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SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

FORM 20-F/A
Amendment No. 1

[ 1] REGISTRATION STATEMENT PURSUANT TO SECTION 12 (b) OR (g) OF
THE SECURITIES EXCHANGE ACT OF 1934

or

[X] ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE
SECURITIES EXCHANGE ACT OF 1934

For the fiscal year ended December 31, 2004
or

[ ] TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE
SECURITIES EXCHANGE ACT OF 1934

For the transition period from to

Commission file number 0-21388

Magal Security Systems Ltd.
(Exact name of Registrant as specified in its charter)

Israel
(Jurisdiction of incorporation or organization)

P.0O. Box 70, Industrial Zone, Yehud 56100, Israel
(Address of principal executive offices)

Securities registered or to be registered pursuant to Section 12 (b) of the Act:
None

Securities registered or to be registered pursuant to Section 12(g) of the Act:

Ordinary Shares, NIS 1.0 par value per share
(Title of Class)

Securities for which there is a reporting obligation pursuant to
Section 15(d) of the Act: None
(Title of Class)

Indicate the number of outstanding shares of each of the issuer's classes of
capital or common stock as of the close of the period covered by the annual
report:

Ordinary Shares, NIS 1.0 par value per share
as of December 31, 2004 . .... ..ttt 8,672,448

Indicate by check mark whether the registrant (1) has filed all reports required
to be filed by Section 13 or 15(d) of the Securities Exchange Act of 1934 during
the preceding 12 months (or for such shorter period that the registrant was
required to file such reports), and (2) has been subject to such filing
requirements for the past 90 days.
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Indicate by check mark which financial statement item the registrant has elected
to follow.

[ JItem 17 [X]Item 18

This Annual Report on Form 20-F/A is incorporated by reference into the
Registrant's Registration Statements on Form F-3, File Nos. 333-9050 and
333-123265, as amended.

Explanatory Note

This Amendment No. 1 on Form 20-F/A hereby amends Items 18 and 19 of
Magal Security Systems Ltd. Annual Report on Form 20-F for the fiscal year ended
December 31, 2004, which was filed on June 30, 2005. This Amendment No. 1 is
being filed for the purpose of providing additional details to our disclosures
in the original report pursuant to comments received from the Staff of the U.S.
Securities and Exchange Commission in connection with its review of our periodic
filings.

This Amendment is not intended to revise other information presented in
our Annual Report on Form 20-F for the fiscal year ended December 31, 2004 as
originally filed and all such other information in the original filing, which
remains unchanged.

This Amendment does not reflect events occurring after the filing of
the original Form 20-F and does not modify or update the disclosure therein in
any way other than as required to reflect the amendments discussed above. As a
result, this Amendment continues to speak as of June 30, 2005.

INTRODUCTION

Magal Security Systems Ltd. develops, manufactures, markets and sells
complex computerized security systems, including a line of perimeter security
systems, a video motion detection system, a hardware and software "all in one"
security solution which integrates Closed Circuit Television related
applications, security management and control systems, personal emergency
location systems, a pipeline security system, and provides video monitoring
services. Our predecessor commenced operations in 1969 as a department
specializing in perimeter security systems within the electronics division of
Israel Aircraft Industries Ltd., or IAI. Effective April 1984, we purchased from
IATI substantially all of the assets, and assumed substantially all of the
related liabilities, of that department. In March 1993, we completed an initial
public offering of 1,380,000 ordinary shares, in February 1997, we completed a
public offering of an additional 2,085,000 ordinary shares and in April 2005, we
completed an offering of an additional 1,700,000 ordinary shares. Our ordinary
shares are traded on the NASDAQ National Market and on the Tel Aviv Stock
Exchange under the symbol MAGS.
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Except for the historical information contained in this annual report,
the statements contained in this annual report are forward-looking statements
within the meaning of the Private Securities Litigation Reform Act of 1995 with
respect to our business, financial condition and results of operations. Actual
results could differ materially from those anticipated in these forward-looking
statements as a result of various factors, including all the risks discussed in
Item 3.D. "Key Information-Risk Factors" and elsewhere in this annual report.

Statements which use the terms "believe," "do not believe," "expect,"
"plan," "intend," "estimate," "anticipate" and similar expressions are intended
to identify forward-looking statements. These statements reflect our current
views with respect to future events and are based on assumptions and are subject
to risks and uncertainties. Except as required by applicable law, including the
securities laws of the U.S., we do not intend to update or revise any
forward-looking statements, whether as a result of new information, future
events or otherwise.

