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Mer Telemanagement Solutions
In 1999, MTS captured the market for corporate management
c o mmunic a t i o n s s o l u t i o n s .
MTS is becoming the clear leader in Web-based Management Solutions for converged voice, VoIP, data and video.
MTS is giving Information Technology (IT) managers the critical centralized control they need to optimize communications
resources for the benefit of the entire organization and its valuable employees.
MTS provides its business partners, IT professionals, systems integrators and solution providers with vital, comprehensive
information, a high degree of optimization and centralized control over network usage and fault management. The
result is maximized network efficiency.
Serving as the recognized pioneer in integrating the PC into telemanagement solutions, with over 55,000 of its
flagship TABS (Telephone Accounting & Billing System) operating in 22 languages in more than 60 countries, MTS
has earned a reputation for delivering timely, responsive and innovative solutions.
Today MTS is setting the standards in converged communications management in partnership with the world's top
equipment manufacturers and software leaders, including Siemens, Philips, Ericsson, Lucent, RADVision, XACCT,
and other leading companies, positioning MTS at the frontier of Internet and converged voice and data solutions.
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Financial Highlights
Year ended December 31,

Statement of income data

Revenues
Gross profit
Research and development, net
Operating income (loss)
Net income (loss)
Diluted earnings (loss) per share
Average number of shares

(in thousands, except per share data)

1995

1996

1997

1998

1999

$ 6,253
4,711
1,225
1,098

$ 8,648
6,166
1,352
1,735

$ 10,012
6,749
1,911
1,319

$ 11,118
6,922
2,657
(1,548)

$ 12,780
9,643
3,491
373

$ 902
$ 0.28
3,269

$ 1,422
$ 0.43
3,269

$
$

($1,477)
( $ 0.31)
4,691

$ 4,492
$ 0.94
4,691

Year ended December 31,

Balance sheet data

Working capital
Total assets
Long-term debt
Shareholders’ equity

1,288
0.31
4,133

(in thousands)

1995

1996

$ 3,440
8,547
454
6,174

$ 2,906
10,518
42
6,539

$

1997

1998

1999

9,757
16,922
18
14,427

$ 8,586
15,889
12
12,972

$ 13,701
21,615
8
17,557
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Letter to the Shareholders
Dear Shareholders,
We are pleased to report that in 1999 MTS achieved a significant turnaround following the implementation of new
management structure.
This success is attributed to a strategic focus on our core business, expanded market presence, and directing our R&D
towards the new era of convergence in corporate communications. The results of this reorganization are reflected in a
strong growth in revenues and a return to profitability.
In 1999, revenues increased by 15.3 percent to $12.8 million, compared with $11.1 million for 1998. Net income for 1999
was $4.5 million, including a one-time capital gain of $4.075 million (net of tax of $1.075 millions), or $0.94 per share,
diluted, against a loss of $0.31 per share in 1998.

St re ng t he nin g M a r k e t P r e s e n c e
In 1999, we recorded several achievements which clearly strengthened our market position and presence. Particularly
satisfying was the growth in revenues from US-based customers, which increased by 45 percent to $1.6 million. The
accelerating transition of leading Fortune 500 companies to IP-based communications is a window of opportunity for
us. Critical massive marketing efforts will advance us towards our goal of market leadership in this field.
Our TABSweb solution is off to a promising start in the U.S. and Europe. In the U.S., we offer TABSweb, a web-based call
management system, in a service bureau configuration as well as an enterprise version. In 1999, the first sale in the US
was made to a most prestigious customer: the New York City Department of Education for all their sites. In Europe,
TABSweb is for large corporations and multi-site organizations. During the year, we deployed a TABSweb solution at
Gillette’s shared service center in Europe. Gillette has extensive experience with MTS solutions, and their choice of
TABSweb confirms their loyalty to our leading edge offerings.
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TABS Brasil Ltda., our Brazilian operation, is now a fully owned subsidiary, enabling us to assure the highest level of
service via our distribution channels for this fast growing market. By maintaining our own sales and support organization,
we have catalyzed our sales force to capture the large enterprise market, where our name is already established and
well-known. In 1999 a unique program was launched especially for the Brazilian market: the TABS leasing plan. The
program has generated considerable interest.

N ew C o o p e ra t i o n a n d Pa r t n e r s
In 1999, MTS teamed up with XACCT, the market leader in the emerging IP mediation market. The two companies will
integrate MTS solutions with the XACCTusage™ metering and mediation solution for IP networks. MTS will act as a copartner in applying XACCTusage™ as part of its total management solution for large-scale, converged voice and data
network operations.
Together with Netcom Systems, a Cisco Gold Partner, MTS achieved a unified voice and data solution using Cisco’s AVVID
architecture for facilitating converged communications. This integration is another driving force for MTS’s entry into
the network market.
We are also proud to announce another interoperability success this year—with RADVision’s solutions for VoIP products.
Our web-based call management solution has been successfully integrated with RADVision’s NGK-1000 Gatekeeper to
offer a complete view of a corporation’s communications resources.
These partnerships are positioning us where the market is moving: IP-based and convergent communications.

Dete rmining C o r e C o m p e t e n c i e s
Committed to refocusing MTS on its core communications technologies, we streamlined our product offerings, and,
during December 1999 sold our STS subsidiary to NICE Systems. We also separated from our parent holding company,
the Mer Group, and became a fully independent company.

Con v e rg ing w i t h t h e F u t u r e
Our mission is to lead the communications management market by providing advanced Web-based management solutions
for converged voice, VoIP, data and video. Just as we were leaders with our call management innovations for the PC,
we are now having an impact on these new emerging markets.

Our achievements this year have been the result of a massive, coordinated effort between
management and employees. We thank our staff, our customers and our shareholders for
their continued confidence in us.

Amir Rosenzweig
President & CEO

Chaim Mer
Chairman of the Board
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President & CEO
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Meeting the Demands of an Evolving,
Dynamic Market
The telemanagement industry is a natural offshoot of the PBX market. As corporations
allocated and invested increasing amounts of money in telecommunications equipment and
services, they needed some kind of control over the usage and performance of these systems.
The first call accounting market entries were mainframe-based.

The transition to PC control in the eighties,

led by the team that eventually grew into MTS, vastly facilitated control and reduced its
costs. The mid-nineties saw the emergence of LAN solutions operating in Windows environments, and capabilities for
managing extremely complex networks. At the end of the nineties, the trend towards web-based management, convergence
of voice, VoIP, data, and video and the increasing usage of Internet Protocol (IP) infrastructure has once again moved
the communications industry in new directions.
These changes are being complemented by larger transformations in the way the world does business. Globalization
makes it imperative that communications solutions be able to operate seamlessly and effectively in multiple environments.
Deregulation of the telecom industry is enabling corporations to pick and choose their service providers, and, as a
corollary, to seek tools that can help them accurately manage and assess the performance and cost-effectiveness of
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Web-Based Management

Cost-Effectiveness

C o n v e r g e n c e o f Vo i c e a n d D a t a

multiple service providers. Furthermore, with communications serving as the backbone of modern business, the number
of users and applications is rising, calling for enhanced Service Level Management.

At each of these stages of the evolution of the communications industry, MTS has been in
the forefront. MTS’s ability to anticipate and respond to emerging market demands has earned it a loyal customer
base worldwide and partnerships with the world’s leading system vendors. Through technological innovation and powerful
alliances, MTS is already strongly positioned with web-enabled applications and IP-driven solutions, and is responsive
to the needs of convergent networks.

MTS’s strategy is fine-tuned by technology leadership focused by in-depth, global market
presence. Operating in over 60 countries, MTS has a clear picture of market developments, and of the challenges faced
by IT managers. MTS solutions help them to gain and maintain control of every level of their organization’s communications
services. Using MTS solutions, IT managers can assure the performance of mission-critical services, allocate resources
more effectively, and choose the best service providers.

M T S A n t i c i p a t e s t h e Tr e n d s a n d D e l i v e r s F u l l y R e s p o n s i v e S o l u t i o n s
IP Networks

Deregulation

Globalization

Operating in over 60 countries
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Multiple Solutions for Multiple Applications
continues to be the world’s leading call management solution.
TABS enables IT managers to optimize their voice communication resources, bill by usage and reduce costs based on their
organization’s real calling patterns. Designed for single or multi-site enterprises, TABS for Windows registers and tracks
incoming/outgoing calls, trunk-to-trunk calls, conference calls, transfers and internal calls, including response time, and
provides comprehensive reports and graphs about each level: usage, statistics, and traffic analysis.

Fault Management System helps optimize system performance and supports
uninterrupted operations. The system easily handles multi-vendor environments, and a full gamut of applications
and technologies, including legacy systems, Voice Mails, SDH, and other network elements. TABSAlarm monitors the
customer’s system continuously and immediately contacts a technician when a problem is spotted, providing clear
information about the identified flaw. TABSAlarm gathers expert knowledge, creating a rich reservoir of expertise for
technicians in a comprehensive database. TABSAlarm is also offered to service bureaus who provide maintenance services
to large organizations.

puts the power of the Internet to work for the IT manager’s Telecommunications
needs . TABSweb is a centralized call management tool that collects, stores, prices and analyzes call information from
all employees and departments at multiple sites via a client/server architecture. The system can serve an unlimited number
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Network Usage

Vo I P

Multi-Site

Tr a c k i n g S o l u t i o n s

Vo i c e

Multi-User

of users through a standard web browser, with each user viewing his or her own access level. A simple, intuitive interface
supports powerful customized reporting and management views. Exceptions, abuse or misuse are instantly identified.
TABSweb also supports multiple organization hierarchies: by administrative, financial or other levels.

IP TRAK Unified Management System is a web-based communication management system for
traditional voice networks as well as for IP networks . It supports voice, VoIP, video and data
communications and interfaces with a broad variety of equipment, including PBXs, routers, gateways/gatekeepers and
firewalls. IP TRAK monitors the full gamut of communications: legacy phones, cellular phones, calling cards, web browsing,
e-mails, FTP and other network applications. IP TRAK combines the processed data into a single, unified management
solution, supporting coherent, advanced management and billing information. IP TRAK allows the IT manager to view
the corporations’ organizational tree and to receive data about all its levels and locations, and to generate comparative
analyses of accounts according to different parameters. IT managers can thus compare the allocation of resources and
their costs. In the emerging age of convergent networks, IP TRAK is the IT manager’s most important tool for optimizing
the communications environment of valuable employees, maintenance of Quality of Service (QoS), and identification of
organizational communication needs and trends. IP TRAK is also a powerful decision-support tool regarding the choice
of service providers.

