is composedollows:

Consolidated

Year ended December 3

2001 2002 2003

Adjusted NIS in thousands

The Company, subsidiaries and

proportionately consolidated

companies in Isra 109,55 31,73( (9,607)
Subsidiaries and proportionately

consolidated companies

outside Israe 537 6,79 (59,71¢)

110,09 38,527 (69,31))
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NOTE 13 - TAXES ON INCOME (continued):

d. Taxes on income included in the statements of incan
1) As follows:

Consolidated

Year ended December 3

2001 2002 2003

Adjusted NIS in thousands

Current:
In Israe 41,60¢ 13,53 7,77¢
Other 46¢ 2,71: 1,29
42,07: 16,24« 9,07(
Deferred, see 13b abo\
In Israe 2,18¢ 39C 75€
Other 40¢ 1,05¢
2,59¢ 1,44¢ 75€
44.,66" 17,69: 9,82¢
For previous year- current 171) (739)
44,49¢ 16,95 9,82¢

Current taxes have been computed at the tax r&88% and 25% (mainly 36%) for the tax years 2- 2003.



Foreign subsidiaries are subject to the tax lavikéir countries of residenc:
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NOTE 13 - TAXES ON INCOME (continued) :

2) Following is a reconciliation of the theoreticak @xpense, assuming all income is taxed at thelae¢ax rates applicable
companies in Israel (see a(3) above), and the laetxiaxpense

Year ended December 3

2001 2002 2003

Adjusted NIS in thousands

Income (loss) before taxes on income, as
reported in the statements of income (Il 114,45! 38,527 (69,319

Theoretical tax expense (bene 41,20: 13,86¢ (24,959
L e s s - tax benefits arising from
approved enterprise sta 12¢ 882 (241)

41,07t 12,987 (25,19
Decrease in taxes resulting frc
different tax rates applicable to

foreign subsidiarie (46) 182 86&
Increase in valuation allowan 4,597 5,56t 16,30¢
Erosion of tax paymen 234 49

Increase (decrease) in taxes resulting from
permanent differencw the tax effect
Disallowable deduction

Goodwill impairmer 13,06¢
Goodwill amortizatio 33 85¢ 4,76(
Othe 1,24¢ 1,58: 672
Income taxed at special ra (1,703

Decrease in taxes resulting from shares
issued to employees and

nor-employees (2,309 (1,989  (1,26¢)
Taxes in respect of previous ye a7y (739)
Other 66 47 567

Decrease in taxes in respect of tax
losses incurred in the reported
year for which deferred taxes
were not create (74)

Taxes on income as reported in the
statement of income (los 44,49¢ 16,95: 9,82¢
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NOTE 13 - TAXES ON INCOME (continued):

e. Tax assessment



Some of the Group companies have received finalsassents through the tax year 2001. The Compahga@ne of its
subsidiaries have received final assessments thringgtax year 1997. Some of the Group comparées hot received final tax
assessments since their incorporation, althougtathassessments filed through the tax year 199¢ansidered to be fine

f. Basis of recognizing income for tax purpose

The Company and its Israeli subsidiaries reportdgrpurposes on the accruals basis, with the ¢xcepf the engineering
companies, Baran Engineering and Baran Infrastrectuhich report on the cash ba

NOTE 14 - LINKAGE TERMS OF MONETARY BALANCES:

a. As follows:
December 31,200
Linkage
Linkage toU.S CPI
to euro dollar linked Unlinked Others Total
Adjusted NIS in thousands
Adjusted NIS :
Assets:
Current asse 72,92t 74,53t 60,08: 181,09( 3,43: 392,06!
Long-term loan and long-term
receivable 134 50z 13,68¢ 14,32:
72,92t 74,66¢ 60,58t 194,77¢ 3,43: 406,38
Liabilities:
Current liabilities 78,53( 55,60¢ 2,32t 140,15’ 6,55( 283,17(
Long term bank loans
(including current maturitie 7,01¢€ 140,47: 11,91 159,40:
Other lon-term liabilities 5,15(C 5,15(C
Capital notes issued to minority
shareholders of a subsidi. 22,38¢ 22,38¢
85,54¢ 55,60¢ 165,18° 157,21¢ 6,55  470,10¢
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NOTE 14 - LINKAGE TERMS OF MONETARY BALANCES (continued):

b. Data regarding the Israeli CPI and exchange rate athe U.S. dollar and the euro:
Exchange Exchange
rate rate of one
of one dollar euro Israeli CPI*

As of December 31

2003 NIS 4.379 NIS 5.5331  Points 99.¢
2002 NIS 4.737 NIS 4.969€  Points 101.:
2001 NIS 4.416 NIS 3.907¢  Points 95.1
2000 NIS 4.041 NIS 3.762¢€  Points 93.¢
Increase (decrease) durir
2003 (7.€)% 11.2% (1.99%
2002 7.2% 27.2% 6.5%
2001 9.2% 3.8% 1.4%

*  Based on the index for the month ending on eacinioal sheet date, on the basis of 2002 average.:
NOTE 15 - SUPPLEMENTARY FINANCIAL STATEMENT INFORMA TION:

Balance sheets



December 31

2002 2003
Adjusted NIS
in thousands
a. Short-term investments:
Marketable securitie
Bonds
Government bon 49,23¢ 49,41+«
Corporate bon 5,45¢ 4,937
Mutual fund participation certificat 4,26: 1,25:
Share 26¢ 294
Shor-term bank deposits 12Z 6,66(
Deposit in an investment compe 26,87¢
Nor-marketable option 1,26(

86,22¢ 63,81¢

* The deposits, which are for periods of up to oreryare unlinked and bear interest at an averageofd % per annun
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NOTE 15 - SUPPLEMENTARY FINANCIAL STATEMENT INFORMA TION (continued):

December 31

2002 2003

Adjusted NIS
in thousands

b. Accounts receivable:

1) Trade and income receivab
Open accounts and checks receivi 178,95  142,47¢
L e s s- allowance for doubtful accoun (7,62¢) (4,559

171,32 137,92:
Income receivable, net of customer
advance 85,73¢ 93,79¢

257,060  231,72(

2) Other:

Employees 2,327 1,87z
Government institution 6,72¢ 3,59:
Proportionately consolidated compani 4,187 12,18
Related parties 43

Prepaid expense¢ 5,262 5,241
Deferred income taxes, see note 7,28¢ 6,081
Income taxes refundab 5,91¢ 6,501
Advances to suppliel 1,54¢ 80¢€
Derivative instrument 2,43¢ 1,72C
Investment designated for si 4,267

Sundry 6,597 11,16:

46,59 49,16:

* The balances due from proportionately consolidatadpanies are linked to the Israeli CPI and bdarést at the ra
of 4% per annum. The balances due from relatetiepaare unlinked and bear no inter
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NOTE 15 - SUPPLEMENTARY FINANCIAL STATEMENT INFORMA TION (continued):

December 31

2002 2003

Adjusted NIS
in thousands

c. Inventories:

Raw materials and suppli 5,74¢ 9,757
Products in proce: 464 78€
Finished product 2,97 5,931

9,18¢ 16,47¢

d. Short-term bank credit and bank loans:
1) Composed as follow:

Shor-term bank credit’ 17,42 23,50¢
Shor-term bank loan 55,82¢ 86,51¢
Current maturities of long-term bank

loans, see note 25,89: 24,69(

99,14 134,71t

Unutilized credit facilities 542,82¢  431,75!

* The Company has provided guarantees to a certhsidiary and joint venture in the amount of adjdt#S
7,776,000

2) Classified by currency, linkage terms and interatgs, the short-term bank credit and bank loaxdding current
maturities of lon-term loans) are as follow

Weighted
interest rates at December 31
December 31,
2003 2002 2003
Adjusted NIS
% in thousands
In, or linked to, foreign

currencie! 2.5¢-3.43 58,23: 66,55¢
Linked to the Israeli CF 6.18 6,48( 2,047
Unlinked 6-7 8,53¢ 41,42

73,25 110,02¢
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NOTE 15 - SUPPLEMENTARY FINANCIAL STATEMENT INFORMATION  (continued):



December 31

2002 2003

Adjusted NIS in thousands

e. Accounts payable and accrual- other:

Government institution 25,55( 10,09(
Provision for vacation pe 6,791 5,09«
Accrued expense 81,02: 55,04¢
Employee: 6,85¢ 6,76¢
Income taxes payakb 5,71¢ 6,06¢
Related partie 5,19¢ 3,31z
Warranty provision** 10,75¢ 3,52¢
Customer advance: 2,57: 7,30¢€
Deferred income taxes, see note 3,597 3,317
Income received in advan 48C 37
Sundry 7,137 12,30(

155,677 112,85¢

*  Customer advances as of December 31, 2002 anda26(8esented net of work in progress amountiragljostec
NIS 16,314,000 and adjusted NIS 7,361,000, respeygti

**  Movements in the warranty provision during the y:

Adjusted NIS
in thousands
Balance at January 1, 20 21,18
Payments made under the warra (3,362)
Provisions create 1,80¢
Change in accrual in respect of pre-existing
warrantie: (8,86€)
Balance at December 31, 2C 10,75¢
Payments made under the warra (414)
Provisions create 1,26¢
Change in accrual in respect of pre-existing
warrantie: (8,089
Balance at December 31, 2C 3,52¢
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NOTE 15 - SUPPLEMENTARY FINANCIAL STATEMENT INFORMA TION (continued):

Statements of income (loss’

Year ended December 3

2001 2002 2003
Adjusted NIS in thousands
f. Cost of revenues
1) Construction projects and servic

Materials consume 124,32: 57,81 41,58¢
Salaries 155,70¢ 154,23t 128,94¢
Subcontractor 387,07 299,60° 210,317
Manufacturing and operating co: 73,24¢ 75,53t 50,57¢
Depreciation and amortizatic 5,87¢ 10,35¢ 6,56°¢



746,22¢ 597,54 437,99°
Decrease (increase) in finished
products inventor (4,69¢) (2,879 (3,21¢)

741,53: 594,66 434,77!

2) Sale of products

Materials consume 87,29: 138,51 181,76:
Salaries 2,84 3,80¢ 4,67¢
Subcontractor 2,04z

Manufacturing and operating co: 397 3,16¢ 3,84:
Depreciation and amortizatic 277 481 441

92,85: 145,96° 190,72:
Decrease (increase) in product:

process inventor (2,867 9,21¢ (41)

Decrease (increase) in finished
products inventor (54¢6) 1,75¢ (3,89))
(3,419 10,97 (3,939

89,44( 156,94: 186,79(

3) Lease of buildings

Salaries 63C
Subcontractor 28
Manufacturing and operating co 10 54C
Depreciation and amortizatic 1,55( 1,907 2,03(
1,56( 2,537 2,59¢
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NOTE 15 - SUPPLEMENTARY FINANCIAL STATEMENT INFORMA TION (continued):

Year ended December 3

2001 2002 2003

Adjusted NIS in thousands

g. Selling and marketing expenses, ne

Payroll and related expens 2,70% 8,90 5,10¢
Advertising and sales promotion expen 2,647 4,24¢ 3,46¢
Depreciation and amortizatic 197 26€ 42C
Other 4,72( 9,94: 11,577

L e s s- government participations
marketing expenst (789 (189 (1249)
9,48¢ 23,17: 20,44t

h. General and administrative expenses

Payroll and related expens 21,35 18,28: 26,71
Vehicle expense 1,51« 1,781 2,50¢
Rentals and office maintenan 8,71( 4.86¢ 5,19¢
Office supplies, postage and telephi 6,11¢ 8,91: 7,57
Professional fee 2,632 4,02¢ 3,697
Traveling 1,23¢ 1,60¢ 3,135

Allowance for doubtful accounts and b
debts 12) (44) 82¢



Depreciation and amortizatic 3,12 5,657 18,36
Other 14,38’ 7,39¢ 5,22¢

59,06: 52,48t 73,24%

i. Financial income (expenses), ne

In respect of marketable securit 632 552 5,61¢
In respect of deposits and loans grar 14,86¢ 5,13¢ 404
In respect of short-term bank credit

and bank loar (5,359 (11,479 (5,72¢)
In respect of lon-term loans (3,270 (11,819 (8,625
Other - primarily erosion of monetary

items, ne 53¢ 1,43 (1,715

7,411 (16,175 (10,04¢)
Borrowing costs capitalized to (reversed
from) cost of land and buildings for le: 40k (950)

7,81€ (17,127 (10,044
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NOTE 15 - SUPPLEMENTARY FINANCIAL STATEMENT INFORMA TION (continued):

Year ended December 3

2001 2002 2003

Adjusted NIS in thousands

- Other income (expenses), ne

Capital gain on sale of fixed ass 78 1,62¢ 56C
Capital gain on disposal of shares of associated
company 507
Capital loss on reduction in percentage of
shareholding in associated comp. (11€)
Capital loss in respect of impairment in
value of other investmer (1,07%)
Capital gain on payable being forgiv 38t
Impairment of fixed asst (590 77
Capital gain on sale of investment
designated for sa 64¢
Other 334
412 1,03¢ 732
k. Company's share in profits (losses) of associatt
companies, net:
Share in profits (losses) for the year, (2,80)) 1,49 (161)
Amortization of goodwiill (37%) (455) (45€)
(3,179  1,04cC (617)
Dividend receivec 1,44¢ 1,84t 1,49¢

NOTE 16 - FINANCIAL INSTRUMENTS AND RISK MANAGEMENT

a. General

The Company invests available cash in low riskrimaents. The Company has not entered into any hgdginsactions wit



respect to exchange rates related to its curr@jeqts, because the related income and expenstwefarajority of those projects
are in Israeli currency

Foreign Subsidiaries typically carry out their aittés in the local functional currency, so thae tlevenues from those activities are
not exposed to fluctuations in exchange re

b. Concentration of credit risks

Most of the Group’s cash and cash equivalents aedéer 31, 2002 and 2003 were deposited with iska8land German banks.
The Company is of the opinion that the credit iiskespect of these balances is rem

Some of the Grol's income is from major customers (see also notg

The Group performs ongoing evaluations of its congis and does not generally require collaterale dd¢tounts include
provision for doubtful account
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NOTE 16 - FINANCIAL INSTRUMENTS AND RISK MANAGEMENT  (continued):

c. Derivatives

As stated in note 1n, the Group enters into foreghange forward contracts in order to proteciGhaup from the risk that the
cash flows resulting from purchases of inventowékbe affected by changes in the exchange ratee term of all these contracts
is less than one year. As of December 31, 2002868 the Group has no such forward contracts andgtg.