We have trademark rights in the United States and other national
jurisdictions arising out of our trademark registrations, applications, and/or
use of the following trademarks and service marks: SENSTAR-STELLAR logo, the S
logos, SENSTAR-STELLAR, SENSTAR-STELLAR (and design) SENSTAR, STELLAR, STELLAR
SYSTEMS, STELLAR SYSTEMS (and design) PANTHER, GUIDAR, REPELS, SENNET,
PERIMITRAX, INTELLI-FLEX, INTELLI-FIELD, X-FIELD, OMNITRAX. FRONTLINE, E-FIELD,
H-FIELD, E-FLEX, ARMOURFLEX, OMNINET, SIMPL, CROSSFIRE, PLC, ECHOCHECK, FLASH,
FLARE, and all other marks used to identify particular products and services
associated with our businesses.

Any other trademarks and trade names appearing in this annual report
are owned by their respective holders.

Our consolidated financial statements appearing in this annual report
are prepared in U.S. dollars and in accordance with U.S. generally accepted
accounting principles, or U.S. GAAP. All references in this annual report to
"dollars" or "$"are to U.S. dollars and all references in this annual report to
"NIS" are to New Israeli Shekels. The representative exchange rate between the
NIS and the dollar as published by the Bank of Israel on June 24, 2005 was NIS
4.538 per $1.00.

As used in this annual report, the terms "we," "us" and "our" mean
Magal Security Systems Ltd. and its subsidiaries, unless otherwise indicated.

ii

Statements made in this annual report concerning the contents of any
contract, agreement or other document are summaries of such contracts,
agreements or documents and are not complete descriptions of all of their terms.
If we filed any of these documents as an exhibit to this annual report or to any
registration statement or annual report that we previously filed, you may read
the document itself for a complete description of its terms.

iid
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PART ITII

Financial Statements

The Financial Statements required by this item are found at the end of
this annual report, beginning on page F-1.

Exhibits

The exhibits filed with or incorporated into this annual report are
listed on the index of exhibits below:

Exhibit
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No.
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.1***
.2****
'4*****

'5*****

1*****

8******

12

12.

13.

13.

15

15.

.1

1******
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Description

Memorandum of Association of the Registrant

Articles of Association of the Registrant

Specimen Share Certificate for Ordinary Share

The Registrant's Stock Option Plan (1993), as amended

Form of Underwriters' Warrant Agreement

Registration Rights Agreement, dated as of November 18, 199¢,
by and among the Registrant, Mira Mag Inc., Israel Aircraft
Industries Ltd. and Jacob Even-Ezra

Form of Underwriting Agreement

List of Subsidiaries of the Registrant

Certification of Chief Executive Officer pursuant to Rule
13a-14(a) and Rule 15d-14(a) of the Securities Exchange Act,
as amended

Certification of Chief Financial Officer pursuant to Rule
13a-14(a) and Rule 15d-14(a) of the Securities Exchange Act,
as amended

Certification of Chief Executive Officer pursuant to 18 U.S.C.
1350, as adopted pursuant to Section 906 of the Sarbanes-0Oxley
Act of 2002

Certification of Chief Financial Officer pursuant to 18 U.S.C.
1350, as adopted pursuant to Section 906 of the Sarbanes-0Oxley
Act of 2002

Schedule of Valuation and Qualifying Accounts

Consent of Kost Forer Gabbay & Kasierer
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* Previously filed as an exhibit to our Registration Statement on Form F-1 (No.
33-57438), filed with the Commission on January 26, 1993, as amended, and
incorporated herein by reference.

** Previously filed as an exhibit to our Registration Statement on Form F-1 (No.
33-57438), filed with the Commission on January 26, 1993, as amended, and
incorporated herein by reference and an amendment thereto previously filed as an
exhibit to our Registration Statement on Form S-8 (No. 333-6246), filed with the
Commission on January 7, 1997 and incorporated herein by reference and further
amendments thereto previously filed as an exhibit to our Annual Report on Form
20-F for the fiscal year ended December 31, 2000, filed with the Commission on
June 29, 2001 and incorporated herein by reference.

*** Previously filed as an exhibit to our Registration Statement on Form 8-A,
filed with the Commission on March 18, 1993, as amended, and incorporated herein
by reference.

**** Previously filed as an exhibit to our Registration Statement on Form S-8
(No. 333-6246), filed with the Commission on January 7, 1997 and incorporated
herein by reference and further amendments thereto previously filed as an
exhibit to our Annual Report on Form 20-F for the fiscal year ended December 31,
2000, filed with the Commission on June 29, 2001 and incorporated herein by
reference.

****x Previously filed as an exhibit to our Registration Statement on Form F-2
(No0.333-5970), filed with the Commission on November 8, 1996, as amended, and
incorporated herein by reference.

***x*xxx Previously filed as an exhibit to our Annual Report on Form 20- F filed
with the Commission on June 30, 2005, and incorporated herein by reference.

MAGAL SECURITY SYSTEMS LTD. AND ITS SUBSIDIARIES
CONSOLIDATED FINANCIAL STATEMENTS
AS OF DECEMBER 31, 2004

IN U.S. DOLLARS
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F-1

ERNST & YOUNG

REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM
To the Shareholders of

MAGAL SECURITY SYSTEMS LTD.