MTS’s latest solutions are web-based, enabling monitoring and support from any site to optimize physical as well
as human resources while improving performance.

Convergence

Cor porate Billing
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Reaching Out Through
Diversified Channels
MTS markets its solutions through a variety of channels. In the US, Hong Kong, Brazil
and Israel, the company maintains direct sales offices. A network of local distributors are in place in
these countries and in other regions worldwide. MTS solutions are also sold through OEM and other supplier agreements
with leading vendors of telecom equipment and with telecom service providers. MTS has established agreements with
Lucent, Ericsson, Siemens, Philips, Nortel Networks, Alcatel, NEC, Harris, ECI and other manufacturers.

The MTS team works closely with its direct customers and partners to adapt its solutions
to their needs. MTS has demonstrated outstanding flexibility in adapting to new technologies and performance
demands. In terms of compatibility with multi-vendor environments and responsiveness to complex needs, MTS solutions
are unmatched in the market.
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A global presence enables MTS to anticipate market trends and to respond
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Management’s discussion and analysis
of financial condition and results of operations
The following discussion, as well as other sections of this Annual Report, contain various "forward-looking statements"
within the meaning of Section 27A of the Securities Act of 1933, as amended, and Section 21E of the Securities Exchange
Act of 1934, as amended. Such forward-looking statements reflect our current view with respect to future events and
financial results. Forward-looking statements usually include the verbs, "anticipate," "believe," "estimate," "expect," "intend,"
"plan," "project," "understand" and other verbs suggesting uncertainty. We remind shareholders that forward-looking
statements are merely predictions and therefore inherently subject to uncertainties and other factors and involve known
and unknown risks that could cause the actual results, performance, levels of activity, or our achievements, or industry
results, to be materially different from any future results, performance, levels of activity, or our achievements expressed
or implied by such forward-looking statements.
The following discussion and analysis should be read in conjunction with our Financial Statements and notes thereto included
elsewhere in this Report.

Ye a r E n d e d D e c e m b e r 31 , 1 9 9 9 C o m p a r e d t o Ye a r E n d e d D e c e m b e r 31 , 1 9 9 8
Revenues. Revenues consist primarily of product sales and revenues from services (including service center income, project
development, maintenance and support). Revenues increased 15.3 % to $12.8 million in 1999 from $11.1 million in 1998.
Cost of Revenues. Cost of revenues consists primarily of (i)production costs (including hardware, media, packaging, freight
and documentation); (ii)amortization of capitalized software; (iii)certain royalties and licenses payable to third parties
(including the OCS) and (iv)warranty and support costs for up to one year for end-users and for up to 18 months for
distributors. Cost of revenues decreased 26.0% to $3.1 million in 1999 from $4.2million in 1998, principally as a result
of the overall increase in sales of software products which have a lower cost than products which have a hardware component.
Gross margin (gross profit as a percentage of revenues) increased to 75.5% in 1999 from 62.3% in 1998. Our gross margin
increased in 1999 primarily as a result of the increase in sales of higher margin software products that do not have hardware
components. We expect that our gross margin will fluctuate on a quarterly basis due to the changing nature of our sales
and the timing of product introductions.
Selling and Marketing, Net. Selling and marketing expenses consist primarily of costs relating to promotion, advertising,
trade shows and exhibitions, compensation, sales support, travel and related expenses and royalties payable to the Israeli
Government's Marketing Fund. Selling and marketing expenses increased 8.0% to $4.2million in 1999 from $3.9million in
1998 as a result of our increased marketing efforts associated with increasing our sales to existing OEM customers and
with reaching agreements with new strategic partners. We believe that in 2000 our selling and marketing expenses will
increase as a result of increased marketing investments overseas.
Research and Development, Net. Research and development expenses consist primarily of salaries of employees engaged
in on-going research and development activities and other related costs. Grants from the OCS and the capitalization of
software development expenses are applied as reductions to total research and development costs to calculate net research
and development expenses. Net research and development costs increased 30.0% to $3.5 million in 1999 from $2.7million
in 1998, reflecting the increased expenses associated with the development of new products. We received royalty-bearing
grants from the OCS totaling $1.4 million in 1999 as compared to $1.3 million in 1998. We did not capitalize any software
development costs in 1999, compared to $216,000 in 1998. We expect that our research and development expenses will
increase in 2000 as we add technical personnel and expand our product offerings.
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General and Administrative. General and administrative expenses consist primarily of compensation costs for administration,
finance and general management personnel and office maintenance and administrative costs. General and administrative
expenses decreased 16.0% to $1.6 million in 1999 from $1.9 million in 1998, principally as a result of our efforts to decrease
expenses and increase efficiency.
Financial (Expenses) Income, Net. Financial expenses consist primarily of interest expense on bank debt and foreign currency
translation adjustments. As a result of interest income earned on the unused proceeds of our initial public offering and
the proceeds from the sale of our 100.0% owned subsidiary, STS Software Systems Ltd., to NICE System Ltd., we recorded
financial income of $35,000 in 1999 as compared to financial income of $147,000 in 1998.
Other Income. In December 1999, we sold STS Software Systems Ltd. to NICE System Ltd. for $4.7 million and warrants
to purchase 50,000 NICE ordinary shares at an exercise price of $40 per share. The total capital gain from the sale is $5,150
and the tax liability regarding the sale is $1,075.
Taxes on Income. In 1999 our tax expense was $1.3 million as compared to a tax expense of $84,000 in 1998. The increase
was principally attributed to capital gains tax we paid in connection with the sale of STS in 1999.
Equity Interest in Results of Affiliates. We recognize income and loss from the operations of our 50.0% owned affiliates,
Jusan S.A. and Silverbyte. In 1999, we recognized income of $211,000 and in 1998 we recognized income of $31,000 from
our equity interests in these affiliates.
Minority Interest. For a period in 1998 we recognized the minority shareholders' interests in the income of STS, our then
69.33% owned subsidiary. In September 1998, we acquired the remaining 30.66% interest in STS, which was subsequently
sold.
Net Income. As a result of the foregoing, net income increased to $4.5 million or $0.94 per Ordinary Share on a diluted
basis for the year ended December 31, 1999 as compared to a loss of $1.5 million or ($0.31) per Ordinary Share on a diluted
basis for the year ended December 31, 1998.

Ye a r E n d e d Dec emb er 31 , 1 9 9 8 C ompar e d to Ye a r Ende d De ce mbe r 31, 1997
Revenues. Revenues increased 11.0% to $11.1 million in 1998 from $10.0 million in 1997.
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Cost of Revenues. Cost of revenues increased 28.5% to $4.2 million in 1998 from $3.3 million in 1997, principally as a
result of the overall increase in sales and an increase in OEM sales which have a lower gross profit margin.
Gross margin (gross profit as a percentage of revenues) decreased to 62.3% in 1998 from 67.4% in 1997. Our gross margin
declined in 1998 primarily as a result of the increased level of sales to OEMs, which sales have a lower gross profit margin.
Selling and Marketing, Net. Selling and marketing expenses increased 54.0% to $3.9 million in 1998 from $2.5 million in
1997 as a result of our increased marketing efforts associated with increasing our sales to existing OEM customers and with
reaching agreements with new OEM customers.
Research and Development, Net. Net research and development costs increased 39.0% to $2.7 million in 1998 from $1.9†
million in 1997, reflecting the increased expenses associated with the development of new products and the upgrading of
our Windows products. We received royalty-bearing grants from the OCS totaling $1.3 million in 1998 as compared to $1.3
million in 1997. We capitalized $216,000 of software development costs in 1998, compared to $912,000 in 1997.
General and Administrative. General and administrative expenses increased 94.0% to $1,893,000 in 1998 from $975,000
in 1997, principally as a result of costs attributable to a decision to write off certain doubtful customers debts.
Financial (Expenses) Income, Net. As a result of interest income earned on the unused proceeds of our initial public
offering, we recorded financial income of $147,000 in 1998 as compared to financial income of $53,000 in 1997.
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Taxes on Income. In 1998 we had a tax expense of $84,000 as compared to a tax benefit of $52,000 in 1997. The tax
benefit in 1997 consisted of benefits in respect to previous years and as a result of the increased tax benefit from its
Approved Enterprises.
Equity Interest in Results of Affiliates. We recognize income and loss from the operations of our 50.0% owned affiliates,
Jusan S.A. and Silverbyte. In 1998, we recognized income of $31,000 from our equity interests in our affiliates as compared
to a loss of $112,000 in 1997, reflecting an improvement in the operations of Jusan and Silverbyte.
Minority Interest. In 1997 and for a period in 1998 we recognized the minority shareholders' interests in the income of
STS, our then 69.33% owned subsidiary. In September 1998, we acquired the remaining 30.66% interest in STS. In 1998,
we recognized a minority interest of $23,000 from the income allocated to the minority shareholders in STS as compared
to income of $24,000 in 1997. In 1997 and in 1998 we recorded 100% of the losses of our 74% owned subsidiary, Telegent
Ltd., since we were required to give a limited guarantee to Telegent's banks when the minority shareholders of Telegent
determined not to give guarantees to such banks.
Net Income. As a result of the foregoing, net income decreased to a loss of $1.5 million or ($0.31) per Ordinary Share for
the year ended December 31, 1998 as compared to income of $1.3 million or $0.32 per Ordinary Share for the year ended
December 31, 1997.

Li q u i d i t y a n d C apit al R esourc es
At December 31, 1999, we had $8.6 million in cash and cash equivalents and working capital of $13.7 million as compared
to $1.2 million in cash and cash equivalents and $8.6 million in working capital at December 31, 1998. A substantial part
of the increase in cash and cash equivalents and working capital is due to our sale of STS.
One of the principal factors affecting our working capital is the payment cycle on sales. As our sales increase, our accounts
receivable are likely to increase proportionally. Payment for goods shipped is generally received from 90 to 100 days after
shipment. Any material change in the aging of our accounts receivable could have an adverse effect on our working capital.
We have no significant financial commitments outstanding other than those relating to the development and introduction
of new products and a $750,000 bank guarantee that we provided in connection with our sale of STS. We anticipate that
our cash on hand and cash flow from operations will be sufficient to meet our working capital and capital expenditure
requirements for at least 12 months. Thereafter, if we do not generate sufficient cash from operations, we may be required
to obtain additional financing. There can be no assurance that such financing will be available in the future, or, if available,
will be on terms satisfactory to us.
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Report Of Independent Auditor To The Shareholders
Of Mer Telemanagement Solutions Ltd.