As described in note 1o, the Group enters intoréutontracts in order to protect itself from chanigeprices of certai
commodities. These future contracts are accounteals non-hedging instruments. As of Decembe2802 and 2003, the Group
had future contracts for certain commodities inah®unt of adjusted NIS 2,439,000 and adjusted01Q0B, respectively

d. Fair value of financial instruments

The financial instruments of the Group consist ryairfi nor-derivative assets and liabilities (including workicapital and lor-
term loans)

Due to their nature, the fair value of the finah@iatruments included in working capital is usyallose or identical to the
carrying value. The fair value of the long-terrmbdoans also approximates the carrying valueesthey bear interest at rates
close to the prevailing market rat

The fair value of long-term trade receivables (idihg current maturities) amounts to adjusted N3817,000 using a
capitalization rate of 4% (see note 11a(

The Company does not disclose the fair value oitalpotes issued to minority shareholders in asgliary, since it is not
practicable to determine their fair value with giéint reliability.
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NOTE 17 - TRANSACTIONS AND BALANCES WITH RELATED PA RTIES:

a. Benefits to related parties:

Year ended December 3

2001 2002 2003

Adjusted NIS in thousands

Wages and salaries paid to related parties employ:



the Company (6 recipients in 2001, 7 recipients

in 2002 and 8 recipients in 20( 2,85¢ 2,13¢ 2,43¢
Directors’ fees paid to directors who are not emetb

by the Company (4 recipients in 2001 and 2002

and 3 recipients in 200 16C 13€ 17z

3,018 2,27¢  2,60%

Bonuses (6 recipients in 2001, 1 recipient in 280&
2 recipients in 2003), see note 11¢ 6,38¢ 491 81¢

Number of shares

Restricted shares granted to an intere

party, see note 1: 49,057
I
b. Balances with related parties:
December 31
2002 2003
Adjusted NIS

in thousands

Among current assets, under other acco

receivable
Balance at balance sheet d 43
Highest balance during the ye 112
Among current liabilities, under accounts
payable and accrus 519¢ 3,31:

C. Transactions with associated companie:

1)

Management fees for the years ended December 81, 2002 and 2003 were adjusted NIS 1,171,000stetju
NIS 1,091,000 and adjusted NIS 1,166,000, respalgti

2) Rent payments for the years ended December 31, 2802003 were adjusted NIS 373,000 and adjust8c48¥,000,
respectively
d. Transactions with related parties

Rent payments for the year ended December 31, @808 adjusted NIS 263,00
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NOTE 18 - BUSINESS AND GEOGRAPHICAL SEGMENTS (continued).

a. Business segments

1

Genera

The Group operates in the following divisions: commications, technologies and services, construeiwhindustry. Thes
divisions are the basis on which the Group reptstgrimary business segment information, commenfiom 2000.

In addition, in 2002, the Group’s technologies siivh was segregated into three business segmecisidiogies, buildings
for lease, and marketing and recycling of food picts, as disclosed belo

During 2002, the Group changed its internal orgation by transferring a proportionately consolidatempany (Nes-Pan)
from the consulting segment to the buildings faske segment and a wholly owned subsidiary (Bardusknies (91) Ltd.)
from the construction segment to the industry segm&he 2001 segment data was restated to réfle@bove change



2) Segment resuli

The operating results by segments include all dstscand expenses relating directly to each segasentll as shared
expenses, which are allocated to the segmentg@asanable basi

3) Segment assets and liabilit]

Segment assets include all operating assets usadéyment and consist principally of cash and egsivalents,
receivables, inventories, fixed assets, goodwill atiher intangible assets, net of allowances aodigions. While most of
these assets can be directly attributed to indalidegments, the carrying value of certain assdtigh are used jointly by
two or more segments, is allocated to the segntengsreasonable bas

Segment liabilities include all operating liab#is and consist principally of trade payables angesaurrently payable ai
accrued liabilities (including severance pe

4) Inter-segment transfe

Segment revenue, segment expenses and segmets neclulde transfers between business segmentsh tBansfers are
accounted for at competitive market prices chatgadaffiliated customers for similar goods. Thusasfers are
eliminated in consolidatiot

5) Investments in associated companies presentecelsothity methos

Investments in associated companies, Tefen andA.lwhich are engaged in providing consulting seesiin the fields of
management, operation, industrial engineering, aderjzation and IT development in Israel and woittly are accounted
for by the equity method. Although the investmeéntthese companies and the share in their prafésot considered part
of the segmen’ assets and revenues, they are included sepanatitlg” consulting segme”.

F-72

BARAN GROUP LTD.
(An Israeli Corporation)
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (contired)

NOTE 18 - BUSINESS AND GEOGRAPHICAL SEGMENTS (continued).

6) Business segment information for 2003 (adjusted iNiBousands)

Marketing and
Buildings
Sem- recycling of Total
Communications Construction Industry conductors Consulting food products Technologie: for lease Eliminations consolidatec

Income (loss) statement da

Revenues
Unaffiliated custome 238,37: 53,89¢ 120,53 12,54t 61,42¢ 180,65: 20,611 7,401 695,44t
Intersegmet 23 82 2,312 12,20¢ 271 78¢ (15,689
Total revenu 238,39 53,98. 122,84« 12,54t 73,63¢ 180,65: 20,88t 8,18¢ (15,689 695,44t
Segment resul ,779) 4,17¢ (7,409 23t (21,969 3,072 (5,040 4,83 (23,869)
Unallocated general expen: (88¢)
Operating los (24,75))
Financial expens« net (10,04¢)
Other expens¢- net (34,519
Taxes on incom (9,82¢)
Loss after taxes on incor (79,149
Share in losses of associated
companies, ni (617) (617)

Minority interests in losse

of subsidiarie 2,49(
Net loss (77,270
I

Other data
Segment asse 228,43: 30,95¢ 63,717 19,20« 115,46t 44,58( 15,68:  84,75¢ (250) 602,55(

Investment in associated
companies - presented by the
equity metho 24,18: 24,18



Assets not allocated between the

segment 20,58¢
T otalconsolidated ass 647,31
I
Segment liabilitie 74,43 41,47¢  26,44( 29,77( 25,15( 6,91¢ 5,95¢ 2,131 212,28
I
Liabilities not allocated between
the segmen 258,67
T o tal consolidated liabilitic 470,95¢
I
Capital expenditur 3,81t 1,081 1,637 50C 51E 14z 5,39( 5,574
Depreciation and amortizatit 19,42¢ 60C 2,40¢ 31z 1,63 277 1,141 2,03(
Impairmen 36,30«
I
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NOTE 18 - BUSINESS AND GEOGRAPHICAL SEGMENTS (continued):
7) Business segment information for 2002 (adjusted iNiBousands)
Marketing and
Sem- recycling of Buildings Total
Communications Construction Industry conductors Consulting food products Technologie: for lease Eliminations consolidatec
Income statement dat
Revenues
Unaffiliated customel 341,99: 46,48¢ 151,03¢ 114,20t 57,42( 152,65 20,13( 6,49( 890,42(
Intersegmer 42C 2,06¢ 15,76¢ 22,01: 58¢ (40,857)
Totalrevenue 342,41: 48,55¢  166,80: 114,20t 79,43: 152,65’ 20,71¢ 6,49( (40,857 890,42(
Segment resul 27,04( 4,68¢ 6,99¢ 9,93( 10,62¢ 2,08t (8,30%) 3,46 (157) 56,36¢
Unallocated general expen: 1,752
Operating incom 54,61¢
Financial expens« net (17,125
Other incom+ net 1,03¢
Taxes on incom (16,957
Income after taxes on incor 21,57«
Share in profits of associated
companie 1,04( 1,04(
I
Minority interests in losses of
subsidiarie 2,14z
Net income 24,75¢
I
Other data
Segment asse 290,90: 28,60: 32,00( 47,78 80,25¢ 30,20¢ 33,10¢ 59,59: (239 602,22(
Investment in associated
companies - presented by the
equity metho 26,81¢ 26,81¢
I
Assets not allocated between the
segment 155,10¢
T o tal consolidated ass 784,14:
I
Segment liabilitie 147,38t 15,60¢ 16,04¢ 37,69¢ 25,04« 7,540 8,36¢ 50z 258,20(
I

Liabilities not allocated betwer




the segmen 274,21°
T ot al consolidated liabilitit 532,41
I
Capital expenditure 99,95( 292 80¢< 104 2,922 38¢ 15,05« 1,117
Depreciation and amortizatit 10,34( 684 1,67z 90z 1,81¢ 34z 73t 1,652
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NOTE 18 - BUSINESS AND GEOGRAPHICAL SEGMENTS (continued):
8) Business segment information for 2001 (adjusted iNiBousands)
Marketing and
Sem- recycling of Buildings Total
Communications Construction Industry conductors Consulting food products Technologie: for lease Eliminations consolidatec
Income statement dat
Revenues
Unaffiliated custome 427,35! 29,67¢ 162,98t 283,23t 4,33¢ 86,55: 10,537 6,28¢ 1,010,961
Intersegmet 65 3,428 12,56: 23,79¢ (39,850
Totalrevenu 427,42 33,09¢ 175,54 283,23t 28,13¢ 86,55: 10,53: 6,28¢ (39,850  1,010,96!
Segment resul 65,35 1,81« 10,36¢ 29,85( 6,611 2,762 (7,639 3,207 (130 112,19¢
Unallocated general expen: (1,615)
Operating incom 110,58
Financial incom- net 7,81¢
Other expense- net (3,949
Taxes on incom (44,49¢)
Income after taxes on incor 69,957
Share in profits of associated
companie (3,179 (3,179
I
Minority interests in losses
subsidiarie 574
Net income 67,357
I
Other data
Segment asse 248,79. 26,99¢ 56,16¢ 154,64: 17,93: 39,43¢ 27,94¢ 56,99¢ (390 628,51(
Investments in associated
companies - presented by the
equity metho 26,84: 26,84:
I I
Assets not allocated betwe
the segmen 95,95¢
T otalconsolidated ass 751,30°
I
Segment liabilitie 180,15 23,66¢ 30,22: 140,00( 45,122 7,78¢ 6,211 294 433,45t
I
Liabilities not allocated betwe:
the segmen 95,14t
T otalconsolidated
liabilities 528,60:
I
Capital expenditur 98,84« 1,631 1,89¢ 3,97 2,23t 7 544 2,21¢
Depreciation and amortizatit 3,98( 93€ 1,62(C 481 24& 21€ 451 1,62¢
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NOTE 18 - BUSINESS AND GEOGRAPHICAL SEGMENTS (continued):

b. Geographical segments
1) Revenues by geographical ar

Following are data regarding the Gris consolidated revenues by geographical area lmasttk location of customer
Year ended December 3

2001 2002 2003

Adjusted NIS in thousands

Israel 921,10¢ 633,66( 450,24!
Europe 85,56¢ 179,70° 67,06
US.A 4,28¢ 40,04 97,49¢
Other 37,01: 80,64

1,010,961  890,42(  695,44¢

2) Assets and additions to fixed assets and intangisets by geographical a

Following are data reflecting the carrying valuese§ment assets and additions to fixed assetsarible assets by
geographical area in which the assets are loc

Carrying value of segment assel

December 31

2001 2002 2003

Adjusted NIS in thousands

Israel 545,52. 356,78 379,49
Europe 77,37 85,25  59,00¢
U.S.A. 5394  145,14(  39,92¢
Other 14,82: 4,67

628,290 601,99t 483,1U

Additions to fixed assets
and intangible assets

Year ended December 3

2001 2002 2003

Adjusted NIS in thousands

Israel 19,537 118,85  15,55¢
U.S.A. 89,53(
Other 2,291 1,77¢ 3,10(¢

111,35: 120,63(  18,65¢
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NOTE 18 - BUSINESS AND GEOGRAPHICAL SEGMENTS (continued):

C.

Major customers
Revenues from major customers that represent 10%oce of the GroL’s revenues

Year ended December 3

2001 2002

Adjusted NIS
Adjusted NIS % of % of
in thousands turnover in thousands turnover

Sales to major customers that represent more
than 10% of the Gro’s turnover:

Customer A’- communications segme 274,63¢ 27.1¢
Customer E- sem-conductors segme 200,95: 19.8¢ 111,88( 12.5¢
* With respect to the termination of the agreemer2062, with Customer —~ YES, see note 11a(]

NOTE 19 - LIABILITIES AND GUARANTEES SECURED BY PLE DGES:

a.

Specific pledges are registered on the vehicleseoCompany and of some of the investee compamitzsor of the leasing
company, in accordance with the lease agreemedrgselvehicles are not registered in the namesafdmpanies

All securities and deposits, of whatever type, #iratand that shall be placed with certain bankisaawy other placement in respect
of and in relation to the securities and depodith® Company and the investee companies, are @iedoder specific pledges, in
favor of banks. The total amount of deposits amdigges as of December 31, 2003 is adjusted NIS35000.

Contractual rights in respect of real estate in Qme which Baran House is located, were pledgddvor of a certain bank as
security for a loan. As of balance sheet dateldhe had been fully repaid, and the bank lifteglilated pledge on March 10,
2004.

A first-ranking fixed charge and a floating charge in favbbanks are registered on the notes of E.O.D.hithee been placed wi
the banks and on all the notes that shall be pladtidthe banks from time to tim

To secure its liabilities to banks, A.L.D. regigtéra specific charge on contractual rights relatingeal estate and a building
floating charge on all its production facilitiespperty, rights and other assets, share capitak\gil, monies and notes, securities
and insurance rights, a fixed charge on a bankuat@nd a fixed charge on all the equipment, malteend property relating to a
certain construction projec
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NOTE 19 - LIABILITIES AND GUARANTEES SECURED BY PLE DGES (continued):

f.

To secure its liabilities to banks, Nes-Pan regéstea fixed charge on all its rights in real estafbe balance as of balance sheet
date of a liability of Nes-Pan to a bank, whiclségured by a pledge, is adjusted NIS 53,422,00@ddlition, Nes-Pan registered a
specific charge on certain amounts receivablerderto secure its liability to a certain ba

To secure its liability to a certain banks, E.Or@yistered a fixed charge on its outstanding sbap#al and its goodwill, and a
floating charge on its production facilities anglfiemaining assets. In addition, in order to sedsrliabilities to the same banks,
E.O.D. registered a specific charge on its engingexquipment and on the current and future instgaights in respect theret

A.A.B. Joint Venture‘Nachshonim Proje” pledged all its assets in favor of a bank, in otdesecure its credit facilitie

The balance of the pledged bank guarantees ofdhgp@ny and of certain subsidiaries is adjusted®8232,000 as of December
31, 2003

A US subsidiary has registered a pledge on a dejpoie amount of NIS 1,094,750 in favor of adetf credit received from US



bank.

J. The Company guarantees the loans to its employeesegl by the bank. The maximum amount of suchagees is NIS 330,000
and the balance as of December 31, 2003 is N1$@28:

NOTE 20- RECONCILIATION BETWEEN GENERALLY ACCEPTED ACCOUNTIN G PRINCIPLES IN ISRAEL AND IN THE
UNITED STATES

The Company prepares its financial statementsdordance with Israeli GAAP. As applicable to théesancial statements, Israeli GAAP
vary in certain significant respects from U.S. GAARI as allowed by Item 18 to Form-F, as described belo

a. In accordance with Israeli GAAP, the Company corhpresively includes the effect of the changes ingigeeral purchasing power
of Israeli currency in these financial statemeassgdescribed in note 1b. The adjustments to retfiecthanges in the general
purchasing power of Israeli currency have not begersed in the reconciliation of Israeli GAAP tcSUGAAP. See also note 1s
regarding a new Israeli pronouncement that requiresliscontinuance of adjustments for inflatiorirasn January 1, 200:
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NOTE 20- RECONCILIATION BETWEEN GENERALLY ACCEPTED ACCOUNTIN G PRINCIPLES IN ISRAEL AND IN THE
UNITED STATES (continued):

b. The Company'’s reconciliation of net income and shalders’ equity between Israeli GAAP and U.S. GApABrsuant to the
reconciliation requirements of Item 18 to Forn-F, are as follows

Year ended December 3

2001 2002 2003 2003

Convenience
translation
into
Adjusted NIS U.S. dollars

In thousands (except per share date

1) Netincome (loss)
As reported in these financial
statements, under Israeli GA 67,357 24,75¢ (77,270) (17,647
Effect of the treatment of the
following items under U.S. GAA
Restricted shares granted to Group’s eygas

(see j(1) belov (11,189 (8,71¢) (6,829 (1,559
Options granted to Grc's employees (see j(2) belo 2
Restricted shares and options granteis
employees (see j(3) belo (2,940 (34) (52 (12)
Goodwill amortization (see k belo 14z 2,38¢ 9,74¢ 2,22¢
Goodwill impairment (see k belo (5,40¢) (1,23
Derivative instruments and embedded déixies
(see | belov 22C (220)
Capital notes issued by a subsidiary (sdxlow) 39t 40C 43t 99
Inclusion of a proportionately console&icompany’s
data of a subsidiary (see n bel (1,709 1,091 51¢ 11¢
Litigation settlement with YES (see pde) (2,59¢) 1,432 872 19¢
Translation of subsidiaries financiatstaents
(see o belov (204) (78) (53) (12

Potential dilution in the Company’s shhodding in
associated companies as a resghmofertible

securities issued by them (see qwg (53 (122) 11€ 26
Share in losses of an associated com{sa®gyv below (26€)
Tax effect on the above U.S. GAAP adjusits 5,03¢ 2,407 2,16¢ 49k

Income taxes with respect
Investments in associated and propaately

consolidated companies (seelrélow) 35E 422 (10€) (24)
Benefit related to employee and eamployee
stock based awards (see r()ve (2,309 (1,98¢) (1,26%) (290)

Guarantees (see w belc 3 Q)



Company'’s share in Israeli - U.S. GAAHRadEences
relating to associated companies gsieelow’ (532) (384) 287 66

Net income (loss) under U.S. GA/- carried forwarc 51,71( 21,35. (76,852 (17,55

*  Adjusted retroactively (see v below).
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NOTE 20- RECONCILIATION BETWEEN GENERALLY ACCEPTED ACCOUNTIN G PRINCIPLES IN ISRAEL AND IN THE
UNITED STATES (continued):

Year ended December 3

2001 2002 2003 2003

Convenience
translation
into
Adjusted NIS U.S. dollars

In thousands (except per share date

Net income (loss) under U.S. GA/- brought forwarc 51,71( 21,35: (76,857) (17,55)

Other comprehensive income (los
Differences from translation of foreign
currency financial statements of
subsidiaries and proportionately

consolidated compar 84¢ 1,267 (4,067) (929)
Comprehensive income (loss) under U.S. G/ 52,55¢ 22,61¢ (80,919 (18, 479
Earnings (loss) per sha- under U.S. GAAP

Basic 7.3¢ 2.9¢ (9.97) (2.27)
Diluted 6.82 2.7¢ (9.99) (2.27)

Number of shares (in thousands

Weighted average number of shares
issued and outstanding - net of
Company shares held by subsidiaries
used in computation of basic earnings

per shar 6,99 7,244 7,704 7,704
Add:
Restricted shares, n 56¢ 51&

Weighted average number of shares
used in computation of diluted
earnings per sha 7,56t 7,75¢ 7,704 7,704
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NOTE 20- RECONCILIATION BETWEEN GENERALLY ACCEPTED ACCOUNTIN G PRINCIPLES IN ISRAEL AND IN THE
UNITED STATES (continued):

December 31

2002 2003 2003
Convenienct
translation
into U.S.
Adjusted NIS dollars

In thousands

2) Shareholder equity:
As reported in these financial statements,
under Israeli GAAI 242,76¢ 165,87t 37,87¢
Effect of the treatment of the following
items under U.S. GAAI

Goodwill amortization (see k beloy 2,52¢ 12,27 2,80z
Goodwill impairment (see k belov (5,40¢) (1,235
Goodwill amount with respect to a subsidiary (sdxlow) (499 (494) (113)
Issuance of shares and capital notes

by a subsidiary (see m belo 10,42¢ 16,39° 3,74¢
Inclusion of a proportionately,

consolidated compa’s data (see n below (65) a7 4)
Litigation settlement with YES (see p belo (1,167 (29%) (67)
Goodwill translation of consolidated compar

(see o below 1,46¢ (2,55¢6) (584)

Potential dilution in the Company’s shareholding in

associated company as a result of converditerities

issued by them (see q belc 11€ 26
Tax effect on the above U.S. GAAP adjustme (2,955 (3,26%) (74%)
Income tax with respect to investments

in associated and proportionately

consolidated companies (see r(1) bel (1,850 (1,959 (447)
Tax effect related to employee and non-employee
stocl-based awards (see r(2) belc 14,23¢ 14,60¢ 3,33¢
Guarantees (see w belo (©)] Q)
Compan'’s share in Israe- U.S. GAAP difference
relating to associated companies (see s b (1,80)) (1,519 (34¢€)
Shareholdel' equity under U.S. GAAI 263,09!  193,76( 44,33
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NOTE 20- RECONCILIATION BETWEEN GENERALLY ACCEPTED ACCOUNTIN G PRINCIPLES IN ISRAEL AND IN THE
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C. Proportionate consolidation

Under Israeli GAAP, joint ventures and jointly casited companies are accounted for using the ptapate consolidatio
method. Under U.S. GAAP, investments in joint veas and in jointly controlled companies are actedifior by the equity
method. Proportionate consolidation, howevergismtted by the reconciliation requirements of ité&to Form 20-F, provided
that the joint ventures or the jointly controlleshepanies are operating entities, the significardricial and operating policies of
which are, by contractual agreement, jointly colletbby all parties having an equity interest iedb entities, and provided that
summarized financial data are given. These datpr@sented in note Z

d. Earnings (loss) per share (EPS
Israeli GAAP relating to computation of EPS areatid®d in note 1c

As applicable to the Company, the main differenesvieen Israeli GAAP and U.S. GAAP methods of EP@pmaation is that the
Company'’s restricted non-vested contingent retdenglhares are taken into account in the computafidrasic EPS in Israel,
whereas in the United States, in computing basig,BRly the weighted average number of the Compamytestricted shares



actually outstanding in the reported year is takémaccount, and restricted shares are includéldeicomputation of diluted EPS.
Another difference is that, under U.S. GAAP, safmpresentation of basic and diluted EPS is redus long as they are not
identical, while, under Israeli GAAP, such sepapatesentation is only required if the differencénieEen basic and diluted EPS is
in excess of 5%. In addition, shares to be issyeh exercise of employee stock option are caledlahder Israeli GAAP based
on the full number of outstanding options and ineglihterest on the assumed proceeds from exeratber than the treasury stc
method under U.S. GAAP. Under Israeli GAAP, suctians were not included in the computation of Ef®&2003, since the
likelihood of their exercise is not probable anditteffect on diluted EPS is anti dilutive. In Z)@inder U.S. GAAP, 441,000
restricted shares and 6 options were not includeximputing the diluted loss per share since #féict is anti dilutive

e. Reporting comprehensive income

U.S. GAAP requires reporting and display of compredive income and its components in a full setevfegal purpose financial
statements. The purpose of reporting comprehetirsigene is to report a measure of all changes tiitgqf an enterprise during a
period from transactions and other events from owner sources (i.e. all changes in equity exceggehresulting from investmer
by owners and distributions to owners). With respe the Company, in addition to net income, ott@nprehensive income (los
represents the differences from translation ofipreurrency financial statements of subsidiaries a proportionately consolidai
company (see also |, n and o below). Israeli GAlmhot contain such a requireme
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NOTE 20- RECONCILIATION BETWEEN GENERALLY ACCEPTED ACCOUNTIN G PRINCIPLES IN ISRAEL AND IN THE
UNITED STATES (continued):

f. Segment reporting

Under Israeli GAAP, as noted in note 18, the Comppaports segment information based on its “busisegments”. Business
segment is defined as a distinguishable comporfent enterprise that is engaged in providing aividdal product or service or
group of related products and services and thaihbgect to risks and returns that are differentftbose of other business
segments. Accordingly, and as presented in thep@agis Israeli GAAP financial statements, the Compsbusiness segments,
are based on eight business activities which amgposed of its four operating divisions, plus theasation of its industry division
into two business segments: industry and semi-acindsl and the separation of the technology andcses division into four
business segments: technologies, consulting, magkahd recycling of food products and buildingsléase

According to U.S. GAAP, under FAS 131, segment riégpg is based o“Operating Segmer”. An operating segment is defin
as a component of an enterprise that engages indsssactivities, from which it may earn revenued @acur expenses, has its
operating results regularly reviewed by the entegi chief operating decision maker, and for whdidtrete financial information
is available. This concept, the “management aptrpaorresponds with the Company’s internal repgrt Accordingly, under
FAS 131, as of 2003, the Company’s operating setgrae based only on its four operating divisidrente, industry and semi-
conductors are considered as one operating segarehtechnologies, consulting, marketing and réegabf food products and
buildings for lease are also considered as a sopgeating segment

g. Income statement presentatior

Under Israeli GAAP, the Company included capitahgan sale of fixed assets &- in 2003- impairment of goodwill and fixe
assets, under “other income (expenses) - irethe consolidated income statements. Also the 2o included income (expens
from severance pay funds net of severance pay sgparUnder U.S. GAAP, Capital gains and impairncbatges are included
under “operating income (loss)” while income (exges) from severance pay funds are included undsri€ial income
(expenser”.

Consequently, the operating income (loss) under GAAP would be as follows

Year ended December 3

2001 2002 2003

Adjusted NIS in thousands

Operating income (loss), as reported

under Israeli GAAI 106,22! 54,61¢ (23,700
Effect of (income) expenses from severance payd (271 98¢ (1,809
Effect of reclassification of capital gains undeSUGAAP 78 1,62¢ 56C
Effect of reclassification of impairment of fixed

assets under U.S. GA/ 177

Effect of reclassification of impairment of goodwwil
under U.S. GAAP (see also k belc (41,717




Operating income (loss) under U.S. GA 106,03: 57,22¢ (66,837
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NOTE 20- RECONCILIATION BETWEEN GENERALLY ACCEPTED ACCOUNTIN G PRINCIPLES IN ISRAEL AND IN THE
UNITED STATES (continued):

h. Statements of cash flows

1) Under Israeli GAAP, cash flows relating to investitsein, and proceeds from the sale of, marketadgargties designated
trading securities are classified as investingvais in the statements of cash flows, while unde3. GAAP, these items
should be classified as operating activities. @qguoently, the operating activities and investintivées under U.S. GAAP
would be as follows

Year ended December 3

2001 2002 2003

Adjusted NIS in thousands

Net cash provided by (used i

operating activitie 152,25 (235,39¢) (24,756
Net cash used in investing activiti (34,337 (28,56¢) (10,387
2) The Company presents its cash flow information,eurisraeli GAAP, exclusive of the effects of initat. The information

to be included under U.S. GAAP, with respect todffect of inflation on cash and cash equivalefuisthe years ended
December 31, 2001, 2002 and 2003 is presented b

2001 2002 2003

Adjusted NIS in thousands

Net cash provided by (used in) operating activi 193,28 (117,589 (55,915
Net cash provided by (used in) investing activi (34,720 (112,407 23,25(
Net cash provided by financing activiti 2,49¢ 135,54¢ 10,31¢
Effect of inflation on cash and cash equivale (40,639 (33,970 328

120,42:  (128,41) (22,02

Translation differences on cash balance

subsidiaries operating independe! (10 98 (3,969
Increase (decrease) in cash and cash equiv: 120,41: (128,31¢) (25,99)
Balance of cash and cash equivalents at beginning

of yeal 98,17, 218,58¢ 90,27:
Balance of cash and cash equivalents at end of 218,58t 90,27: 64,28:
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UNITED STATES (continued):

i. Liability for employee rights upon retirement, net of amount funded

Under Israeli GAAP, amounts funded with severarmefpnds and managerial insurance policies arealeddrom the related
severance pay liability. In addition, under Isr&AAP, the income from such funds is offset agageverance pay expens

Under U.S. GAAP, the amounts funded as above sHmifgresented as a long-term investment includezhgrthe Company’s
assets. Also, under U.S. GAAP, income from sevargoay funds and severance pay expenses are geeseiheir gross amounts
(see also note 1-g).