We have audited the accompanying consolidated balance sheets of MER Telemanagement Solutions Ltd. ("the
Company") and its subsidiaries as of December 31, 1998 and 1999, and the related consolidated statements of
operations, changes in shareholders' equity and cash flows for each of the three years in the period ended December†
31, 1999. These financial statements are the responsibility of the Company's management. Our responsibility is to
express an opinion on these financial statements based on our audits.
We conducted our audits in accordance with generally accepted auditing standards in the United States. Those
standards require that we plan and perform the audit to obtain reasonable assurance about whether the financial
statements are free of material misstatement. An audit includes examining, on a test basis, evidence supporting
the amounts and disclosures in the financial statements. An audit also includes assessing the accounting principles
used and significant estimates made by management, as well as evaluating the overall financial statement presentation.
We believe that our audits provide a reasonable basis for our opinion.
In our opinion, the consolidated financial statements referred to above present fairly, in all material respects, the
consolidated financial position of the Company and its subsidiaries as of December 31, 1998 and 1999, and the
consolidated results of their operations and cash flows for each of the three years in the period ended December†
31, 1999, in conformity with generally accepted accounting principles in the United States.
13

KOST FORER & GABBAY

Tel-Aviv, Israel

A Member of Ernst & Young International

February 6, 2000
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Mer TelemanagementSolutions
Ltd.Consolidated Balance
Sheets U.S. Dollars In Thousands
December 31,

1998

1999

1,155

$ 8,624

3,500

3,694

3,600

2,367

771

61 5

-

79

Other receivables and prepaid expenses

622

587

Deferred income taxes (Note 13)

382

353

Inventories (Note 3)

732

478

Total current assets

10,762

16,797

1,045

1,306

Long-term loans to related parties (Note 5)

149

-

Severance pay fund (Note 11)

591

693

Other

117

777

1,902

2,776

Cost

3,223

3,388

Less - accumulated depreciation

1,430

1,798

1,793

1,590

929

443

503

9

1,432

452

$ 15,889

$ 21,615

ASSETS
CURRENT ASSETS:
Cash and cash equivalents

$

Short-term deposits
Trade receivables (net of allowance for doubtful accounts of $ 605 and
$ 755 at December 31, 1998 and 1999, respectively)
Receivables from the Government of Israel for grants and participations
Related parties

LONG-TERM INVESTMENTS:
Investments in affiliates (Note 4)
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Total long-term investments
FIXED ASSETS (Note 6):

OTHER ASSETS:
Capitalized software development costs, net (Note 7)
Goodwill (net of accumulated amortization of $ 50 and $ 1 at
December 31, 1998 and 1999, respectively)
Total other assets
Total assets
The accompanying notes are an integral part of the consolidated financial statements
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Consolidated Balance Sheets
U.S. Dollars In Thousands
December 31,

1998

1999

LIABILITIES AND SHAREHOLDERS' EQUITY

CURRENT LIABILITIES:
Short-term bank credit and current maturities of long-term loans (Note 8)

$

274

$

6

Trade payables

563

592

Related parties

72

-

Accrued expenses and other liabilities (Note 9)

1,267

2,498

Total current liabilities

2,176

3,096

Long-term loans net of current maturities (Note 10)

12

8

Deferred tax liabilities (Note 13)

33

155

Accrued severance pay (Note 11)

696

799

Total long-term liabilities

741

962

LONG-TERM LIABILITIES:

15
CONTINGENT LIABILITIES AND COMMITMENTS (Note 12)
SHAREHOLDERS' EQUITY (Note 15):
Share capital Authorized: 12,000,000 Ordinary Shares of NIS 0.01 par value;
Issued and outstanding: 4,691,049 shares at December 31, 1998 and 1999.
Additional paid-in capital
Accumulated other comprehensive loss
Retained earnings
Total shareholders' equity
Total liabilities and shareholders' equity
The accompanying notes are an integral part of the financial statements.
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15

12,228

12,228

(167)

(74)

896

5,388

12,972

17,557

$ 15,889

$ 21,615

Consolidated Statements Of Operations
U.S. Dollars In Thousands (Except Per Share Amounts)
Year ended December 31,

1997

1998

1999

$ 10,012

$ 11,118

$ 12,780

Cost of revenues

3,263

4,196

3,137

Gross profit

6,749

6,922

9,643

Selling and marketing, net

2,544

3,920

4,186

Research and development, net (Note 17d)

1,911

2,657

3,491

975

1,893

1,593

Total operating expenses

5,430

8,470

9,270

Operating income (loss)

1,319

(1,548)

373

53

147

35

Gain on sale of a subsidiary (Note 1)

-

-

5,150

Income (loss) before taxes on income

1,372

(1,401)

5,558

(52)

84

1,277

1,424

(1,485)

4,281

(112)

31

211

Minority interest

(24)

(23)

-

Net income (loss)

$ 1,288

$(1,477)

$ 4,492

Basic earnings (loss) per share (Note 15f)

$

0.32

$ (0.31)

$

0.96

Diluted earnings (loss) per share (Note 15f)

$

0.31

$ (0.31)

$

0.94

Revenues (Note 17)

Operating expenses:

General and administrative

Financial income, net (Note 17e)

Taxes on income (tax benefit) (Note 13i)
16
Equity in earnings (losses) of affiliates

Earning (loss) per share:

The accompanying notes are an integral part of the financial statements.
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Statements Of Changes In Shareholders' Equity
U.S. Dollars In Thousands

Share
capital

Balance as of January1, 1997

$

11

Additional
paid-in
capital

$

5,524

Accumulated
other
comprehensive
loss

$

(81)

Retained
earnings

$

Total
comprehensive
income (loss)

1,085

Total
shareholders’
equity

$

6,539

Other comprehensive income, net of taxes:
Foreign currency translation adjustment

-

-

(108)

-

-

-

-

1,288

$

Total other comprehensive loss, net
Net income

Balance as of December31, 1997

(108)

(108)

Total comprehensive income
Issuance of shares, net

(108)
1,288

1,288

$ 1,180
4

6,704

-

-

6,708

15

12,228

(189)

2,373

14,427

-

-

22

-

Other comprehensive income, net of taxes:
Foreign currency translation adjustment

$

22

Total other comprehensive income, net
Net loss

-

-

-

(1,477)

Total comprehensive loss
Balance as of December 31, 1998

22

22
(1,477)

(1,477)

$ (1,455)
$ 15

$ 12,228

$ (167)

-

-

93

$

896

$ 12,972

Other comprehensive income, net of taxes:
Foreign currency translation adjustment

-

Total other comprehensive income, net
Net income

93

93

93
-

-

-

4,492

Total comprehensive income
Balance as of December 31, 1999

$

4,492

4,492

$ 4,585
$ 15

$ 12,228

$ (74)

The accompanying notes are an integral part of the financial statements.
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$ 5,388

$ 17,557

17

Consolidated Statements Of Cash Flows
U.S. Dollars In Thousands
Year ended December 31,

Cash flows from operating activities:
Net income (loss)
Adjustments to reconcile net income (loss) to
net cash provided by operating activities:
Gain on sale of a subsidiary
Equity in losses (earnings) of affiliates
Minority interest
Depreciation and amortization
Deferred taxes, net
Increase in accrued severance pay, net
Decrease (increase) in trade receivables
Decrease (increase) in receivables from the
Government of Israel for grants and participations
Decrease (increase) in other receivables and
prepaid expenses
Decrease in inventories
Increase (decrease) in trade payables
Increase in accrued expenses and other liabilities
Other
Net cash provided by operating activities
18

Cash flows from investing activities:
Proceeds from sale of fixed assets
Investment in short-term deposit
Purchase of fixed assets
Capitalization of software development costs
Long-term loans granted
Acquisition of subsidiary (a)
Additional investment in a subsidiary
Proceeds from realization of investment in
a subsidiary net of cash in this subsidiary
at the time it ceased being consolidated (b)
Net cash provided by (used in) investing activities

The accompanying notes are an integral part of the financial statements.
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1997

1998

1999

$ 1,288

$ (1,477)

$ 4,492

112
24

(31)
23

(5,150)
(211)
-

916
(89)
63
(826)

1,128
(28)
2
557

977
130
24
1,148

(580)

152

89

(706)
114
(47)
38
-

345
425
131
257
(10)

101
257
99
1,803
(4)

307

1,474

3,755

(2,571)
(490)
(912)
(125)
-

13
(929)
(437)
(216)
(17)
(316)

14
(194)
(359)
(13)

-

-

4,710

(4,098)

(1,902)

4,158

Consolidated Statements Of Cash Flows
U.S. Dollars In Thousands
Year ended December 31,

1997

1998

1999

(399)
(1,292)
(454)
6,684

393
93
(19)
-

(151)
(276)
6
(10)
-

4,539

467

(431)

-

-

(13)

748
368

39
1,116

7,469
1,155
$ 8,624

Cash flows from financing activities:
Changes in related parties account, net
Short-term bank credit, net
Proceeds from long-term loans
Repayment of long-term loans
Proceeds from issuance of shares, net
Net cash provided by (used in) financing activities
Effect of exchange rate changes on cash and cash equivalents
Increase in cash and cash equivalents
Cash and cash equivalents at the beginning of the year
Cash and cash equivalents at the end of the year

$ 1,116

$

1,155

Supplemental disclosure of cash flows activities:
Cash paid during the year for:
Interest

$

120

$

87

$

25

Income taxes

$

407

$

248

$

174

Non-cash financing information:

19

Shares issued in exchange of shares in subsidiary

The accompanying notes are an integral part of the financial statements.
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$

324

$

-

$

-

Consolidated Statements Of Cash Flows
U.S. Dollars In Thousands
Year Ended December 31,

1997

(a) Acquisition of subsidiary:
Working capital (excluding cash)

$

(49)

Fixed assets

(84)

Investments in affiliate upon acquisition

417

Minority interest

44

Excess of equity over cost upon acquisition

(328)
$

Year Ended December 31,

1999

(b) Proceeds from realization of investment in a subsidiary
net of cash in this subsidiary at the time it ceased being consolidated:
Working capital (excluding cash)

$ (336)

Other investments

20

(700)

Fixed assets, net

98

Other assets, net

473

Liability in respect of severance pay

(25)