J. Restricted shares and options granted to employeesd restricted shares granted to no-employees of the Group
1) Restricted shares granted to the Group emplc
Under Israeli GAAP, the Company has not recogna®gdcompensation charge for its employee restristede award:

Under U.S. GAAP, as permitted by FAS 123 - “Accangtfor Stock-Based Compensation”, as amended by £48, the
Company accounts for the awards using the accautrgatment prescribed by Accounting Principle Bio@pinion No. 25-
"Accounting for Stock Issued to Employees” (APB 25). using the intrinsic-valueased method of accounting. The ve
of the restricted shares was determined basedeoménket price of the Company’s shares on theafageant, and was
recorded as unearned compensation, which is beiogtezed ratably over the vesting periods of thpligpble restricted
shares

In addition, under Israeli GAAP, dividends paidwiespect to such restricted shares are crediteztdmed earnings (i.e.
identical to the treatment of dividends with redgeardinary shares), while under U.S. GAAP, sdilidends are charged
to income as part of the compensation expenseingta the awards

Compensation expenses relating to such awardsegté&memployees for the years ended December 81, 2002 and
2003 were approximately adjusted NIS 11,188,00fusheld NIS 8,716,000 and adjusted NIS 6,829,0Gpeetively. Sinc
the Company’s awards are in the form of restristeares, compensation expenses calculated undietrihsic value
method also reflect the compensation expenses ttsnigir value method. Accordingly, no pro forméormation, as
prescribed by FAS 123, has been provided with i@dpesuch restricted shart
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UNITED STATES (continued):

2) Options granted to employe

Under Israeli GAAP, the Company does not recogaigecompensation charge for stock options gramteuniiployees,
other than cash amounts expected to be paid, wedin plans, upon expiration of the options @se note 12e’

Under U.S. GAAP, the Company accounts for emplm®teek-based compensation in accordance with Acaogint
Principles Board Opinion No. 25 - “Accounting failogk Issued to Employees” (APB 25) and relatedrprigations.
Charge for stock compensation represents the araticin of deferred compensation charges, whiclbased on the
aggregate differences between the respective sggpcice of stock options and purchase price @kst&tock
compensation is amortized over the vesting perfaddeunderlying options. For option plans, inchglifixed cash amounts
to be paid only upon expiration of the options, imiam total compensation costs are equal to thosie amounts

Under a “fixed plan”, compensation cost is measuatettie grant date and is fixed and not subsequedjusted. Under a
“variable plan”, the measurement date occurs #fiegrant date and compensation cost is estimaitdezorded each
period from date of grant to the measurement da®ed on the difference between the option pridetlae fair market valt
of the stock at the end of each peri

FAS No. 123 - “Accounting for Stock-Based Compeiustt established a fair value based method of asting for
employee stock options or similar equity instrunseand encourages adoption of such method for sttipensation
plans. However, it also allows companies to caito account for those plans using the accoumtéagment prescribed
by APB 25. The Company has elected to continuewatting for employee stock option plans accordmg®B 25, and
accordingly discloses pro forma data assuming thragainy had accounted for employee stock optiontgnasing the fair
value based method, as defined in FAS No.
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NOTE 20- RECONCILIATION BETWEEN GENERALLY ACCEPTED ACCOUNTIN G PRINCIPLES IN ISRAEL AND IN THE
UNITED STATES (continued):

3)

The following table illustrates the effect on metéme and earning per share assuming the groupgdpdiegd the fair value
recognition provisions of FAS 123 to its st-based employee compensati

Year ended
December 31
2003

Adjusted NIS
in thousands,

except for pel
share data

Net loss, as reporte (76,852
A d d- stock based employee compensation expe

included in reported net lo 2
L e s s — stock-based employee compensation expense

determined under fair value method for all e (30
Pro forma net los (76,88()
Earnings per shar

Basic and dilute— as reportet (9.97)

Basic and dilute- pro forma (9.97)

Restricted shares granted to -employees

Under Israeli GAAP, the Company has not recogna®gdcompensation charge for restricted sharesepdotnon-
employees

Under U.S. GAAP, the Company is required to measanepensation expense with respect to such awaatsegl to non-
employees based on the fair value model, accotditige provisions of FAS 123 and EITF 96-18 (“Acnting for Equity
Instruments that are Issued to Other than Emplofggescquiring, or in Conjunction with Selling, Gde or Service”).

In addition, under Israeli GAAP, dividends paidwiespect to such restricted shares are crediteztdmed earnings (i.e.
identical to the treatment of dividends with redgeardinary shares), while under U.S. GAAP, sdilidends are charged
to income as part of the compensation expenseingla the awards

Compensation expenses relating to such awardsegté&minon-employees were adjusted NIS 2,940,0@0u¢img NIS
2,892,000 relating to related parties), adjustef 84,000, and adjusted NIS 52,000 for the yearséb@cember 31, 2001,

2002 and 2003, respective
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k. Accounting for goodwill and other intangible asset:

1)

Under Israeli GAAP, goodwill is amortized in eqaanual installments over a period of 10 years.e0ifitangible asse
are amortized over a predetermined period baseldeinexpected useful life

For U.S. GAAP purposes, the Company has adoptedIEAS“Business Combinations”) and FAS 142 (“Godtamd
Other Intangible Assetsfpr business combinations initiated after June2B@1; for business combinations initiated prio
that date, the Company has applied FAS 141 and &30 the goodwill and other intangible assetstiy thereto, as of
January 1, 2002

One of the most significant changes made by FAS dd2pplicable to the Company, is that goodwé§@iting from the



acquisition of subsidiaries and associated compaisano longer to be amortized and is to be tefstennpairment at least
annually.

Prior to January 1, 2002 (except with respect &iress combinations initiated after June 30, 208d9dwill was amortize
on a straigl-line basis over a period of 10 yee

The Company has selected December 31 of each yé¢he aate on which it perform its annual goodimilpairment test

As described in note 2a(2), the Company has rezedra goodwill impairment charge with respect td Biid Mobipower
B.V., which represent separate reporting unitsdésrsraeli GAAP, goodwill impairment amounts tqueted NIS
36,304,000, while under U.S. GAAP, goodwill impaémt amounts to adjusted NIS 41,712,C
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2) The changes in the carrying amounts of goodwilltfieryear ended December 31, 2003, are as foll

Communications  Technology

segment segment Total

Adjusted NIS in thousands

Balance as of January 1, 2C 5,17z 5,17z
Additional amount paid,

carried to goodwill (see

notes 2a(2)(a), 2a(2)(b) and 2a(3)1  92,06¢ 2,17¢ 94,24
Differences from translation of

foreign currency financial

statements of subsidiaries

(see also o belov 1,46€ 1,46¢
Balance as of December 31, 2( 98,70¢ 2,17¢ 100,88:
Impairment losse (39,539 (2,179 (41,71)

Differences from translation of
foreign currency financial
statements of subsidiaries
(see also o belov (4,02)) (4,02))

Balance as of December 31, 2( 55,14¢ 55,14¢

3) The following table illustrates the Company’s atiasresults, under U.S. GAAP, adjusted to eliminageeffect of
goodwill amortization expense, including goodwiithvrespect to an associated company accountduyfire equity

method:
Year ended December 3
2001 2002 2003
Adjusted NIS in thousands
Net income (loss- under U.S. GAAF 51,71( 21,35 (76,857)
Add back:

Goodwill amortizatior 66
Goodwill amortization

included in share of profits

of associated compa 373

Net income (loss) under U.S. GA/-
as adjuste 52,14¢ 21,35 (76,857
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Year ended December 3

2001 2002 2003

Adjusted NIS

Earnings (loss) per sha- under U.S. GAAP

Basic- as reportel 7.3¢€ 2.94 (9.97)
Add back

Goodwill amortizatio 0.01

Goodwill amortization included in

share of profits of associated comp 0.0t

Basic- adjustec 7.4t 2.94 (9.97)

Diluted- as reporte: 6.84 2.7t (9.97)
Add back

Goodwill amortizatio 0.01

Goodwill amortization included in

share of profits of associated comp 0.0t

Diluted- adjustec 6. 2.7t (9.97)

4) Estimated amortization expenses of other intangibkets (see also note 7), for the years followiegember 31, 2003, are
as follows:

Adjusted NIS
in thousands

Year ended December 2
2004 1,67¢
2005 94¢

Derivative instruments and embedded derivative:

Under U.S. GAAP, the Group applied FAS 133 “Accangtfor Derivative Instruments and Hedging Actigdl, as amended by
FAS 137, FAS 138 and FAS 149. Under the provisafrSAS 133, the Group’s derivative instrumentsndo qualify for hedge
accounting

In addition, under U.S. GAAP, certain contractstaomembedded derivatives instruments. Such emiedelevatives are
separated under U.S. GAAP from the host contramsaacounted for as derivative instruments pursteaRAS 133 (as amended
by FAS 137, FAS 138 and FAS 149). Israeli GAAPgIpet contain such separation and measurementeeugnts. At Decemb
31, 2003 and 2002, the Company does not have ahgdoed derivatives outstandir
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Issuance of shares and capital notes by a developmistage subsidiary (Mobipower- formerly TPS)



Mobipower is mainly financed by funds from all ¢ Ehareholders, through capital notes. Theseatagites are linked to the
Israeli CPI and bear 4% annual interest. No regagrdate exists with respect to such notes. Uthdeterms of the agreement for
the capital notes any repayment of amounts relatéite capital note arrangements, including adjestsfor CPI and interest,
requires a majority shareholder vote and is reguinebe paid pro rata to the existing sharehold=ysimon stock interests at the
time of repayment. Accordingly, repayment of thital notes and any interest thereon, is at theediscretion of Baran, the
majority shareholde

Under Israeli GAAP, total proceeds from such issgamnere allocated to the shares issued based gath@lue, while the balance
was allocated to the capital notes. Interest espevas recorded with respect to such notes. Unh@rGAAP, in light of the
capital notes terms and conditions, as describedeglihe total proceeds from the issuance of starésapital notes are reflected
as minority interests in the Group’s consolidatedricial statements. Accordingly, the interestesges and credits to the minority
interest recorded under Israeli GAAP must be reagfer U.S. GAAP purpose

In addition, under Israeli GAAP, the issuance gfita notes in 2003 does not result in any gaimgedion, since such notes
classified as liabilities. Under U.S. GAAP, sinbe tapital notes are classified as equity in thsigiiary level, and since subsidit
is in development stage, the issuance of the dafitectly to resulted in gain, credited directtydapital surplus in the Group’s
consolidated financial statemer

Based on the above, hereunder is a table that stinesdhe effects of Mobipower’s capital notes loea Company’s consolidated
financial statements under Israeli GAAP and U.SABA

Year ended December 3

2001 2002 2003

Adjusted NIS in thousands

Income (loss) statement da
As reported under Israeli GAA
Financial income (expenses), 7,81¢ (17,125 (10,046

Minority interests in losses
subsidiaries, n 574 2,14: 2,49(

Under U.S. GAAF
Financial income (expenses), 8,52( (16,397) (9,167)

Minority interests in losses of
subsidiaries, n 264 1,80¢ 2,04(

Difference between Israeli and U.S. GA/
Increase in financial income, net fr

reversal of interest exper 70t 733 88t
Reduction in minority interest in losses
of subsidiaries, n¢ (310) (333 (450)
Adjustment “m” reflected in U.S. GAAP
reconciliatior 39t 40C 43t
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Year ended December 3

2002 2003

Adjusted NIS in thousands

Balance sheet dat
As reported under Israeli GAA

Capital notes issued to minol



22,38¢

(11,666

10,72:

70,83¢

85,50

82,78¢

86,57¢

16,397

(3,379

shareholders of a subsidi 19,06¢
Minority’s share in Mobipower’s capital
deficienc' (8,127
Capital notes issued to minority
shareholders of a subsidiary, 10,94¢
Shareholde’ equity:
Capital surplt 70,83t
Retained earnin 162,77:
Under U.S. GAAP
Capital notes issued to minor
shareholders of a subsidii -
Minority’s share in Mobipower’s equity
capital deficienc 52¢
Shareholde’ equity:
Capital surplu 77,25¢
Retained earnin 163,40:
Difference between Israeli and U.S. GAAP in
shareholde’ equity:
Adjustment “m” reflected in U.S. GAAP
adjustment 10,42¢
Included in tax effect of U.S. GAAP
adjustment (3,379
7,052

13,02«
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NOTE 20-
UNITED STATES (continued):

n. Inclusion of data for a proportionately consolidatel company (Meissne-Baran)

RECONCILIATION BETWEEN GENERALLY ACCEPTED ACCOUNTING PRINCIPLES IN ISRAEL AND IN THE

Under Israeli GAAP, the financial data of MeissBaran, included by the proportionate consolidati@thod in the Company’s
consolidated financial statements, is based ondvieisBaran’s financial statements prepared in &efjuNIS, under the provisions

of Opinion 36 of the Israeli Institut

Under U.S. GAAP, according to the provisions of F3% the functional currency of Meissner-Bararhis t).S. dollar.
Accordingly, the financial data of Meissner-Baranluded in the Company’s consolidated financiaiesteents, for U.S. GAAP
purposes, are remeasured from local currency (Mi8)its functional currency (U.S. dollar) usingsturical exchange rate

Following are data pertaining to Meissner-Bararsealaupon the Company’s holding percentage, asmiegben the Company’s

consolidated financial statements and the respeotineasured data under U.S. GA,

December 31

2002 2003

Adjusted NIS
in thousands

Balance sheet dat
As reported under Israeli GAA

Current asse 46,92 18,62¢
Fixed assets, r 97C 77E
Deferred income tax 13¢ 134



Totalasse 48,03 19,53t

Current liabilitie: 37,29¢ 9,48¢
Lon¢-term liabilities 38¢ 372
T o t al liabilitie 37,68: 9,861

Under U.S. GAAFP

Current asse 46,92F 18,62¢
Fixed assets, r 90¢€ 75¢
Deferred income tax 897 134

Totalasse 48,72¢ 19,51¢
Current liabilitie! 37,29¢ 9,48¢
Lon¢-term liabilities 1,14t 372

T ot al liabilitie 38,44( 9,861

Shareholder equity:

Israeli GAAF 10,35z 9,67¢
U.S. GAAF 10,28° 9,657
Adjustment‘n”) (65) ()]
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NOTE 20- RECONCILIATION BETWEEN GENERALLY ACCEPTED ACCOUNTIN G PRINCIPLES IN ISRAEL AND IN THE
UNITED STATES (continued):

Year ended December 3

2001 2002 2003

Adjusted NIS in thousands

Statement of income dal
As reported under Israeli GAA

Total revenue 283,13( 114,16: 12,54¢
Gross profi 39,04+ 14,74¢ 3,19¢
Income (loss) before taxes on

incomu 36,34« 11,29¢ (595)
Net income (los! 23,04 9,37: (68C)

Under U.S. GAAF

Total revenue 274,69( 117,48¢ 12,37
Gross profi 40,38: 16,98: 3,08t
Income (loss) before taxes on

incomu 34,64¢ 12,35( (209)
Net income (los! 21,33. 10,46: (161)

Difference between Israeli a
U.S. GAAI (1,709 1,091 51¢

Adjustmen”n” reflected in



U.S. GAAP reconciliatic (1,709 1,091 51¢

0. Translation of subsidiarie< financial statements

Under Israeli GAAP, balance sheet and income seteitems of investee companies, whose functiomakacy is other than NI¢
are translated by using the exchange rate at akimeet date (see also note 1t). Under U.S. GAARNce sheet items are
translated using the exchange rate at balance dagetwhile income statement items are translasaty the exchange rate at the
dates on which these elements are recognized ovelghted average exchange rate for the pe

Goodwill allocated to investee companies, whosetional currency is other than NIS, is translataajer Israeli GAAP, by using
the exchange rate at acquisition date, while ubd8r GAAP, goodwill is translated using the excharate at each balance sheet
date.
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NOTE 20- RECONCILIATION BETWEEN GENERALLY ACCEPTED ACCOUNTIN G PRINCIPLES IN ISRAEL AND IN THE
UNITED STATES (continued):

p. Litigation settlement with D.B.S. Satellite Service (1988) Ltd. “YES") (see also note 11a(1

As the result of a court settlement in February200was agreed between the Company and YES tB& Would be required to
pay the Company an amount of adjusted NIS 57,99] jadnstallments through 2004, which was equah#original amount of
YES’ accounts receivable, as recorded by the Cognathe normal course of business, and which wesipusly due
immediately. The installments are to be repaigdf2, 2003 and 2004, with the addition of linkagéedences.

Under Israeli GAAP, the above lo-term accounts receivable are recorded at theimaligmount (on an undiscounted bas

Under U.S. GAAP, in light of the above litigatioatdement, the Company adjusted its December 312 20d 2003 accounts
receivable, recorded in the normal course of bissine their estimated fair value in accordancé WiPB 21, using a discount rate
of 4%, resulting in recognition of a discount ofS\2,598,000 on the original accounts receivableamexpense in the same
amount. The Company recognizes this discountdarire over the repayment period (through Decembe?2(®14). The resulting
income recorded during the years 2002 and 2003 adjtssted NIS 1,432,000 and NIS 872,000, respdygti

g. Potential dilution in the Company's shareholding in associated companies as a resoftconvertible securities issued by ther

According to Israeli GAAP, under the provisions@pinion 48 of the Israeli Institute, an investongEany is required to create a
provision for losses, which it may incur from théution of its holding in associated companies, whige likelihood of the exercise
of the exercisable securities is probable. Und&. GAAP, such loss is recognized on the exerase.

r. Income taxes:
1) Taxes with respect to investments in associateceopbrtionately consolidated compan

As noted in note 1k(2), according to Israeli GAAd&Xxes that would apply in the event of disposaheéstments in th
above-mentioned companies have not been provideddat is the Company’s policy to hold these stugents, not to
realize them. Under U.S. GAAP, there is no sudmgption for equity investees and proportionatelysaidated
companies, and the Company needs to provide feref taxes with respect to the differences betwleeamounts of the
investments in these companies presented in thadial statements and those taken into accoumé@tgourposes
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NOTE 20 RECONCILIATION BETWEEN GENERALLY ACCEPTED ACCOUNTIN G PRINCIPLES IN ISRAEL AND IN THE
UNITED STATES (continued):

2) Tax benefit related to employee and -employee stoc-based award:

Under Israeli GAAP, the tax benefit resulting froime employee and non-employee sale of restrictazk $6 recognized in
the statement of income as a reduction of incomexpense. Under U.S. GAAP, the Company recogrizésrred tax



assets and the related tax benefit for the recordetpensation cost that ordinarily results in afetax deduction. Any
additional benefit actually realized is creditetedily to capital surplus

As of December 31, 2002 and 2003, deferred taxssseorded in the amount of adjusted NIS 14,238d&0@1 adjusted NI
14,606,000, respectively, exist with respect te thiS. GAAP difference

S. Company's share in Israeli- U.S. GAAP differences relating to associated comp#s

Following is a reconciliation of the Company’s shar the profits (loss) of its associated comparasgeported under Israeli
GAAP, to its share in such profits (loss), undes USAAP:

Year ended December 3

2001 2002 2003

Adjusted NIS in thousands

Share in profits (loss) of associated

companies, net, as reported ur

Israeli GAAF (1) 1,18 1,04( (617)
Effect of the treatment of the

following items under U.S. GAAI

Cancellation of reduction in

impairment provisio (2) (499
Employee sto-based award (390) (57¢€) (351)
Issuance of shares by a

development stage subsidi (87) (98)

Goodwill amortizatiol 12¢ 1,047
Tax effect in respect of Israe
U.S. GAAP difference 12C 10z 71
Other (17¢) 60 18
Share in profits (losses) of associa
companies, net, under U.S. GA 652 657 (330)
1) Before impairment provision with respect to inveshhin associated company, which was reclassifiader Israeli GAAP,

as part of share in profits (loss) of associatadmany.

2) Under Israeli GAAP, in accordance with Clarificatiblo. 1 of the IASB No. 15 (see also note 1e(4) @d), the Company
reduced the impairment provision in respect of ifN@stment in an associated company by adjust&d448,000 — in
respect of the losses for the period from July0D3through the end of the year. Under U.S GAARKJrovision cannot
be reversec
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NOTE 20- RECONCILIATION BETWEEN GENERALLY ACCEPTED ACCOUNTIN G PRINCIPLES IN ISRAEL AND IN THE
UNITED STATES (continued):

t. Recognition of profits on building contractual work

Under Israeli GAAP, profits from contractual workvblving the construction of buildings is recogmiZgy the percentage of
completion method, if the state of completion reeched at least 25% and certain other conditicmsnat.

Under U.S. GAAP, a completion rate of 25% is nofuieed in order to commence recognition of sucHimalthough it is
necessary to have the ability to make reliablaresteés regarding the stage of completion revenugsasts

No quantifiable U.S. GAAP difference exists asanfd for the years ended on, December 31, 2001, 2002003 in relation to tF
potential U.S. GAAP differenci

u. Investment in subsidiary of an acquired company degnated for sale

As stated in note 2a(2)(a), as of the acquisitiate @f BTI- November 14, 200- a subsidiary of BT| was designated as helc
sale.

Under Israeli GAAP, consolidation of a temporadbntrolled subsidiary is prohibited. Therefore, tomsolidated financit



statements do not include the assets and liakilitighe results of operations of the acquiredididry held for sale. Rather, this
subsidiary is presented in the balance sheet fiitgalue, less cost to sale, in a one line itemaestment in subsidiary designated
for sal¢”, among accounts receivab

Under U.S. GAAP, in accordance with the provisiohEAS 144 (“Accounting for the Impairment or Digao of Long-Lived
Assets”) a newly acquired subsidiary to be dispadduly sale, shall be recorded based on its fdireydess cost to sale, at the
acquisition date (as under Israeli GAAP); neverdhs) under U.S. GAAP, such subsidiary needs t@bsotidated in the
consolidated financial statements. The assetdianitities of the subsidiary to be disposed oflsha presented separately in the
asset and liability sections, respectively, in¢basolidated balance sheet. Following are the ndésses of assets and liabilitie:
the said subsidiary, classified as held for salefda¥cember 31, 200:

Adjusted NIS

in thousands

Current assetl 12,10¢

Current liabilities 7,841

Net amount as presented in the bale
sheet under Israeli GAA 4,267
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NOTE 20- RECONCILIATION BETWEEN GENERALLY ACCEPTED ACCOUNTIN G PRINCIPLES IN ISRAEL AND IN THE
UNITED STATES (continued):

V. Change from the cost method of accounting to the osolidation method

In November 2000, the Company invested adjusted49K5000 in the share capital of Mobipower B.Vpresenting 10 % of
Mobipower B.V.’s outstanding shares. Through tadber 31, 2002, the Company accounted for thisstment under the cost
method. Commencing from October 2002, as a restitte acquisition of a further 90% of the sharpgitzd of Mobipower B.V., in
consideration of adjusted NIS 2,178,000 in cashaatjdsted NIS 494,000 in loans, the Company chaitgedethod of accounting
for this investment from the cost method to thesodidation method

Under U.S. GAAP, a change from the cost methotieéacbnsolidation method requires adjustment ofittencial statement
retroactively in order to apply the equity methodhe prior cost basis investment (i.e. the 10%eshevestment), while under
Israeli GAAP, such adjustment is not accep

Without the additional acquisition, but after retctive application of the equity method, the bataas of December 31, 2002 of
10% investment in Mobipower B.V. stands at zeradér Israeli GAAP, the balance of the investmesyiresenting its cost basis,
amounts to adjusted NIS 494,000. In addition, utdl&. GAAP, the balance of the goodwill at Deceng 2002 with respect to
Mobipower is adjusted NIS 2,178,000, while undeaddi GAAP, it amounts to adjusted NIS 2,629,083. to impairment of the
goodwill in 2003, see k abov

The U.S. GAAP consolidated financial statementdtieryear 2001 have been adjusted retroactivaigftect the adoption of the
equity method

The effect of such adjustments on the consolidsta®ment of income (loss) for 2001, under U.S. BAK as follows

As previously As reported in
Effect of these financial
reported restatement statements

Adjusted NIS in thousands

Share in gains of associated

companie 652 (26€) 38¢€
Net income 51,97¢ (26€) 51,71(
EPS:

Basic 7.44 (0.04) 7.3¢



Diluted 6.8¢ (0.04) 6.8¢
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NOTE 20- RECONCILIATION BETWEEN GENERALLY ACCEPTED ACCOUNTIN G PRINCIPLES IN ISRAEL AND IN THE
UNITED STATES (continued):

w.

Guarantees

The Company has granted guarantees to a bankan é&its employees loans (see also note 19k)ofA3ecember 31, 2003 the
total amount guaranteed was NIS 283,t

Under U.S. GAAP in accordance with FIN 45, the Camprecognized the guarantees based of their d&ievof such guarantees
as of December 31, 2003 is NIS 2,970. There isush sequirement under Israeli GAA

Pro forma financial information

The following unaudited pro forma data summaribesresults of operations for the period indicatedf ¢he 02 and Mobipower
New B.V acquisitions had been completed as of #ggrining of the periods presented. The unauditedgsma data gives effe

to actual operating results prior to the NovembEr2D02 and October 30, 2002 acquisitions, resgagtiadjusted to include the
pro forma effect of adjustments, including amotiiaa of intangibles, deferred stock compensatiostg,cand the tax effects of the
pro forma adjustments. These pro forma amountsotipurport to be indicative of the results thatNdohave actually been
obtained if the acquisition had occurred as ofttbginning of the periods presented or that maytitaied in the future

Year ended December 3

2001 2002

Adjusted NIS
(in thousands,
except per share data

(Unaudited)

Revenue: 1,520,06: 1,093,131
Net loss for the yea

Net loss from continuing operatic (24,817 (138,23)

Net loss from discontinuing operatic (1,727) (14,757
Net loss for the yee (26,539 (152,989
Loss per share

Continuing operatior— basic and dilute: (3.39) (18.09)

Discontinuing operatior— basic and dilute: (0.29 (2.99
Loss per shar— basic and dilute (3.57) (20.02)
Weighted average numbers of shares issued and

outstanding-net of Company’s shares held by

subsidiaries used in computation of basiciegrn

per shar 7,452 7,64(C
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NOTE 20- RECONCILIATION BETWEEN GENERALLY ACCEPTED ACCOUNTIN G PRINCIPLES IN ISRAEL AND IN THE
UNITED STATES (continued):

y. Recently issued accounting pronouncement in the Ueid States of America:

1

2)

FAS 132

In December 2003, the FASB issued FAS 132 (revZ88) - “Employers’ Disclosures about Pensions @ttter
Postretirement Benefits, an amendment of FASB Biatés No. 87, 88 and 106, and a revision of FASBeBtent No. 132
(FAS 132 (revised 2003)). This statement revisegleyers’ disclosures about pension plans and gibstretirement
benefit plans. It does not change the measureangetognition of those plans. The new rules nexjadditional
disclosures about the assets, obligations, caslsfland net periodic benefit cost of defined bearmfinsion plans and other
postretirement benefit plar

Part of the new disclosures provisions are effeckiv the 2003 calendar yeand financial statements, and accordingly |
been applied by the Company in these consolidateadial statements. The rest of the provisionthisf Statement, which
have a later effective date, are currently beirgjueated by the Compan

FIN 46

In January 2003, the FASB issued FASB Interpreatalio. 46 - “Consolidation of Variable Interest Hies” (FIN 46).
Under FIN 46, entities are separated into two pajis: (1) those for which voting interests aredut determine
consolidation (this is the most common situatiamj &) those for which variable interests are usedtermine
consolidation. FIN 46 explains how to identify édle Interest Entities (VIEs) and how to determivieen a business
enterprise should include the assets, liabilithesy-controlling interests, and results of actigtad a VIE in its consolidated
financial statement:

Since issuing FIN 46, the FASB has proposed vargoasndments to the Interpretation and has defésedfective dates.
Most recently, in December 2003, the FASB issueglised version of FIN 46 (FIN 4B), which also provides for a part
deferral of FIN 46. This partial deferral estabéid the effective dates for public entities to N 46 and FIN 46-R
based on the nature of the variable interest eatitythe date upon which the public company bedauadved with the
variable interest entity. In general, the defepralvides that (i) for variable interest entitiesated before February 1, 2003,
a public entity must apply FIN 46-R at the endhd first interim or annual period ending after Madd, 2004, and may be
required to apply FIN 46 at the end of the firdeiim or annual period ending after December 1832 the variable
interest entity is a special purpose entity, anddi variable interest entities created afterukay 31, 2003, a public
company must apply FIN 46 at the end of the fingtrim or annual period ending after December 0832as previously
required, and then apply FIN -R at the end of the first interim or annual repatperiod ending after March 15, 20!