Foreign currency translation adjustment
Gain on sale of a subsidiary

50
5,150
$ 4,710

The accompanying notes are an integral part of the financial statements.
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Notes to Consolidated Financial Statements
U.S. Dollars In Thousands
NOTE1:

OR G A NIZATION A ND OP ERAT IONS

MER Telemanagement Solutions Ltd. ("the Company" or "MTS") was incorporated on December 27, 1995. The Company designs,
develops, markets and supports a comprehensive line of telecommunication management solutions that enable business
organizations and other enterprises to more effectively manage their communication resources. The Company's products
include call accounting and management products, toll fraud detection systems and private branch exchange ("PBX") fault
management systems.
These products are designed to provide telecommunication and information technology managers with tools to reduce
communication costs, recover charges payable by third parties, detect and prevent abuse and misuse of telephone networks
and detect hardware and software faults in telecommunications networks and generate telecommunications usage information
for use in the management of an enterprise.
MTS markets its products worldwide through distributors, business telephone switching systems manufacturers and vendors,
PTTs (post, telephone and telegraph authorities) and its direct sales force. Several international PBX manufacturers market
the Company's products as part of their PBX selling efforts or on an original equipment manufacturer ("OEM") basis. During
the years ended December 31, 1997, 1998 and 1999, the Company's distributor in Germany, Pfordt Electronics GMBH ("Pfordt"),
accounted for approximately 9%, 5% and 8%, respectively, of the Company's revenues. In 1998, the agreement with Pfordt
was renewed. According to the new agreement, Pfordt will be the sole and exclusive distributor in Germany for an unlimited
period. The Company provides a warranty for a period of 12 months from the date of delivery to Pfordt. MTS will not be liable
for any losses or damages resulting to Pfordt or its customers, either directly or indirectly, beyond the aggregate of Euro 690
or Euro 115 for each individual case. This warranty applies to contracts signed subsequent to February 5, 1999.
MTS will pay Pfordt a 10% commission on their transactions in Germany, which are not executed through Pfordt.
During 1997, the Company started to sell products to new OEM's - Philips, Siemens and Ericsson. For information concerning
the Company's principal markets and customers (OEM'S), see Note 17(a) and 17(c).

21
The Company was a subsidiary of C. Mer Industries Ltd. ("C. Mer").
During 1997, the Company completed an initial public offering raising approximately $ 6,384, net of offering expenses.
During 1999, C. Mer distributed the Company's shares as dividend to C. Mer's shareholders, therefore since August 1999, C.
Mer is no longer the parent company.
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Notes to Consolidated Financial Statements
U.S. Dollars In Thousands
Transactions of subsidiary
During July 1999, C. Mer completed the distribution of the Company's shares, which were held by C. Mer, (71.5%) to C. Mer's
shareholders. The distribution was carried out in proportion to their holdings in C. Mer, in a manner that each shareholder
in C.Mer received 1 share per two shares held.
In September 1997, the Company acquired an additional 29.33% interest in S.T.S. in exchange for 41,779 Ordinary Shares of
the Company. After the acquisition, the Company held 69.33% of the outstanding shares of S.T.S. The total consideration for
the above shares was $324 measured according to the fair value of S.T.S. at the acquisition date.
In addition, the Company granted the former shareholders of S.T.S a loan in the total amount of $140. The loan is for 30
months, non-interest bearing and is recorded at present value of the maturity date, calculated at an annual interest rate of
5.5%. As a collateral for the loan, the former shareholders of S.T.S have placed 41,779 Ordinary Shares in escrow.
The acquisitions have been accounted for under the purchase method of accounting and, accordingly, the purchase price has
been allocated to the underlying assets and liabilities based upon their respective fair values as estimated by management
at the date of acquisition.
Goodwill is being amortized by the straight - line method over a period of 10 years.
Unaudited proforma data of the Company, as if the acquisition of STS had been effected at January 1, 1997, is as follows:

Year ended December 31,

22

1997

Revenues

$ 10,530

Net income

$

1,267

Earnings per share (basic)

$

0.31

Earnings per share (diluted)

$

0.30

In September 1998, the Company acquired the remaining 30.66% of minority interest of STS,
for a total consideration of $ 316.
In December 1999, the Company sold its shares in S.T.S. to a third party for a total consideration
of approximately $ 4,700.
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Notes to Consolidated Financial Statements
U.S. Dollars In Thousands
In addition, the Company received 50,000 warrants of the third party at an exercise price of $ 40 per share. The shares of
the third party are traded on Israel Stock Exchange and NASDAQ. The warrants are recorded at fair value, as part of the sale
of the shares of S.T.S.
The total capital gain from the sale is $ 5,150. The tax liability regarding the sale is $ 1,075.
The Company provided a bank guarantee in favor of the third party in connection with the sale of S.T.S. for one year in a
total amount of $ 750.

N OT E 2 : -

S I G NIFIC A NT A C C OU NT ING POL ICIES

The consolidated financial statements have been prepared in accordance with generally accepted accounting principles in
the United States ("U.S. GAAP").
a.

Use of estimates:
The preparation of financial statements in conformity with generally accepted accounting principles requires
management to make estimates and assumptions that affect the amounts reported in the financial statements and
accompanying notes. Actual results could differ from those estimates.

b.

Financial statements in United States dollars:
The majority of the Company's and certain subsidiaries sales are made outside Israel in U.S. Dollars ("dollars"). In
addition, a substantial portion of Company's costs are incurred in dollars. Since the dollar is the primary currency
of the economic environment in which the Company and certain of its subsidiaries operate, the dollar is its functional
and reporting currency. Accordingly, monetary accounts maintained in currencies other than the dollar are remeasured
using the applicable foreign currency exchange rate at balance sheet date. Operational accounts and non-monetary
balance sheet accounts are measured and recorded at the exchange rate in effect at the date of the transaction. The
effects of foreign currency remeasurement are reported in financial expenses, net. For affiliates and certain other
subsidiaries, the functional currency has been determined to be the local currency, and therefore, assets and liabilities
are translated at year-end exchange rates; statement of operations items are translated at average rates prevailing
during the year. Such translation adjustments are recorded as a separate component of shareholders' equity.

c.

Principles of consolidation:
The consolidated financial statements include the accounts of the Company and its subsidiaries (see Note 18).
Significant intercompany balances and transactions have been eliminated in consolidation.
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Notes to Consolidated Financial Statements
U.S. Dollars In Thousands
d.

Inventories:

Inventories are stated at the lower of cost or market value. Cost is determined as follows:
Raw materials

- on the "first in, first out" method.

Finished products

- Raw materials

- on the "first in, first out" method.

- Labor and overhead

- on the basis of actual manufacturing costs.

e.

Investment in affiliates:
Investment in companies in which the Company can exercise significant influence, are presented using the equity method
of accounting.
Goodwill is amortized in equal annual installments over 10 years, commencing with the acquisition date.

f.

Fixed assets:
Fixed assets are stated at cost. Depreciation is calculated using the straight-line method, over the estimated useful
lives of the assets, at the following annual depreciation rates:
%
Real estate
Computers and peripheral equipment
Office furniture and equipment

24

Motor vehicles
Leasehold improvements
g.

2.5
25 - 33
6 - 20
15
Over the term of the lease agreement

Goodwill:
Goodwill is amortized in equal annual installments over 10 years, commencing on the date of acquisition.

h.

Research and development costs:

Research and development costs net of grants received are charged to income as incurred. Statement of Financial Accounting
Standards ("SFAS") No. 86 "Accounting for the Costs of Computer Software to be Sold, Leased or Otherwise Marketed", requires
capitalization of certain software development costs subsequent to the establishment of technological feasibility.
Based on the Company's product development process, technological feasibility is established upon completion of a working
model. Costs incurred by the Company between completion of the working model and the point at which the product is ready
for general release have been capitalized.
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Notes to Consolidated Financial Statements
U.S. Dollars In Thousands
Capitalized software costs are amortized by the greater of: (i) ratio of current gross revenues from sales of the software
to the total of current and anticipated future gross revenues from sales of that software or (ii) the straight-line method
over the remaining estimated useful life of the product (not greater than three years). The Company assesses the recoverability
of this intangible asset by determining whether the amortization of the asset over its remaining life can be recovered
through undiscounted future operating cash flows from the specific product
i.

Royalty-bearing grants:
Royalty-bearing grants from the Government of Israel for funding certain approved research projects and for funding
marketing activity are recognized at the time the Company is entitled to such grants, on the basis of the related
costs incurred.

j.

Income taxes:
Taxes on income for all periods presented have been computed on the basis of income tax rates applicable to the
Company.
The Company accounts for income taxes, in accordance with SFAS No. 109, "Accounting for Income Taxes". This
statement prescribes the use of the liability method whereby deferred tax asset and liability account balances are
determined based on differences between financial reporting and tax bases of assets and liabilities and are measured
using the enacted tax rates and laws that will be in effect when the differences are expected to reverse. Valuation
allowances are established to reduce deferred tax assets to the amounts expected to be realized.
The Company has permanently re-invested profits resulting from its "approved enterprise" status. Accordingly, no
deferred taxes were recorded in respect of these profits.

k.

25

Revenue recognition:
The Company generates revenues from sales of products or from licensing the rights to use its software products.
Costs related to insignificant vendor obligations, primarily telephone support, are accrued upon shipment and are
included in the cost of revenues.
Revenues from software license agreements are recognized, in accordance with Statement Of Position (SOP) 97-2
"Software Revenues Recognition", as amended, upon delivery of the software when collection is probable; all license
payments are due within one year, the license fee is otherwise fixed or determinable, vendor-specific evidence exists
to allocate the total fee to the elements of the arrangement and persuasive evidence of an arrangement exists.
Revenues from annual maintenance and services are recognized ratably over the term of the agreement or at the time
that services are rendered.
Deferred revenues include unearned amounts received under maintenance and support contracts, and amount billed
to customers but not recognized as revenues.
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Notes to Consolidated Financial Statements
U.S. Dollars In Thousands
In December 1998, the AICPA issued Statement Of Position 98-9 ("SOP 98-9"), "Modification of SOP 97-2, Software Revenue
Recognition, With Respect to Certain Transactions". SOP 98-9 amends SOP 98-4 to extend the deferral to the application of
certain passages of SOP 97-2 provided by SOP 98-4 through fiscal years beginning on or before March 15, 1999. All other
provisions of SOP 98-9 are effective for transactions entered into in fiscal years beginning after March 15, 1999.
l.