The Company has currently no variable intereseminVIE. Accordingly, the Company believes that dldeption of FIN 4
and FIN 4¢R will not have a material impact on its finangaisition, the results of its operations and and#ocash flows
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DETAILS OF SUBSIDIARIES, PROPORTIONATELY CONSOLIDAT ED COMPANIES,

PROPORTIONATELY CONSOLIDATED JOINT VENTURES AND ASS OCIATED COMPANIES

AS OF DECEMBER 31, 2003:

Percentage
Name of company shareholding
Subsidiaries:
Baran Projects Construction Ltd. (herea- Baran Constructior 10C
Baran Inbar Projects (1987) Ltd. (hereafter - InPagjects) — 99% owned
directly and 1% owned through Baran Constaic 10C
Baran Advanced Technologies (1986) Ltd. (herei Baran Technologies 10C
Baran Technology Products Management and Markétidg(hereafte- Baran Managemen
Management 10C
Baran Industries (91) Ltd. (hereaf- Baran Industries 10C
Baran International Energies Ltd. (herea- Baran Energies 10C
Baran- Raviv Telecom Ltd. (hereaft- Baran Raviv- 50% owned directl
and 50% owned through Baran Construc 10C
Yesodot Barniv Ltd. (since 200- through Baran Raviv Teleco 80
Baran Infrastructure and Construction Ltd. (heex- Baran Infrastructure 10C

Baran Engineering and Projects (1983) Ltd. (heee- Baran Engineering
(formerly— Baran Petrochemical Engineering Lt 10C



Enco Systems Projects (1997) Ltd. (heree Enco)- through Baran Industrie

A. Etzion Consultants and Engineers Ltd. (here« A. Etzion)- through Encc

Mobipower Ltd. (former TPS

InTime Software Systems Lt- through Baran Engineering (since 201

Mobipower B.V.- through Mobipower Ltd

B & W Projects Inc. (hereaft- B&W)

Barantec Inc. (hereaft- Barantec- through Baran Technologit

Notev Management and Operation Ltd. (heree Notev)

H.A.J.l. Ltd. (hereafte- H.A.J.1.) - through Baran Energie

Industrial Centers E.O.D. Ltd. (hereaf- E.O.D.)- through Baran Energie

Baran Group B.V. (hereaft- Group B.V.)- through Baran Grou

Baran Raviv (Netherlands) International B.V. (hétexa— Baran Raviv B.V.) -
through Baran Ravi

Baran Raviv Gmbt- through Baran Raviv B.\

LEAD Control Ltd.

Baran Raviv Telecom Afric- through Baran Ravi

Westmontage GmbH (hereaf- Westmontage- through Group B.V

Baran Raviv Telecom (Thailand) Limite through Baran Ravi

Baran Telecom Inc

Proportionately Consolidated Companies

Nejeva Holding B.V- through Group B.V

Nes-Pan Ltd. (hereafte- Nes-Pan)- through Baran Manageme

A.R.- A.D.LLR. Constructions Ltd. (hereaft- A.R.- A.D.ILR.)

Meissnel- Baran Ltd. (hereafte- Meissner- Baran)- through Baran Industrie

Baran Mer International Telecommunications, Tecbgy) Industry and Trade Ltd.
(hereafte- Baran Mer)- through Baran Ravi

Green Anchors Ltc- through Nas Pa

Carmel Desalination Limite

Mal Nes KFT - through Nes Pa

Proportionately Consolidated Joint Ventures:

A.A.B. Joint Venture“Nachshonim Proje” (hereafte- Nachshonim

Joint Venture Dagan Areas (herea- Dagan Areas

Associated Companies

Tefen Industrial Engineering and System Analysib (lhereafte- Tefen)- through
Baran Industrie

A.L.D. - Advanced Logistics Developments Ltd. (herea- A.L.D.)

1) Percentage of contr— 60%.

(2) Percentage of contr—50%.

3) Percentage of contr—33.3%
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VALUATION AND QUALIFYING ACCOUNTS

Three years ended December 31, 201

Column A Column B Column C Column D ColumnE  ColumnF  Column G
Additions in
respect of  Additions in
differences
from respect of

translation companies  Additions
of foreign consolidatec charged Deductions

Balance at currency to Balance
beginning financial for the cost and from at end
of year statements first time expense reserves of period
Description
Allowance for doubtful account
Adjusted NIS (in thousands):
Year ended December 31, 2( 304 2,37¢ 2,558
Year ended December 31, 2( 2,55¢ 7,18¢ (2,144 7,632




Year ended December 31, 2( 7,632 (559 284 (2,80%) 4,558

Valuation allowance for deferred tax

assets

Adjusted NIS (in thousands):
Year ended December 31, 2( (5,33¢) (5,67)) (11,00
Year ended December 31, 2( (11,007 (5,490 (16,495
Year ended December 31, 2( (16,497 (23,85() (40,347

Warranty provisior

Adjusted NIS (in thousands):
Year ended December 31, 2( 21,64 461 21,182
Year ended December 31, 2( 21,18: (25¢) 1,80¢ (11,96¢ 10,762
Year ended December 31, 2( 10,76: (7,23¢6) 3,526
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AUDITORS’ REPORT
To the Shareholders of
Tefen—Industrial Engineering And System Analysis Ltd.

We have audited the consolidated balance shedisfen — Industrial Engineering And System Analysi. (hereafter — the Company) as of
December 31, 2003 and 2002, and related consdlidé¢ements of income, changes in shareholdeuityeand cash flows for each of the three years
in the period ended December 31, 2003. These fiabstatements are the responsibility of the comfsaBoard of Directors and management. Our
responsibility is to express an opinion on thesarftial statements based on our audit.

We did not audit the financial statements of Td#8A Ltd. as of December 31, 2003 and 2002 anddoh ®f the three years in the period ended
December 31, 2003, which were prepared in accomdatith accounting principles generally acceptethemUnited States. We audited the adjustments
to convert such statements to generally acceptagliating principles in Israel for purposes of irgan in the consolidated financial statements. S€
financial statements reflect total assets of 44%48% of the related consolidated totals as of Bées 31, 2003 and 2002, respectively, and total
revenues of 58%, 64% and 49% of the related careeld totals for each of the three years in thivdeanded December 31, 2003, respectively.
Those statements were audited by other auditoosevteport thereon has been furnished to us, andpinion expressed herein, insofar as it relates t
the amounts included for Tefen USA. Ltd. under actimg principles in the United States, is basedlgmn the report of the other auditors.
Additionally, we did not audit the financial statents of Tefen Ltd. as of December 31, 2003 and 2B@Pfor each of the three years in the period
ended December 31, 2003, which were prepared rdacce with accounting principles generally aceé the United Kingdom. We audited the
adjustments to convert such statements to generedigpted accounting principles in Israel for pggsoof inclusion in the consolidated financial
statements. These financial statements refleat assets of 16% and 13% of the related consotidatals as of December 31, 2003 and 2002,
respectively, and total revenues of 18%, 16% arfd @6the related consolidated totals for each efttiree years in the period ended December 31,
2003, respectively. Those statements were aubitexther auditors whose report thereon has beeisfugd to us, and our opinion expressed herein,
insofar as it relates to the amounts included ffef Ltd. under accounting principles in the Unikédgdom, is based solely on the report of the othe
auditors.

We conducted our audits with auditing standardegaly accepted in Israel and in the United Stét&merica including those prescribed by the Isi
Auditors (Mode of Performance) Regulation, 1973o3éstandards require that we plan and perforraullé to obtain reasonable assurance about
whether the financial statements are free of materisstatement. An audit includes examining, ¢@sabasis, evidence supporting the amounts and
disclosures in the financial statements. An audit ancludes assessing the accounting principled asd significant estimates made by the company’s
Board of Directors and management, as well as atialythe overall financial statements presentatida believe that our audits, and the reports €
other auditors, provide a reasonable basis foopimon.

In our opinion, based upon our audits and on therte of the above-mentioned other auditors refetweabove, the financial statements referred to
above, present fairly, in all material respects, ¢bnsolidated financial position of the CompangfaBecember 31, 2003 and 2002 and the
consolidated results of operations, changes iresindders’ equity and cash flows for each of the¢hyears in the period ended December 31, 2003, in
conformity with accounting principles generally apted in (“GAAP”) Israel.

Accounting principles generally accepted in Isra@ly in certain respects from accounting princigleserally accepted in the United States as allowed
by item 18 to Form 20-F. The application of thedatvould have affected the determination of cadstéd income for each of the three years in the
period ended December 31, 2003, and the determimafishareholder’s equity as of December 31, 20@82002 to the extent summarized in our
letter dated March 22, 2004 in respect ther



As explained in note 2, the consolidated finansfatements referred to above are presented insvalljasted for the changes in the general purchasin
power of the Israeli currency, in accordance witbnpuncements of the Institute of Certified PuBlacountants in Israel.

Ramat-Gan, Israel,
March 22, 2004.

Sincerely yours,

LION, ORLITZKY & CO.
Certified Public Accountants (Isi
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Independent auditors Report to the Board of Directors
and Shareholders of Tefen Limited

We have audited the accompanying balance she@feh Limited as of December 31st, 2003 and 20@tlae related statements of operations and
changes in shareholder’s equity for the years emgEstmber 31st, 2003 and 2002. These financiarstits are the responsibility of the Company’s
management. Our responsibility is to express aniopion these financial statements based on outsaud

We conducted our audits in accordance with audaiagdards generally accepted in the United Statesse Standards require that we plan and
perform the audits to obtain reasonable assurdvmet avhether the financial statements are freeaienal misstatement. An audit includes examin
on a test basis, evidence supporting the amoudtslignlosures in the financial statements. An aaldib includes assessing the accounting principles
used and significant estimates made by managereniell as evaluating the overall financial preagoin. We believe that our audits provide a
reasonable basis for our opinion.

In our opinion, the financial statements refer@above present fairly, in all material respedts, financial position of Tefen limited as of Decesnb
31st, 2003 and 2002, and the results of its operatior the years ended December 31st, 2003, a@@ligGonformity with accounting principles
generally accepted in the United Kingdom.

St. Pal's House MOORE STEPHEN¢

London, EC4P 4BI
Chartered Accounts
Registered Audi

21st May 2004
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Independent auditors Report to the Board of Directors
and Shareholders of Tefen Limited

We have audited the accompanying balance she@efen Limited as of December 3% 2002 and 2001 and the profit and loss accouats) dow

statements and movements in shareholder’s fundhéoyears ended December®812002 and 2001. These financial statements anetponsibility
of the Company’s management. Our responsibilitg isxpress an opinion on these financial statenteged on our audits.

We conducted our audits in accordance with audigtagdards generally accepted in the United Statesse Standards require that we plan and
perform the audits to obtain reasonable assurdmmet avhether the financial statements are freeatenal misstatement. An audit includes examin
on a test basis, evidence supporting the amoudtslignlosures in the financial statements. An aaldib includes assessing the accounting principles
used and significant estimates made by managermeniell as evaluating the overall financial preagoih. We believe that our audits provide a
reasonable basis for our opinion.

In our opinion, the financial statements refer@above present fairly, in all material respedts, financial position of Tefen limited as of Decesnb
31st, 2002 and 2001, and the results of its operafionthe years ended Decembers812002, and 2001 in conformity with accounting piites
generally accepted in the United Kingdom.



St. Pal’s House MOORE STEPHEN¢

London, EC4P 4BI
Chartered Accountan
Registered Audito

27th April 2004
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Atkinson & Co., Ltd.
REPORT OF INDEPENDENT CERTIFIED PUBLIC ACCOUNTANTS

Board of Directors
Tefen USA, Ltd.

We have audited the accompanying balance sheetfehTUSA, Ltd. (a New Mexico Corporation) as of Bexber 31, 2001, and the related statements
of operations and retained earnings and cash flomthe year then ended. These financial statesremet the responsibility of the Company’s
management. Our responsibility is to express amiapon these financial statements based on adit.au

We conducted our audit in accordance with audist@gndards generally accepted in the United StdtAmerica. Those standards require that we plan
and perform the audit to obtain reasonable assarabout whether the financial statements are fregaterial misstatement. An audit includes
examining, on a test basis, evidence supportingutheunts and disclosures in the financial statesnefih audit also includes assessing the accounting
principles used and significant estimates made dyagement, as well as evaluating the overall filghstatement presentation. We believe that our
audit and the report of other auditors provideaso@able basis for our opinion.