Warranty and support costs:
The Company provides free warranty and support for up to one year for end-users and up to 14 months for the "OEM"
distributors. A provision is recorded for probable costs in connection with these services based on the Company's
experience.

m.

Cash equivalents:
The Company considers all highly liquid investments originally purchased with maturities of three months or less to be
cash equivalents.

n.

Short-term deposits:
Short-term deposits are bank deposits with maturities of more than three months but less than one year. The deposits
are in dollars and bear interest at an average rate of 5.5%. The short-term deposits are presented at their cost, including
accrued interest.

o.

Fair value of financial instruments:
SFAS No. 107, “Disclosure About Fair Value of Financial Instruments”, requires disclosures about the fair value of financial
instruments.
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The following methods and assumptions were used by the Company in estimating its fair value disclosures for financial
instruments:
Cash and cash equivalents and short-term deposits - The carrying amount reported in the balance sheet approximates
its fair value due to the short-term nature of these financial instruments.
Short-term debt and long-term loans - The carrying amounts of the Company's borrowings under its short-term credit
and long-term agreements approximate their fair value due to the variable interest rates these financial instruments
bear.
It was not practical to estimate the fair value of the Company's investments in Ordinary Shares of non-public affiliates
because of the lack of a quoted market price and the inability to estimate the fair value of each one without incurring
excessive costs. The $1,045 and $ 1,036 carrying amounts at December 31, 1998 and 1999, respectively, represents the
original cost plus the Company's equity in the earnings or losses of the affiliates since the dates of acquisition, which
management believes is not impaired.
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Notes to Consolidated Financial Statements
U.S. Dollars In Thousands
p.

Concentrations of credit risk:
Financial instruments that potentially subject the Company to concentrations of credit risk consist principally of cash
and cash equivalents, short-term deposits and trade receivables. Cash and cash equivalents and short-term deposits
are deposited with major banks in Israel and major banks in United States and Hong Kong. Such deposits may be in
excess of insured limit. Management believes that the financial institutions that hold the Company's investments are
financially sound, and, accordingly, minimal credit risk exists with respect to these investments. The Company's current
trade receivables are mainly derived from sales to customers in the United States and Europe (see Note 17c). The
Company performs ongoing credit evaluations of its customers. The allowance for doubtful accounts is determined
with respect to specific debts that are doubtful of collection.

q.

Stock-based compensation:
The Company grants stock options for a fixed number of shares to employees with an exercise price equal to the fair
value of the shares at the date of grant. The Company accounts for stock option grants in accordance with Accounting
Principles Board ("APB") Opinion No. 25, "Accounting for Stock Issued to Employees", and, accordingly, recognizes
no compensation expense for the stock option grants. The pro-forma information with respect to the fair value of
the options is provided in accordance with the provision of SFAS No. 123 (see Note 15).
In accounting for warrants granted to those other than employees, the provisions of SFAS 123, "Accounting for Stock
Based Compensation", were applied. The fair value of these warrants was estimated at the grant date, using the Black
Scholes option pricing model.

r.

Basic and diluted earnings (loss) per share:
Basic earnings (loss) per share is computed based on the weighted average number of Ordinary Shares outstanding
during each year. Diluted earnings per share is computed based on the weighted average number of Ordinary Shares
outstanding during each year, plus the dilutive potential of Ordinary Shares considered outstanding during the year,
in accordance with FASB Statement No. 128, "Earnings Per Share".
All outstanding stock options have been excluded from the calculation of the diluted loss per Ordinary share because
all such securities are anti-dilutive for the year ended December 31, 1998. The total number of shares related to the
outstanding option excluded from the calculation of diluted net loss per share was 898,630 for the year ended
December 31, 1998.

s.

Segment reporting:
The Company adopted SFAS No. 131, “Disclosures About Segments of an Enterprise and Related Information”, in 1997.
SFAS No. 131 supercedes SFAS No. 14, replacing the “industry segment approach” with the “management approach”,
whereby companies report financial and descriptive information about their operating segments. Operating segments
are revenue-producing components of the enterprise for which separate financial information is produced internally
and are subject to evaluation by the chief operating decision-maker in deciding how to allocate resources to segments
(see Note 17).
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Notes to Consolidated Financial Statements
U.S. Dollars In Thousands
t.

Impact of recently issued accounting standards:
In June 1998, the Financial Accounting Standards Board issued Statement of Financial Accounting Standards No. 133
(”SFAS 133”), “Accounting for Derivative Instruments and Hedging Activities”. The Statement establishes accounting
and reporting standards requiring that every derivative instrument (including certain derivative instruments embedded
in other contracts) be recorded in the balance sheet as either an asset or liability measured at its fair value. The
Statement also requires that changes in the derivative’s fair value be recognized currently in earnings, unless specific
hedge accounting criteria are met. Special accounting for qualifying hedges allows a derivative’s gains and losses to
offset related results on the hedged item in the income statement, and requires that a company must formally document,
designate and assess the effectiveness of transactions that receive hedge accounting. SFAS 133 is effective for fiscal
years beginning after June 15, 2000, and cannot be applied retroactively. The Company does not expect the adoption
of this accounting pronouncement to have a material effect on its financial position or results of operations.

N OT E 3 : -

I N V E N TO R I E S

December 31,

1998

Raw materials
Finished products

N OT E 4 : 28

1999

$

493
239

$

274
204

$

732

$

478

INV ESTMENTS IN A FFIL IAT ES

December 31,

Equity, net

1998

1999

823

$ 1,133

544
322

544
371

222

173

$ 1,045

$ 1,306

$

Goodwill:
Original amount
Accumulated amortization
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Notes to Consolidated Financial Statements
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N OT E 5 : -

L O N G - T E R M L O A N S TO R E L AT E D PA R T I E S

December 31,
Loans to related parties

(1)

Linkage basis

1998

1999

U.S. $

$ 149

$(1) 153

As of December 31, 1999, the loans are presented as current maturities of long-term loans in other
receivables and prepaid expenses.
The loans were granted to former shareholders in a subsidiary without interest for a period of 30 months and
are to be repaid in one payment during 2000. The loans are presented at present value.

N OT E 6 : -

FIXED ASSETS

December 31,

1998

Cost:
Real estate
Computers and peripheral equipment
Office furniture and equipment
Motor vehicles
Leasehold improvements

$

Accumulated depreciation:
Real estate
Computers and peripheral equipment
Office furniture and equipment
Motor vehicles
Leasehold improvements

Depreciated cost

862
1,623
260
346
132

1999

$

862
1,630
340
394
162

3,223

3,388

116
1,066
122
83
43

115
1,290
201
136
56

1,430

1,798

$ 1,793

$ 1,590

Depreciation expenses for the years ended December 31, 1997, 1998 and 1999 were $ 362, $ 454 and $ 456, respectively.
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N OT E 7 : -

C A PITA LIZED SOFTWA RE DEVEL OPM ENT COST S

December 31,
Cost
Less - accumulated amortization

1998

1999

$ 3,189
2,260

$ 3,189
2,746

$

$

929

443

Amortization expenses for the years ended December 31, 1997, 1998 and 1999,
were $ 554, $ 674 and $ 486, respectively.

NOTE 8:SHORT-TERM BANK CREDIT AND CURRENT MATURITIES
OF LONG-TERM LOANS
December 31,

Weighted interest rates

Bank credit (linked to the U.S. $)
Current maturities of long-term loans

%
7

1998

1999

$

268
6

$

6

$

274

$

6

The total line of credit available to the Company as of December 31, 1999 and 1998 is $ 450.
30

N OT E 9 : -

A C C R U ED EXPENSES A ND OT HER L IABIL IT IES

December 31,

1998

Employees and payroll accruals
Income tax payable
Accrued expenses
Warranty and support costs
Deferred revenues

$

680
41
401
33
112

$ 1,267
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1999
$

682
803
870
32
111

$ 2,498

Notes to Consolidated Financial Statements
U.S. Dollars In Thousands
N OT E 10 : - L ONG -TER M LOA NS NE T OF CURRENT M AT URIT IES
December 31,

1998

Loan from others (1)
Less - current maturities

1999

$

18
6

$

14
6

$

12

$

8

$

6

$

6

Aggregate maturities subsequent to
the balance sheet date:
First year (current maturities)
Second year
Third year

$

(1)

6
6

8
-

12

8

18

$

14

In NIS, linked to the Israeli consumer price index (CPI) and bearing an interest at the rate of 7% maturing
serially from 1999-2001.

N OT E 11 : - S EV ER A NC E PAY
The Company's liability for severance pay, pursuant to Israeli law, is fully accrued. Employee insurance policies are
purchased to cover a portion of this liability. Since these policies are owned by the Company, the cash value of these
policies at each year end is recorded as an asset of the Company and included in Severance Pay Funds in the balance
sheet. Severance pay expense net of increase in net cash value of insurance policies, for the years ended December
31, 1997, 1998 and 1999 was $ 69, $ 10 and $ 78, respectively.
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N OT E 1 2 : - C O N T I N G E N T L I A B I L I T I E S A N D C O M M I T M E N T S
a.

Lease commitments:
1. The facilities of the Company and its subsidiaries are rented under operating leases for periods
ending in 2002.
Future minimum lease commitments under non-cancelable operating leases at
December 31, 1999 are as follows:
2000
$ 312
2001
312
2002
125
$ 749
Rent expenses for the years ended December 31, 1997, 1998 and 1999 were approximately
$ 244, $ 288 and $ 278, respectively.
2. In April 1998, the Company's U.S. subsidiary, MTS Inc. relocated its operations to office
premises in New Jersey at an annual rental of $ 104. MTS Inc. has in turn leased its New York
City space to a third party at an annual rental of $ 190.
Future minimum leasing fees, to be received under non-cancelable operating leases at December
31, 1999, are as follows:
2000
2001
2002

32

$ 190
190
16
$ 396

b.

Guarantees:
The Company provided bank guarantee for one year in favor of a third party in connection with
the sale of S.T.S. Software Ltd. in a total amount of $ 750 (see also Note 1).
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c.

Royalty commitments:
1. The Company is committed to pay royalties to the Government of Israel on proceeds from
sales of the products resulting from the research and development projects in which the
Government participated up to the amount received by the Company.
In the event that development of a specific product in which the Chief Scientist participated
is successful, the Company will become obligated to repay the grants through royalty
payments at the rate of 3% to 5% based on the sales revenues of the Company, up to
100%-150% of the grant received linked to the exchange rate of the U.S. dollar. As of
December 31, 1999, the Company has a contingent liability to pay royalties in the amount
of $ 6,333.
The outstanding balance of grants received after January 1999 are subject to interest equal
to the 12 month LIBOR rate.
The Company has expensed royalties relating to the repayment of such grants in the amount
of $ 183, $ 265, and $ 302, for the years ended December 31, 1997, 1998 and 1999,
respectively.
2. The Israeli Government, through the Fund for Encouragement of Marketing Activities,
awarded C. Mer and the company grants for participation in marketing expenses overseas.
The Company is committed to pay royalties at the rate of 3% of the increase in export
sales, up to the amount of the grants received. As of December 31, 1999, the Company has
a contingent liability to pay royalties in the amount of $ 294.
3. According to an agreement with the Company's distributor, Pfordt, the Company is committed
to pay a 10% commission on its transactions in Germany, which are not executed through
Pfordt, from February 1999, see also Note 1.
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N OT E 1 3 : - TA X E S O N I N C O M E
a.

Tax benefits under the Law for the Encouragement of Capital Investments, 1959 ("the Law"):
The Company was granted the status of an "Approved Enterprise" under the Law in respect of
five expansion projects. According to the provisions of the Law, the Company elected to enjoy
"alternative benefits" - waiver of grants in return for tax exemption and, accordingly, income
derived from the "Approved Enterprise" is tax-exempt for a period of two to four years,
commencing with the year it first earns taxable income, and subject to corporate tax at the
rate of 25%, for additional periods of three to five years.
The five expansion programs which are assigned to the Company are as follows:
1. Income derived from the first program was tax-exempt for a two-year period ended December
31, 1990, and was subject to a reduced tax rate of 25% for a five-year period ended
December 31, 1995.
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2. The second program was tax-exempt for a four-year period ended December 31, 1995 and is
subject to a reduced tax rate of 25% for a three-year period ending December 31, 1998.
3. The third program entitles the Company to tax-exemption for a four-year period ended
December 31, 1996, and is subject to a reduced tax rate of 25% for a three-year period ending
December 31, 1999.
4. The fourth program entitles the Company to tax-exemption for a four-year period ending
December 31, 1999 and is subject to a reduced tax rate of 25% for a three-year period ending
December 31, 2002.
5. The fifth program entitles the Company to tax-exemption for a two-year period ending
December 31, 1999, and is subject to a reduced tax rate of 25% for a five-year period ending
December 31, 2004.
The tax-exempt income attributable to the "Approved Enterprise" amounting to $ 2,250 as of
December 31, 1999 can be distributed to shareholders without subjecting the Company to taxes
only upon the complete liquidation of the Company. The Company has determined that such taxexempt income will not be distributed as dividends. Accordingly, no deferred taxes have been nor
will be provided on income attributable to the Company's "Approved Enterprise".
Should the retained tax-exempt income be distributed in a manner other than in the complete
liquidation of the Company, it would be taxed at the corporate tax rate applicable to such profits
as if the Company had not chosen the alternative tax benefits (currently - 25% for an "Approved
Enterprise").
Should the Company and its Israeli subsidiaries derive income from sources other than the
"Approved Enterprise", they will be subject to tax at regular rates (36% in 1996 and thereafter).
34
b.

Measurement of results for tax purposes under the Income Tax Law (Inflationary Adjustments),
1985:
Results for tax purposes are measured in terms of earnings in NIS after certain adjustments for
increases in the CPI. As explained in Note 2b, the financial statements are presented in dollars.
The difference between the annual change in the CPI and in the NIS/dollar exchange rate causes
a difference between taxable income and the income before taxes presented in the financial
statements. In accordance with paragraph 9(f) of SFAS No.109, the Company has not provided
for deferred income taxes on the difference between the reporting currency and the tax bases
of assets and liabilities.

c.

Tax benefits under the Law for the Encouragement of Industry (Taxation), 1969:
The Company is an "industrial company" under the Law for the Encouragement of Industry
(Taxation), 1969, and as such is entitled to certain tax benefits, including accelerated rates
of depreciation.

MTS 99 Annual Report

Notes to Consolidated Financial Statements
U.S. Dollars In Thousands
d.

Tax assessments:
The Company and its subsidiary, Telegent Ltd., have not received final tax assessments since
their incorporation.

e.

Tax loss carryforwards:
Operating loss carryforwards in foreign subsidiaries (expiring in 2008-2010) amounted to
approximately $ 466, and in the domestic subsidiary amounted to $ 140 at December 31, 1999.
There is no restriction on offsetting losses.

f.

Deferred taxes reflect the net tax effects of temporary differences between the carrying
amounts of assets and liabilities for financial reporting purposes and the amounts used for
income tax purposes. Significant components of the Company's deferred tax liabilities and
assets are as follows:

December 31,

1998

In respect of tax loss carryforward in the Company
Allowances for doubtful accounts and provision
for employee rights
Prepaid offering expenses

$

953

1999
$

203

69
70

154
-

(11)

(35)

Net deferred tax asset before valuation allowance

1,081

322

Valuation allowance

(732)

(124)

Other (mainly capitalized software)

Net deferred income tax

$

349

$

198

Current assets

$

382

$

353

Long-term liabilities

$ (33)

Presented as follows:

$ (155)

Certain subsidiaries have provided valuation allowances in respect of deferred tax assets resulting from tax loss
carryforwards and other temporary differences, since they have a history of losses over the past years. Management
currently believes that it is more likely than not that part of the deferred tax regarding the loss carryforwards in
subsidiaries and other temporary differences will not be utilized.
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g.

A reconciliation between the theoretical tax expense, assuming all income is taxed at the
statutory tax rate applicable to income of the Company and the actual tax expense as reported
in the statements of operations, is as follows:

Year ended December 31,

1997

1998

$ 1,372

$ (1,401)

36%

36%

1999

Income (loss) before taxes as reported
in the statements of operations
Tax rates
Theoretical tax expenses (benefit)

$

494

$

(504)

$

5,558
36%

$

2,001

Increase (decrease) in taxes resulting from:
Tax-exempt income during the benefit
period - see a. above (1), (2)

(634)

(2)

41

16

(28)

-

-

(576)

Non-deductible expenses and tax exempt income

(45)

(61)

(50)

Taxes in respect of previous years

(52)

47

(36)

144

588

157

Tax adjustment in respect of inflation in Israel and others
Utilization of capital carryforward tax losses for which valuation allowance was recorded

(191)

Losses in respect of which valuation
allowance was provided
Taxes on income (tax benefit) as reported
in the statements of operations
(1)

(2)

(52)

$

84

$

1,277

$

0.16

$

-

$

0.04

$

0.15

$

-

$

0.04

Basic per share amounts of the tax benefit
resulting from the exemption

36

$

Diluted Per share amounts of tax benefit
resulting from the exemption

h.

Income (loss) before income taxes is comprised as follows:

Year ended December 31,
Domestic
Foreign
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1997

1998

1999

$ 1,888

$ (2,005)

$ 5,786

(516)

604

(228)

$ 1,372

$ (1,401)

$ 5,558
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i.

The provisions for income tax expense (benefit)
are comprised as follows:

Year ended December 31,

1997

Current taxes
Deferred taxes
Taxes in respect of previous years

Domestic
Foreign

1998

1999

$

89
(89)
(52)

$

65
(28)
47

$ 1,183
130
(36)

$

(52)

$

84

$ 1,277

$

31
(83)

$ (153)
237

$ 1,245
32

$

$ 1,277

$ (52)

84

N OT E 1 4 : - PA R E N T C O M PA N Y A N D R E L AT E D PA R T I E S T R A N S A C T I O N S
a.

Effective March 31, 1996, the Company, C. Mer and its subsidiary, MER & Co. (1982) Ltd. ("Mer
& Co."), entered into the Reorganization Agreement whereby the Company acquired all of the
rights, assets and liabilities pertaining to C. Mer's Telemanagement business as well as C. Mer's
rights to certain technology underlying these products. The Company also acquired certain
current liabilities and accrued severance pay obligations relating to employees of MER & Co.
who were transferred to the Company. The rights and assets were transferred in exchange for
3,259,270 of the Company's Ordinary Shares and a payment of $ 2,700. Effective March 31,
1996, C. Mer contributed $ 2,200 of this amount to the capital of the Company and the remaining
$ 450 of the payment was credited against a $ 450 loan which C. Mer had provided to MTS Inc.
for the purchase of its offices in New York City. As part of the Reorganization Agreement, the
Company, C. Mer and MER & Co. established the general terms of their future relationships and
activities, which include an undertaking by C. Mer and MER & Co. that they will not engage in
the development, manufacture or distribution of Telemanagement products.
Chaim Mer, the President and Chief Executive Officer of C. Mer, devotes approximately 20%
of his time to the management of our company. The Companies Ordinance requires that the
terms of compensation to directors, including grants of options, be approved by the audit
committee and/or the board of directors of the company. On November 8, 1999, our board of
directors and audit committee approved, subject to shareholder approval, an increase in
Mr. Mer's monthly salary from $5,000 to $7,000 per month and the grant to him of options to
purchase 98,824 Ordinary Shares. The options were granted to Mr. Mer at his request in lieu of
salary for the twelve month period ending December 31, 2000. The number of options granted
to Mr. Mer was computed by an independent accounting firm pursuant to the Black-Scholes
valuation methodology. The exercise price of the options is $6.00 per share, which price reflects
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a 50% premium over the $4.00 fair market value of the Ordinary Shares on the date of the grant.
The options will vest ratably over an eight month period beginning January 1, 2000 and will
terminate 5 years from the date of grant.
Ms. Dora Mer, the wife of Chaim Mer, provides on going legal services to us and receives a
monthly retainer of $5,000. The conditions of retaining the services of Ms. Mer were approved
by the Board of Directors and by the Audit Committee.
The Reorganization Agreement also formally established the terms under which C. Mer and MER
& Co. will provide the Company with certain services. C. Mer currently provides the Company
with certain purchasing, warehousing, assembly, quality assurance and shipping services for
which the Company has agreed to pay C. Mer. approximately $ 8 per month. The Reorganization
Agreement is in effect until March 31, 1999, and will be automatically extended for additional
one year periods unless one party gives the other ninety-day notice of termination. In the event
of a change in the scope of the Company's activities, the scope of services provided by C.Mer
or MER & Co. will be changed accordingly, the amount paid to C. Mer and to MER & Co. will
be increased or decreased in a like manner. Increases in the scope of services will require the
consent of the independent directors of the Company.
Pursuant to the Reorganization Agreement, the Company entered into an agreement with C. Mer
to sublease office space located in Bnei Brak at a monthly rental of $ 18.2. Beginning January
1, 1997, the Company is leasing the space directly from the landlord at a monthly rental of
approximately $ 21. The Company sublets a small amount of space at C. Mer's principal location
in Holon at a cost of approximately $ 2.0 per month, which amount is proportionate to the cost
of C. Mer for such space. The Company has also agreed to reimburse C. Mer for out-of-pocket
expenses incurred by C. Mer on its behalf at C. Mer's cost.
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The Company and C. Mer entered into a contract pursuant to which C. Mer developed a new
generation of computer card and a buffer for the Company's TABS product line. The Company
paid $ 168 for this project, which was completed on June 30, 1997.
The subsidiaries of the Company, MTS Inc. and MCS ASIA Ltd. ("MCS Asia"), entered into
agreements with C. Mer pursuant to which MTS Inc. will distribute and support certain advanced
viewing systems and multimedia products of C. Mer in the United States and MCS Asia will
distribute and support such products in South-East Asia. C. Mer will compensate the subsidiaries
for these activities at cost plus 10%.
The Company believes that the terms under which C. Mer provides services to the Company are
as favorable to those that could be agreed upon with an unaffiliated third party. Although it
is not practical to determine the amounts that the Company would have incurred had it operated
as an unaffiliated entity, management believes that the amounts charged for the services provided
by C. Mer are reasonable. Management has reviewed the cost to C. Mer of such services,
including C. Mer's costs for the office space and warehousing, and has determined that C. Mer's
charges are on a pass-along cost basis and, as a whole, are advantageous to the Company.
Management believes that the cost of hiring individuals or companies to perform some of the
services provided by C. Mer would result in higher costs, since many of the services do not
require full-time workers for their performance. All future transactions between officers, directors
and affiliates will be on terms as the terms that the Company can agree upon with unrelated
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third parties and will be approved by a majority of the Board of Directors and by a majority of
the disinterested members of the Board of Directors.
During January 2000, the Company decided to decrease the level of services rendered from
C. Mer.
b.