In our opinion, based on our audit, the financiatesments referred to above present fairly, imalterial respects, the financial position of TeftBA,
Ltd. as of December 31, 2001, and the resultssajperations and its cash flows for the year tmeted in conformity with accounting principles
generally accepted in the United States of America.

Atkinson & Co., Ltd.

Albuquerque, New Mexico
February 21, 200

F-106

Atkinson & Co., Ltd.
REPORT OF INDEPENDENT CERTIFIED PUBLIC ACCOUNTANTS

Board of Directors
Tefen USA, Ltd.

We have audited the accompanying balance sheatfehTUSA, Ltd. (a New Mexico Corporation) as of Bexber 31, 2002, and the related statements
of operations and retained earnings and cash flonthe year then ended. These financial statesremet the responsibility of the Company’s
management. Our responsibility is to express amiapon these financial statements based on adit.au

We conducted our audit in accordance with audisitagndards generally accepted in the United Stdtdserica. Those standards require that we plan
and perform the audit to obtain reasonable assarabout whether the financial statements are fregaterial misstatement. An audit includes
examining, on a test basis, evidence supportingmheunts and disclosures in the financial statesaéat audit also includes assessing the accounting
principles used and significant estimates made ayagement, as well as evaluating the overall firgdustatement presentation. We believe that our
audit provides a reasonable basis for our opinion.

In our report dated February 12, 2003 we expreasampinion that the 2002 financial statementsyfgiresented the financial position, results of
operations, and cash flows in conformity with agding principals generally accepted in the Unitéat&s of America, except for effects of includin
proportional share of the assets, liabilities, rexes and expenses of its investee Tefen IT, LLGdesxribed in note A, the Company has changed its
method of accounting for this investment and restits 2002 financial statements to conform witbcamting principals generally accepted in the
United States of America. Accordingly, our presapinion on the 2002 financial statements, as ptesgdmerein, is different from that expressed in our
previous report



In our opinion, the financial statements refer@above present fairly, in all material respedts, financial position of Tefen USA, Ltd. as of
December 31, 2002, and the results of its operatom its cash flows for the year then ended ificzonity with accounting principles generally
accepted in the United States of America.

Atkinson & Co., Ltd.

Albuquerque, New Mexico
February 11, 2004
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Atkinson & Co., Ltd.
REPORT OF INDEPENDENT CERTIFIED PUBLIC ACCOUNTANTS

Board of Directors
Tefen USA, Ltd.

We have audited the accompanying consolidated balgineet of Tefen USA, Ltd. (a New Mexico Corpanalias of December 31, 2003, and the
related statements of operations and retainedreggind cash flows for the year then ended. Thmesecial statements are the responsibility of the
Company’s management. Our responsibility is toresp an opinion on these financial statements basedr audit.

We conducted our audit in accordance with audisit@gndards generally accepted in the United Stdtdmerica. Those standards require that we plan
and perform the audit to obtain reasonable assarabout whether the financial statements are fregaterial misstatement. An audit includes
examining, on a test basis, evidence supportingutheunts and disclosures in the financial statesnefih audit also includes assessing the accounting
principles used and significant estimates made dyagement, as well as evaluating the overall filmhstatement presentation. We believe that our
audit provides a reasonable basis for our opinion.

In our opinion the financial statements referredtiove present fairly, in all material respects, fthancial position of Tefen USA, Ltd. as of Dedmsr
31, 2003, and the results of its operations ancdaish flows for the year then ended in conformiithwaccounting principles generally accepted in the
United States of America.

Atkinson & Co., Ltd.

Albuquerque, New Mexico
February 11, 2004
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BAKER TILLY

OREN HOROWITZ

REPORT OF INDEPENDENT AUDITORS

To the shareholders of A.L.D Advanced Logistics Elepments Ltd..

We have audited the consolidated balance sheétd.dd Advanced Logistics Developments Ltd. (the f@gany”) as of December 31, 2003 and 2002
and the related consolidated statements of incoh@nges in shareholder’s equity and cash flowsdah of the three years in the period ended
December 31, 2003. These financial statementdareesponsibility of the Company’s Board of Dirgstand management. Our responsibility is to
express an opinion on these financial statemerssdoan our audits.

We did not audit the financial statements of thestdiary — Qualitest Ltd., whose assets includecbimsolidation constitute approximately 16% and
8% of the total consolidated assets as of DeceBibhe2003 and 2002 and whose revenues includednisotidation constitute approximately 40%, Z
and 18% of the total consolidated revenues foydas ended December 31, 2003, 2002 and 2001.iddmcial statements of this subsidiary were
audited by another independent auditors, whoset®have been furnished to us, and our opiniomfarsas it relates to amounts included for that
company, is based on the report of this indepenaieditors.

Further more, we did not audit the financial staata of the subsidiary — Sohar Inc., as of DecerBbe2003 and 2002 and for the three years ended
December 31, 2003 which were prepared in accordaitbeaccounting principles generally acceptechim tnited States. We audited the adjustments
to convert such statements to generally acceptaslating principles in Israel for purposes of irgin in the consolidated financial statements. &l



financial statements reflect total assets of 19% Ht% of the related consolidated totals as of Béoesr 31, 2003 and 2002, respectively, and total
revenues of 29%, 27% and 13% of the related cateteld totals for the three years ended Decembe&(8B, respectively. Those statements were
audited by other auditors whose report thereorbkas furnished to us, and our opinion expressegihénsofar as it relates to the amounts included
for Sohar Inc. under accounting principles in theted States, is based solely on the report obther

auditors.

We conducted our audits in accordance with audaiagdards generally accepted in Israel and itJthiged States, including those prescribed by the
Israeli Auditors (Mode of Performance) Regulatioh®73. Those Standards require that we plan arfidrpethe audit to obtain reasonable assurance
about whether the financial statements are fremaiérial misstatement. An audit includes examinarga test basis, evidence supporting the amounts
and disclosures in the financial statements. Aritausb includes assessing the accounting pringipted and significant estimates made by the
Company'’s Board of Directors and management, akagadvaluating the overall annual financial staete presentation. We believe that our audit
and the reports of other independent auditors pesva reasonable basis for our opinion.

In our opinion, based upon our audits and the tepifrthe other independent auditors referred tvabthe aforementioned financial statements
present fairly, in all material respects, the cdidsted financial position of the Company as of Beber 31, 2003 and 2002 and the consolidated
results of its operations, changes in shareholdegpsity and its cash flows for each of the thregrgén the period ended December 31, 2003, in
conformity with generally accepted accounting ppres (“GAAP”) in Israel.

Accounting principles generally accepted in Israly in certain respects from accounting princigleserally accepted in the United States and as
allowed by item 18 to the Form 20-F. The applicatd the latter would have affected the determoratf consolidated income for each of the three
years in the period ended December 31, 2003, anddtermination of shareholders’ equity as of Ddmam31, 2003 and 2002 to the extent
summarized in note 20 to the consolidated finarstetements.

As explained in note 2a, the consolidated finanstalements referred to above are presented ievaldjusted for the changes in the general
purchasing power of the Israeli currency, in acaag® with pronouncements of the Institute of GediPublic Accountants in Israel.

s / Oren Horowitz C.P.A (lsr)
March 23, 2004
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Goodrich, Goodyear & Hinds
An Accountancy Corporation

INDEPENDENT AUDITORS REPORT

The Board of Directors
SoHar, Inc.
Culver City, California

We have audited the accompanying balaheer of SoHar, Inc., as of December 31, 2003landelated statements of income, stockholders’
equity, and cash flows for the year then endedes&Hinancial statements are the responsibilith@Companys management. Our responsibility i
express an opinion on these financial statemerstsdoan our audit.

Except as discussed in the following geaph, we conducted our audit in accordance witlitig standards generally accepted in the United
States of America. Those standards require thatlareand perform the audit to obtain reasonaldarasce about whether the financial statements ar
free of material misstatement. An audit includeangining, on a test basis, evidence supportingtheunts and disclosures in the financial
statements. An audit also includes assessingctt®uating principles used and significant estimatesle by management as well as evaluating the
overall financial statement presentation. We belithat our audit provides a reasonable basisdoopinion.

As discussed in Note 8 to the financiatesnents, certain minority shareholders have ssbérat $55,000 in liabilities in excess of actual
obligations to related companies was recognizedarfinancial statements of the Company. The Campiisagrees with their interpretation. We
were unable to obtain sufficient audit evidencedetermine if the recorded liability was in excesthe actual obligations to the related companiés.
the $55,000 liability was not recognized, the Compsiincome, net of taxes, would increase approtefye531,000.

In our opinion, except for the effectsoich adjustments, if any, as might have been détethto be necessary had we been able to satisfy
ourselves about the items discussed in the pri@gpaph, the financial statements referred to alpogsent fairly, in all material respects, the ficial
position of SoHar, Inc., as of December 31, 2008, the results of its operations and its cash flfawshe year then ended in conformity with
accounting principles generally accepted in thetééhStates of America.

Long Beach, California
February 19, 200
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Goodrich, Goodyear & Hinds
An Accountancy Corporation

INDEPENDENT AUDITORS REPORT

The Board of Directors
SoHar, Inc.
West Covina, California

We have audited the accompanying balaheet of SoHar, Inc., as of December 31, 2002tlamdelated statements of income, stockholders’
equity, and cash flows for the year then endedes&Hinancial statements are the responsibilith@Companys management. Our responsibility i
express an opinion on these financial statemersscban our audit.

We conducted our audit in accordance waittiting standards generally accepted in the dritrates of America. Those standards require that
we plan and perform the audit to obtain reasonatdeirance about whether the financial statemeatse® of material misstatement. An audit
includes examining, on a test basis, evidence stipgadhe amounts and disclosures in the finarstalements. An audit also includes assessing the
accounting principles used and significant estisiatade by management as well as evaluating thalbfieancial statement presentation. We bel
that our audit provides a reasonable basis foopimion.

In our opinion, the financial statememgferred to above present fairly, in all materegpects, the financial position of SoHar, Inc.ofas
December 31, 2002, and the results of its opersidon its cash flows for the year then ended iricrority with accounting principles generally
accepted in the United States of America.

s / Goodrich, Goodyear & Hinds

Long Beach, California
March 15, 2003
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Windes & McClaughky
Accountancy Corporation
Certified Public Accountants & Consultants

INDEPENDENT AUDITORS REPORT

To the Board of Directors of
SoHar, Inc.

We have audited the accompanying balaheet of SoHar, Inc., as of December 31, 2001 lamdelated statements of income and
comprehensive loss, stockholders’ equity, and fasls for the year then ended. These financiakstaints are the responsibility of the Company’s
management. Our responsibility is to express amiapon these financial statements based on adit.au

We conducted our audit in accordance waittiting standards generally accepted in the dritrates of America. Those standards require that
we plan and perform the audit to obtain reasonasdeirance about whether the financial statemeatse® of material misstatement. An audit
includes examining, on a test basis, evidence stipgahe amounts and disclosures in the finarstaements. An audit also includes assessing the
accounting principles used and significant estismatade by management as well as evaluating thalbfieancial statement presentation. We bel
that our audit provides a reasonable basis foopimion.

In our opinion, the financial statemer@ferred to above present fairly, in all materedpects, the financial position of SoHar, Inc.ofas
December 31, 2001, and the results of its opersidon its cash flows for the year then ended iriczority with accounting principles generally
accepted in the United States of America.

Long Beach, Californi
February 19, 200
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PRICEVATERHOUSE( QOPERS

Kesselman & Kesselmar
Certified Public Accountants (Isr)
6 Yaski Street

Be'er Sheva 84222 Israel
Telephone +972-8-6277020
Facsimile +97-8-6276351

REPORT OF INDEPENDENT AUDITORS
To the shareholders of
QUALITEST LTD.

We have audited the balance sheets of Qualitesiihédeafter the Company) as of December 31, 2002 and 2003temnklated statements of incor
changes in shareholders’ equity and cash flowsd#ch of the three years in the period ended Deae&ih@003. These financial statements are the
responsibility of the Company’s Board of Directarsd management. Our responsibility is to expresspamon on these financial statements based on
our audits.

We conducted our audits in accordance with audgiagdards generally accepted in Israel and inrdaoge with the standards of the Public Comg
Accounting Oversight Board (United States), inchgdithose prescribed by the Israeli Auditors (MotiPerformance) Regulations, 1973. Those
standards require that we plan and perform thet &amdbtain reasonable assurance about whethdintrcial statements are free of material
misstatement. An audit includes examining, on aliasis, evidence supporting the amounts and digidg in the financial statements. The audit also
includes assessing the accounting principles usédignificant estimates made by the Company’s @o&Directors and management, as well as
evaluating the overall financial statement preg@aWe believe that our audits and the reportthefother independent auditors provide a reasenabl
basis for our opinion.

In our opinion, based on our audits, the finansiatements referred to above present fairly, imallerial respects, the financial position of the
Company as of December 31, 2002 and 2003 and shéis@f operations, changes in shareholders’ yauitl cash flows for each of the three years in
the period ended December 31, 2003, in conformitly accounting principles generally accepted iaésr

Accounting principles generally accepted in Iskasly in certain significant respects from accoumiiminciples generally accepted in the United State
of America and as allowed by Item 18 to Form 204ke application of the latter would have affectieel determination of net income for each of the
three years in the period ended December 31, 2003n#& determination of shareholders’ equity atddeiger 31, 2002 and 2003 to the extent
summarized in note 20 to the financial statements.

As explained in note 2, the financial statemenfisrred to above are presented in values adjustetiéochanges in the general purchasing power of
Israeli currency, in accordance with pronouncemefthe Institute of Certified Public Accountantslsrael.