In 1999, the short-term debt or receivable to or from C. Mer reflects short-term debt or receivable.
Due to the short-term nature no interest was charged by or paid to C. Mer through December
31, 1998 and 1999.

c.

Transactions with C. Mer were as follows:

Year ended December 31,

1997

1998

1999

Sales through a related party

$ 1,152

$

231

$

256

Sales through the parent company and its
subsidiary

$

15

$

261

$

103

$

107
243
46
176

$

107
312
46
176

$

104
155
11 2
172

$

572

$

641

$ 543

$ (229)

$

(23)

$

$ (399)

$

393

$ (255)

1998

1999

Jusan S.A

$ 195

$ 175

Silverbyte Systems Ltd.

$

$

Amounts charged by C. Mer:
Cost of revenues
Research and development
Selling and marketing
General and administrative

Amounts charged by MTS Inc.
and MCS Asia to C. Mer:
Marketing, maintenance and support
Advances from (repayments to)
the parent company, net

d.

49

Amounts due from an affiliate are included in other receivables:

December 31,
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N OT E 1 5 : - S H A R E H O L D E R S ' E Q U I T Y
a.

Share capital:
1. Changes in the share capital during the year ended December 31, 1997 were as follows:
a) In May 1997, the Company completed an initial public offering of 1,380,000 Ordinary Shares
on the Nasdaq Stock Market for a total consideration of $ 8,380.
b) In September 1997, the Company issued 41,779 Ordinary Shares to shareholders of S.T.S., in
consideration of 29.33% of the outstanding shares of S.T.S.

b.

Share Option Plan:
The Company has elected to follow Accounting Principles Board Opinion No. 25, "Accounting for
Shares Issued to Employees" ("APB-25"), and related interpretations in accounting, for its employee
share options because, as discussed below, the alternative fair value accounting provided for under
FASB Statement No. 123, "Accounting for Share-Based Compensation", requires the use of option
valuation models that were not developed for use in valuing employee share options. Under APB-25,
since the exercise price of the Company's employee share options equals the market price of the
underlying shares on the date of grant, no compensation expense is recognized.
The Company has authorized, through its 1996 Incentive Share Option plan, the grant of options to
officers, management, employees and directors of the Company or any subsidiary of up to 1,250,000
Ordinary Shares of the Company's Ordinary Shares. 1,100,000 options are granted pursuant to section
102 of the Israel Income Tax Ordinance. Any option which is canceled or not exercised within the
Option period will become available for future grants. The options will terminate in 2006, unless
canceled earlier by the Company's Board of Directors.

40
During 1999, the Company has authorized, through its 1996 share option plan, the grant of an
additional 500,000 options to officers, management employees and directors of the Company or any
subsidiary.
On June 30, 1996, the Company granted options, through its Plans, to officers and key employees
of the Company to purchase an aggregate of 574,240 Ordinary Shares at an exercise price of $ 9.36
per share (the exercise value is equal to the fair market value at the grant date). Since initial public
offering price for the Ordinary Shares was less than $ 9.36, the exercise price for the aforementioned
options was reduced to the initial public offering price of $6, which was the fair market value at
that date. Options to purchase 351,170 Ordinary Shares vested on June 30, 1997, and options to
purchase 206,408 Ordinary Shares vest over three years (one third each year) beginning June 30,
1997. The options terminate upon the fifth anniversary of their date of grant.
On February 18, 1998, the Company granted options under the 1996 stock option Plan to officers
and key employees, to purchase an aggregate of 363,000 Ordinary Shares. 303,000 Ordinary Shares
at an exercise price of $ 2.5 per share and options to purchase 60,000 Ordinary Share at an exercise
price of $ 1.375 per share (the exercise price is equal to the fair market value at the date of grant).
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During 1999, the Company granted options, under the 1996 Stock option plan, to officers and key
employees, to purchase an aggregate of 281,000 Ordinary Shares. 40,000 options at an exercise price
of $1.56, 40,000 at $2.5, 50,000 at $2.25, 22,000 at $4.0625 and 129,000 option to purchase
Ordinary Shares at an exercise price of $ 6.0375 per share (the exercise price is equal to the fair
market value at the date of grant).
The number of options outstanding as at December 31, 1999 is 1,062,761, the number of options
reserved as at December 31, 1999 is 687,239.
Options outstanding
Options
available
for grant
Balance at January 1, 1997
Options forfeited

Number
of options

Options
exercisable

675,760
16,662

574,240
(16,662)

-

Balance at December 31, 1997
Options granted
Options forfeited

692,422
(363,000)
21,948

557,578
363,000
(21,948)

74,357

Balance at December 31, 1998

351,370

898,630

518,350

500,000
(281,000)
116,869

281,000
(116,869)

687,239

1,062,761

Shares authorized
Options granted
Options forfeited

Balance at December 31, 1999

(1)

The exercise price was reduced from $ 6 to $ 2.5 during 1997.
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Weighted
average
exercise price
$ 6.00
$ 2.5

(1)

$ 2.5
$ 1 .375-$ 2.5
$ 2.5

$ 2.4

$ 1 .56 - $ 6.0375
$ 2.85

665,755

$ 2.85
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The options outstanding as of December 31, 1999 have been separated into ranges of exercise prices, as follows:

Exercise price

Options
outstanding
as of
December 31,
1999

Weighted
average
remaining
contractual
life

$ 6.0375
$ 4.0625
$ 2.5
$ 2.25
$ 1.56
$ 1.375

129,000
22,000
761,761
50,000
40,000
60,000

4
3.5
2
3.5
3.5
3.5

$
$
$
$
$
$

6.0375
4.0625
2.5
2.25
1.56
1.375

645,755
20,000

1,062,761

2.5

$

2.85

665,755

$

c.
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2.85

Weighted
average
exercise
price

Options
exercisable

Pro forma information regarding net income (loss) on income (loss) per share is required by FASB123, and has been determined assuming the Company had accounted for its employee stock options
under the fair value method of that Statement. The fair value of these options was estimated at the
date of grant using a Black-Scholes option pricing model with the following weighted-average
assumptions for 1997, 1998 and 1999, respectively: risk-free interest rates of 6%, 6% and 6%,
volatility factors of the expected market price of the Company's Ordinary Shares of 0%, 195% and
79.3%, dividend yields of 0% for all periods, expected weighted-average life of the option of 2.9,
3.5 and 2 years, respectively.
The weighted average fair value of options granted for the year ended December 31, 1997, 1998 and
1999 was $ 1.7, $ 1.56 and $ 4.12 per option, respectively.
The Black-Scholes option valuation model was developed for use in estimating the fair value of traded
options that have no vesting restrictions and are fully transferable. Because changes in subjective
input assumptions can materially affect the fair value estimate, it is management's opinion, that the
existing option pricing models do not necessarily provide a reliable single measure of the fair value
of its employee stock options.
For purposes of pro forma disclosures, the estimated fair value of the options is amortized to expense
over the vesting period of the options. The Company's pro forma information is as follows:
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Year ended December 31,

1997

1998

1999

Net income (loss) as reported

$ 1,288

$ (1,477)

$ 4,492

Pro forma net income (loss)

$

980

$ (1,719)

$ 4,252

$ 0.24

$ (0.37)

$ 0.906

$ 0.24

$ (0.37)

$ 0.891

Basic pro forma net income (loss)
per share
Diluted pro forma net income (loss)
per share

The total compensation expenses, net of tax, that would have been included in the statements of operations for the
year ended December 31, 1997, 1998 and 1999, had the Company adopted FASB-123 is $ 308, $ 242 and $ 240,
respectively.
d.

Underwriter's Warrants:
In connection with May 1997 initial public offering, the Company sold to its underwriter, for the par
value of the underlying shares, warrants (the "Underwriter's Warrants") to purchase 120,000 Ordinary
Shares. The Underwriter's Warrants are exercisable for four years commencing May 20, 1998, at
$ 7.8 (130% of the May 1997 offering price) per Ordinary Share. The Underwriter's Warrants contain
anti-dilution protection.
43
Allowances are provided for adjustment of the exercise price and number of shares issuable on
exercise of the Underwriter's Warrants, upon the occurrence of certain events, including stock
dividends, stock splits and recapitalizations. The holders of the Underwriter's Warrants have no voting,
dividend or other rights as shareholders of the Company with respect to the Ordinary Shares underlying
the Underwriter's Warrants, except that the Underwriter's Warrants are exercised.

e.