Beer Sheva, Isra Kesselman & Kesselme
June 24, 200 Certified Public Accountants (Isi
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DEIOitte Brightman Almagor

1 Azrieli Center

Tel Aviv 67021

P.O.B. 16593, Tel Aviv 61164
Israel

Tel:  +972 (3) 608 5555
Fax: +972 (3) 609 4022

info@deloitte.co.il
INDEPENDENT AUDITORS® REPORT www.deloitte.com

To the Management Committee and Joint Venturer:
A.A.B. JOINT VENTURE - ABB SUSA / A. ARENSON / BARAN GROUP:

We have audited the accompanying balance she&#d8. JOINT VENTURE - ABB SUSA / A. ARENSON / BARN GROUP (the “Joint
Venture”) as of December 31, 2003 and 2002, andela¢ed statements of operations and cash flowséoh of the two years in the period ended
December 31, 2003 and for the period from incepffgoril 5, 2001) to December 31, 2001. These finanstatements are the responsibility of the
Joint Ventur’s management. Our responsibility is to expresspamian on these financial statements based on wditsa



We conducted our audits in accordance with audigiagdards generally accepted in Israel, incluttioge prescribed by the Israeli Auditors
Regulations (Mode of performance), 1973, as weihdke United States of America. Those standagdsire that we plan and perform the audit to
obtain reasonable assurance about whether thecfalatatements are free of material misstatenfemaudit includes examining, on a test basis,
evidence supporting the amounts and disclosuréifinancial statements. An audit also includesgssing the accounting principles used and
significant estimates made by management, as welaluating the overall financial statement prest@n. We believe that our audits provide a
reasonable basis for our opinion.

In our opinion, the financial statements refer@above, present fairly, in all material respettts,financial position of the Joint Venture as of
December 31, 2003 and 2002, and the results ohtipes and cash flows for each of the two yeathénperiod ended December 31, 2003 and for the
period from inception (April 5, 2001) to Decembdr, 2001, in accordance with accounting principlesegally accepted in Israel. Accounting
principles generally accepted in Israel vary intaersignificant respects from accounting principdenerally accepted in the United States of Araeric
The application of the latter would not have matiériaffected the determination of the Joint Vestst capital as of December 31, 2003 and 2002 or
net income for each of the two years in the peeioded December 31, 2003 and for the period fromption (April 5, 2001) to December 31, 2001.

As explained in Note 2A, these financial statemanéspresented in values adjusted for change®igeheral purchasing power of the Israeli currency,
in accordance with pronouncements of the Institdit€ertified Public Accountants in Israel.

Brightman Almagor & Co.
Certified Public Accountants
A member of Deloitte Touche Tohmatsu

Tel Aviv, Israel
March 7, 2004

Audit » Tax « Consulting ¢ Financial Advisory ¢ A member firm of
Deloitte Touche Tohmats
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Brightman Almgor Deloitte
& Touche

Independent Auditor’'s Report
To The Shareholders of
Meissner-Baran Ltd.

We have the accompanying balance sheets of Mei&aran Ltd. (“the Company”) as of December 31, 2808 2001 and the related statements of
operations, changes in shareholders’ equity and fbtaws for each of the three years in the periodezl December 31, 2002. These financial
statements are the responsibility of the CompaBgard of Directors and management. Our respontilidito express an opinion on these financial
statements based on our audits.

We conducted our audits in accordance with audgiagdards generally accepted in the United StdtAsnerica, and in Israel, including those
prescribed by the Israeli Auditors’ regulations @écof Performance), 1973. Those standards reduatesme plan and perform the audit to obtain
reasonable assurance about whether the finanatehs¢nts are free of material misstatement. Anténcudes examining, on a test basis, evidence
supporting the amounts and disclosures in the filahstatements. An audit also includes assesbhm@dcounting principles used and significant
estimates made by management, as well as evalubgrmyerall financial statements presentationbeleeve that our audits provides a reasonable
basis for our opinion.

In our opinion, the financial statements refer@above present fairly, in all respects, the finangosition of the Company as of December 31, 2002
and 2001 and results of its operations, its chaimgslareholders’ equity and its cash flows forreatthe three years in the period ended December
31, 2002, in conformity with accounting principlgsnerally accepted in Israel. Accounting princieserally accepted in Israel vary in certain
respects from accounting principles generally aezEp the United States of America. The applicatbthe latter would have affected the
determination of the results of operations of eicee years in the period ended December 31, 2002i@termination os shareholders’ equity and
financial position as of December 31, 2002 and 20®1he extent summarized in Note 18.

As explained in Note 2b, the aforementioned finahsiatements are presents in values adjustedhéges in the general purchasing power of the
Israeli currency, in accordance with Opinions & thstitute of certified Public Accountants in lska

s/Brightman Almagor & Co.
Certified Public Accountants
A member firm of Deloitte Touche Tohmatsu

Tel-Aviv, Israel
March 13, 200:
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ITEM 19. EXHIBIT INDEX

Exhibit

No. Description

1.1 Articles of Association of Baran (translation).¢bwporated by reference to Exhibit 3.1 of the Reegig's F-4 filed with the Commissic
on October 24, 2002). (:

1.2.1 Memorandum of Association of Baran, as amendedga¢ion). (Incorporated by reference to Exhibi 8f the Registrant’s F-4 filed
with the Commission on October 24, 2002).

3.1 Summary of Agreement among Ephraim Goldstein, Ahdiohtenstein, and Eli Peleg, Baran and Baran diries (91) Ltd., dated Ju
7, 1998. (Incorporated by reference to Exhibit 1df.the Registral’'s F-4 filed with the Commission on October 24, 2002).

3.2 Summary of Agreement among Dr. Zigmund BlovebardiBaran, dated January 31, 2000. (Incorporate@tgyence to Exhibit 10.5
of the Registrar's F-4 filed with the Commission on October 24, 2002).

4.1 Agreement and Plan of Merger, dated as of Jun8@®&,2among Baran Group Ltd., Baran Acquisition Sab,, and o2wireles
Solutions, Inc. (Incorporated by reference to Eittitil of the Registra’s F-4 filed with the Commission on October 24, 2003).

4.2 Amendment to Agreement and Plan of Merger, dategu&ti28, 2002 (Incorporated by reference to ExIZitit]1 of the Registrant’'s F-4
filed with the Commission on October 24, 2002).

4.3 Second Amendment to Agreement and Plan of MergegeddSeptember 17, 2002 (Incorporated by referenEghibit 2.1.2 of the
Registrar’s F-4 filed with the Commission on October 24, 2002).

4.4 Management Consulting Agreement, dated as of Jupe@(®, among Baran and o2wireless. (Incorporaye@terence to Exhibit 10.3
of the Registrar's F-4 filed with the Commission on October 24, 2002).

4.5 Documentation of Loan from Bank Hapoalim Ltd. tor&a(translation). (Incorporated by reference tbikix 10.6 of the Registra’s
F-4 filed with the Commission on October 24, 2003).

4.6 Documentation of Loan from Bank Leumi to Nes-Path. | dlated October 14, 2001 (translation). (Incoapent by reference to Exhibit
10.7 of the Registra’s F-4 filed with the Commission on October 24, 2002).

4.7 Documentation of Loan from Bank Leumi to BaranedafEebruary 10, 2002 (translation). (Incorporatgddference to Exhibit 10.8 «
the Registrar's F-4 filed with the Commission on October 24, 200%).

4.8 Rental Agreement between Nes-Pan Ltd. and Clalstnvents in Real Estate Ltd. (translation). (Incoaped by reference to Exhibit
10.9 of the Registra’s F-4 filed with the Commission on October 24, 2002).

4.9 Agreement dated February 21, 2002 between D.Bi8lli§aServices (1998) Ltd. and Baran Raviv Teladad. (translation)
(Incorporated by reference to Exhibit 10.10 of Remgistrar’s F-4 filed with the Commission on October 24, 2002).

4.10 Agreement dated March 7, 2000 among T.P.S. Telegafkystems Ltd., Baran, and Dor Chemicals Lt@n@tation). (Incorporated by
reference to Exhibit 10.11 of the Regist’s F-4 filed with the Commission on October 24, 2003).
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4.11 Agreement dated May 30, 2000 among T.P.S. Telepgqu®ystems Ltd., Baran, S.M.D. Progressive TeclyiesolLtd., Alron TPS LLC,
and Israel Investment LLC (translation). (Incorgedaby reference to Exhibit 10.12 of the Registsaht4 filed with the Commission
on October 24, 2002). (:

4.12 Warrant to Purchase Stock of o2wireless Solutibrts, (Incorporated by reference to Exhibit 10.13hef Registrant’s F-4 filed with the
Commission on October 24, 2002).

8.1 List of Baran subsidiaries. (Incorporated by refieesto Exhibit 21.1 of the Registr’s F-4 filed with the Commission on October :
2002). (*)

10.1 Certification of Chief Executive Officer pursuant18 U.S.C. Section 1350, as adopted pursuantdiioBe906 of the Sarbanes-Oxley
Act of 2002.

10.2 Certification of Chief Financial Officer pursuant18 U.S.C. Section 1350, as adopted pursuantdtioBe06 of the Sarbar-Oxley
Act of 2002.

(*) Incorporated by reference to the Registrantsn F-4 filed with the Commission on October 24020
SIGNATURES

The registrant hereby certifies that it meets fithe requirements for filing on Form 20-F and thdtas duly caused and authorized the undersitmed
sign this annual report on its behalf.

BARAN GROUP, LTD.

By: /s/ Meir Dor

Meir Dor
Chairman of the Board and Ch



Executive Officel

Date: June 28, 2004
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CERTIFICATIONS
I, Meir Dor, Chairman of the Board and Chief ExéeeitOfficer, certify that:

1. I have reviewed this annual report on Forr-F of Baran Group Ltd“the Compan”):

2. Based on my knowledge, this annual report doggontain any untrue statement of a materialdacimit to state a material fact necessary to make
the statements made, in light of the circumstanceer which such statements were made, not mislgadih respect to the period covered by this
annual report

3. Based on my knowledge, the financial statememd other financial information included in taisnual report, fairly present in all material rasp
the financial condition, results of operations aadh flows of the Company as of, and for, the mgsrjoresented in this annual rep:

4. The Company’s other certifying officer and ¢ aesponsible for establishing and maintainingld&ae controls and procedures (as defined in
Exchange Act Rules 13a-15(e) and 15d-15(e)) armdiriat control over financial reporting (as definedExchange Act Rules 13a-15(f) and 15d-15(f)
for the Company and hav

(a) Designed such disclosure controls and proesgar caused such disclosure controls and proesdoribe designed under our supervision, to
ensure that material information relating to therpany, including its consolidated subsidiariesna&de known to us by others within those entities,
particularly during the period in which this anhteport is being prepare

(b) [omitted in accordance with the guidance of S&&lease No. 3-8238];

(c) Evaluated the effectiveness of the Companigsldsure controls and procedures and presentindsimnnual report our conclusions about the
effectiveness of the disclosure controls and proces] as of the end of the period covered by timsial report based on such evaluation;

(d) Disclosed in this annual report any changiéénCompany’s internal control over financial rapuy that occurred during the period covered by
the annual report that has materially affecteds oeasonably likely to materially affect, the Caang's internal control over financial reporting; &
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5. The Company’s other certifying officer and Vbalisclosed, based on our most recent evaluafioriesnal control over financial reporting, to the
Compan's auditors and the audit committee of the Com’s board of directors (or persons performing thevedent functions)

(a) All significant deficiencies and material weakses in the design or operation of internal obotrer financial reporting which are reasonably
likely to adversely affect the Compé's ability to record, process, summarize and refpmnhcial information an

(b) Any fraud, whether or not material, that inved management or other employees who have aisagttifole in the Company’s internal control
over financial reporting

Date: June 28, 2004

/s/ Meir Dor

Meir Dor
Chairman of the Board, Chief
Executive Officel
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CERTIFICATIONS
I, Sasson Shilo, Vice President and Chief Finar@féiter, certify that:

1. I have reviewed this annual report on Forr-F of Baran Group Ltd.“the Compan”):



2. Based on my knowledge, this annual report dogégontain any untrue statement of a materialdacimit to state a material fact necessary to make
the statements made, in light of the circumstanceer which such statements were made, not mislgadih respect to the period covered by this
annual report

3. Based on my knowledge, the financial statememis other financial information included in thisnual report, fairly present in all material resp
the financial condition, results of operations aagh flows of the Company as of, and for, the pisrjgresented in this annual repi

4. The Company’s other certifying officer and ¢ aesponsible for establishing and maintainingldsae controls and procedures (as defined in
Exchange Act Rules 13a-15(e) and 15d-15(e)) armiriat control over financial reporting (as definedExchange Act Rules 13a-15(f) and 15d-15(f)
for the Company and hav

(a) Designed such disclosure controls and proesgur caused such disclosure controls and proesdorbe designed under our supervisiol
ensure that material information relating to therpany, including its consolidated subsidiariesn&de known to us by others within those entities,
particularly during the period in which this anhteport is being prepare

(b) [omitted in accordance with the guidance of S&&lease No. 3-8238];

(c) Evaluated the effectiveness of the Com|'s disclosure controls and procedures and presentai annual report our conclusions about
effectiveness of the disclosure controls and proces] as of the end of the period covered by timsial report based on such evaluation;

(d) Disclosed in this annual report any changdénCompan’s internal control over financial reporting thatomed during the period covered
the annual report that has materially affecteds oeasonably likely to materially affect, the Cang's internal control over financial reporting; &
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5. The Company’s other certifying officer and Vbalisclosed, based on our most recent evaluafioriesnal control over financial reporting, to the
Compan's auditors and the audit committee of the Com’s board of directors (or persons performing thevedent functions)

(a) All significant deficiencies and material weakses in the design or operation of internal obotrer financial reporting which are reasonably
likely to adversely affect the Compé's ability to record, process, summarize and refimhcial information an

(b) Any fraud, whether or not material, that inved management or other employees who have aisagttifole in the Company’s internal control
over financial reporting

Date: June 28, 2004

/s/ Sasson Shil

Sasson Shilo
Vice President of Finance,
Secretary
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