In June 1998, the Company granted 75,000 warrants, to outside consultants, for a price of $0.005
per Warrant to purchase 75,000 Ordinary Shares of the Company, at an exercise price of $ 4.00 per
share. The fair value of the warrants, at the date of the grant, using a Black-Scholes option pricing
model is immaterial.
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f.

Earnings (loss) per share:
The following table sets forth the computation of historical basic and diluted earnings (loss) per
share:

Year ended December 31,

1997

1998

1999

$ 1,288

$ (1,477)

$ 4,492

$ 1,288

$ (1,477)

$ 4,492

$ 1,336

$ (1,477)

$ 4,492

4,085

4,691

4,691

48

-

79

4,133

4,691

4,770

Basic earnings (loss) per share

$ 0.32

$ (0.31)

$ 0.96

Diluted earnings (loss) per share

$ 0.31

$ (0.31)

$ 0.94

Numerator:
Net income (loss)
Numerator for basic earnings per share income (loss) available to ordinary shareholders
Numerator for diluted earnings per share income available to ordinary shareholders
after assumed conversion
Denominator:
Denominator for basic earnings per share weighted average shares outstanding (in thousands)
Effect of dilutive securities (in thousands):
Employee stock options
Denominator for diluted earnings per share weighted average shares after assumed conversion
44

(in thousands)

g.

Dividends:
Dividends, if any, will be paid in NIS. Dividends paid to shareholders outside Israel will be converted
into dollars, on the basis of the exchange rate prevailing at the date of payment.
All amounts that will be presented in the future as retained earnings will be available for dividend
distribution, except for those from tax-exempt "Approved Enterprise" income which amounted to
$ 2,250 as of December 31, 1999.
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N OT E 1 6 : - U N L I N K E D M O N E TA R Y B A L A N C E S I N N O N - D O L L A R C U R R E N C Y
December 31,

1998

1999

Current assets:
Trade receivables (1)

$ 1,229

$

727

Receivables from the Government of Israel
for grants and participations

771

615

Other receivables and prepaid expenses

225

81

$ 2,225

$ 1,423

$

$

Current liabilities:
Trade payables
Accrued expenses and other liabilities

(1) Including major customers in Deutsche Marks

473
1,017

557
1,950

$ 1,490

$ 2,507

$

$

464

436
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N OT E 1 7 : -

S E L E C T E D S TAT E M E N T S O F O P E R AT I O N S D ATA

Year ended December 31,
a.

Major customer data:
Philips
Siemens
Ericsson
Pfordt Electronik GmbH
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1997

1998

1999

13%
6.5%
11%
9%

16%
16%
11%
5%

15%
17%
13%
8%
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b.

The Company has four reportable geographic segments. The following data present the revenues,
expenditures and other operating data of the Company's operating segments:
Year ended December 31, 1999

Israel
Sales to unaffiliated
customers

$

Transfers between
geographic areas

9,871

United
States

$

292

1,607

Asia

South
America

$

$

8

970

-

332

Adjustments
and
eliminations

$

-

-

$ 12,780

(300)

$ 12,780

Total sales

$ 10,163

$

1,615

$

970

$

332

$

(300)

Operating income
(loss)

$

$

(97)

$

109

$

(152)

$

130

383

Consolidated

$

Financial income, net
Other income

35
5,150

Income before taxes
on income
46

Identifiable and total
assets at
December 31, 1999

373

$

1,823

$

828

$

84

Not identifiable
assets

$

-

$

-

$

5,558

$

2,735

18,880

Total assets

$ 21,615
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Year ended December 31, 1998
Adjustments
and
eliminations

Israel

United
States

$ 8,951

$ 1,137

$ 1,030

616

16

Total sales

$ 9,567

Operating income (loss)

$ (830)

Sales to unaffiliated
customers
Transfers between
geographic areas

Asia

-

$ 11,118

-

(632)

-

$ 1,153

$ 1,030

$ (632)

$ 11,118

$ (559)

$

$ (238)

$ (1,548)

79

$

Consolidated

Financial income, net

147

Income before taxes
Identifiable and total
assets at
December 31, 1998

$ (1,401)

$ 2,908

$

853

Not identifiable assets

$

55

$

-

$

3,816
12,073

Total assets

$ 15,889
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Notes to Consolidated Financial Statements
U.S. Dollars In Thousands
Year ended December 31, 1997
Adjustments
and
eliminations

Israel

United
States

$ 7,877

$ 1,532

608

-

Total sales

$ 8,485

$ 1,532

$

603

Operating income (loss)

$ 1,947

$ (390)

$ (111)

Sales to unaffiliated
customers
Transfers between
geographic areas

Asia

$

603

$

Consolidated

-

$ 10,012

(608)

-

$

(608)

$ 10,012

$

(127)

$

-

Financial income, net

1,319
53

Income before taxes

$

1,372

Identifiable and total
assets at
December 31, 1997
48

$ 2,810

$

866

Not identifiable assets

$

58

$

-

$ 3,734
13,188

Total assets

$ 16,922
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Notes to Consolidated Financial Statements
U.S. Dollars In Thousands
c.

Destinations:

Year ended December 31,

1997

1998

1999

$ 1,861

$ 1,782

$ 1,020

1,578

1,137

1,608

520

603

499

Germany

1,609

2,403

3,303

Holland

1,701

2,133

2,318

Other European countries

1,422

1,190

1,840

603

1,153

1,604

Brazil

-

-

332

Other

718

717

256

$ 10,012

$ 11,118

$ 12,780

1997

1998

1999

$ 4,146

$ 4,218

$ 4,895

(1,323)

(1,345)

(1,404)

(912)

(216)

-

$ 1,911

$ 2,657

$ 3,491

Israel
United States
Austria

Asia

d.

Research and development, net:

Year ended December 31,

49
Total costs
Less - grants and
participations
Capitalization of software
development costs
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Notes to Consolidated Financial Statements
U.S. Dollars In Thousands
e.

Financial income, net:

Year ended December 31,

1997

1998

1999

(79)

$ (116)

129

272

359

Other income (expenses)

9

(47)

(32)

Foreign currency
translation
differences

2

1

(176)

Interest expenses

$

Interest income

$

NOTE 18:-

(87)

53

$

$

147

$

35

SUBSIDIARIES AND AFFILIATES
Percentage of
ownership

Jurisdiction of
incorporation

Subsidiaries:
MTS Inc. (formerly - Mer Communication
Systems Inc.)

100%

New Jersey

MER Fifth Avenue Realty Inc. (a subsidiary of
MTS Inc.)

100%

New York

MCS Asia Ltd.

100%

Hong Kong

Telegent Ltd.

100%

Israel

Jaraga B.V

100%

Holland

Bohera B.V. (a subsidiary of Jaraga B.V)

100%

Holland

Tabs Brazil (a subsidiary of Bohera B.V)

100%

Brazil

Jusan S.A.

50%

Spain

Silverbyte Systems Ltd.

50%

Israel

50

Affiliates:
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Corporate Directory

Board of Directors
Chaim Mer, Chairman
Amir Rosenzweig, Director
Isaac Ben–Bassat, Director
Steven J. Glusband, Director
Alon Aginsky, Director
Michael Harish, Director
Isaac Raviv, Director
Zvi Slonimski, Director
Eitan Metuki, Director
Officers
Amir Rosenzweig, President & CEO
Yossi Brikman, VP & Chief Financial Officer
Ze’ev Aviv, VP International Sales
Dror Orenstein VP Products
Thomas Li, President – MTS Asia
Roy Hess, President – MTS U.S.
Demian Waldman, President – Tabs Brasil
Corporate Headquarters
MER Telemanagement Solutions (MTS) Ltd.
10 Hakishon Street
Bnei Brak 51203, Israel
Tel: (972) 3-577-6777
Fax: (972) 3-618-4458
e-mail: mts@mtsint.com
www.mtsint.com
North America
MTS IntegraTRAK
12600 SE 38th Street, Suite 250
Bellevue, WA 98006, U.S.A.
Tel: (425) 401-1000
Fax: (425) 401-1700
e-mail: info@integratrak.com
www.integratrak.com
MER Telemanagement Solutions, Inc.
200 Meadowlands Parkway, 2nd floor
Secaucus, NJ 07094, USA
Tel: (201) 553-0777
Fax: (201) 553-0799
e-mail: info@mercomm.com
Asia & Pacific Rim
MTS Asia Ltd.
Unit 1-2, 26/F, Laws Commercial Plaza,
788 Cheung Sha Wan Road, Kowloon
Hong Kong
Tel: (852) 2413-2802
Fax: (852) 2413-2862
e-mail: mcsasia@mcsasia.com
www.mtsint.com

South America
TABS Brasil Ltda.
Rua Fidencio Ramos, 100-4o andar
Vila Olimpia 04551-010
Sao Paulo, Brasil
Tel/Fax: (55)(11)3846-1211
e-mail: suporte@tabs.com.br
www.mtsint.com
Transfer Agent and Registrar
American Stock Transfer & Trust Company
40 Wall Street
New York, NY 10005
U.S. Counsel
Carter, Ledyard & Milburn
2 Wall Street
New York, NY 10005
Tel: (212) 732-3200
Fax: (212) 732-3232
Independent Auditor
Kost, Forer & Gabbay
Member firm of Ernst & Young International
2 Kremenetski Street
Tel–Aviv 67899, Israel
Tel: (972) 3-623-2535
Fax: (972) 3-562-2555
Stock Exchange Listing
Nasdaq SmallCap Market
Symbol: MTSL
Form 20–F
Copies of MTS ‘s Annual Report on
Form 20-F as filed with the Securities
and Exchange Commission may be obtained
by shareholders without charge upon written
request to: Mr. Yossi Brikman
MTS Ltd. 10 Hakishon Street
Bnei Brak 51203, Israel
In the U.S.:
The Anne McBride Company, Inc.
630 Third Avenue
5th Floor
New York, NY 10017
Tel: (212) 983-1702
Fax: (212) 983-1736
Annual Meeting
The Annual Meeting of Shareholders
will be held on Friday, July 28, 2000
at 10:00AM at the Company’s offices,
10 Hakishon Street, Bnei Brak, Israel.
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