We have audited the accompanying consolidated balance sheets of Magal
Security Systems Ltd. (the "Company") and its subsidiaries as of December 31,
2003 and 2004, and the related consolidated statements of income, shareholders'
equity and cash flows for each of the three years in the period ended December
31, 2004. Our audits included the financial statement schedule 1listed in the
Index at Item 2. These financial statements are the responsibility of the
Company's management. Our responsibility 1is to express an opinion on these
financial statements and schedule based on our audits.

We conducted our audits in accordance with the standards of the Public
Company Accounting Oversight Board (United States). Those standards require that
we plan and perform the audit to obtain reasonable assurance about whether the
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financial statements are free of material misstatement. An audit includes
consideration of internal control over financial reporting as a basis for
designing audit procedures that are appropriate in the circumstances, but not
for the purpose of expressing an opinion on the effectiveness of the Company's
internal control over financial reporting. Accordingly, we express no such
opinion. An audit also includes examining, on a test basis, evidence supporting
the amounts and disclosures 1in the financial statements, assessing the
accounting principles used and significant estimates made by management, and
evaluating the overall financial statement presentation. We believe that our
audits provide a reasonable basis for our opinion.

In our opinion, based on our audits, 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, 2003
and 2004, and the consolidated results of their operations and their cash flows
for each of the three years in the period ended December 31, 2004, in conformity
with U.S. generally accepted accounting principles.

Also, in our opinion, the related financial statement schedule, when
considered in relation +to the basic financial statements taken as a whole,
presents fairly in all material respects the information set forth therein.

/s/Kost Forer Gabbay & Kasierer
Tel-Aviv, Israel KOST FORER GABBAY & KASTIERER
February 13, 2005 A Member of Ernst & Young Global

MAGAL SECURITY SYSTEMS LTD.
AND ITS SUBSIDIARIES
CONSOLIDATED BALANCE SHEETS

U.S. dollars in thousands

December 31,

2003 2004

ASSETS
CURRENT ASSETS:

Cash and cash equivalents S 4,389 $11,964
Short-term bank deposits 9,000 -
Trade receivables (net of allowance for doubtful accounts of
$187 and $320 as of December 31, 2003 and 2004, respectively) 14,885 13,232
Unbilled accounts receivable 5,072 7,465
Other accounts receivable and prepaid expenses 3,857 3,858
Deferred income taxes 454 488

Inventories 11,777 12,702
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Total current assets
LONG-TERM INVESTMENTS AND TRADE RECEIVABLES:
Long-term trade receivables
Long-term bank deposits
Structured notes
Severance pay fund
Total long-term investments and trade receivables
PROPERTY AND EQUIPMENT, NET
DEFERRED INCOME TAXES
INTANGIBLE ASSETS, NET

GOODWILL

Total assets

The accompanying notes are an integral part of the consolidated financial

statements.

MAGAL SECURITY SYSTEMS LTD.

CONSOLIDATED BALANCE SHEETS

AND ITS SUBSIDIARIES

U.S. dollars in thousands (except share and par value data)

LIABILITIES AND SHAREHOLDERS' EQUITY

CURRENT LIABILITIES:
Short-term bank credit
Current maturities of long-term debt
Trade payables
Other accounts payable and accrued expenses

Total current liabilities

LONG-TERM LIABILITIES:
Unrealized losses on hedging forward contracts
Long-term debt
Accrued severance pay

December 31,
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Total long-term liabilities 4,426 6,322

COMMITMENTS AND CONTINGENT LIABILITIES

SHAREHOLDERS' EQUITY:
Share capital:
Ordinary shares of NIS 1 par value:
Authorized: 19,748,000 shares at December 31, 2003 and 2004;
Issued and outstanding: 8,035,779 and 8,672,448 shares at

December 31, 2003 and 2004, respectively 2,683 2,825
Additional paid-in capital 24,098 32,526
Deferred stock compensation - (477)
Accumulated other comprehensive income 479 1,639
Retained earnings 11,724 7,035

Total shareholders' equity 38,984 43,548
Total liabilities and shareholders' equity $ 71,443 $ 77,976

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

MAGAL SECURITY SYSTEMS LTD.
AND ITS SUBSIDIARIES
CONSOLIDATED STATEMENTS OF INCOME

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

Year ended December 31,

2002 2003 2004

Revenues $ 42,966 $ 59,3601 $ 60,974
Cost of revenues 23,924 33,378 33,725
Gross profit 19,042 25,983 27,249
Operating expenses:

Research and development, net 3,128 4,773 4,683

Selling and marketing, net 8,642 11,585 12,679

General and administrative 4,938 5,305 5,771

Award granted by principal shareholders - - 1,200
Total operating expenses 16,708 21,663 24,333
Operating income 2,334 4,320 2,916
Financial income (expenses), net 199 (1,003) (762)
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Income before taxes on income 2,533 3,317 2,154
Taxes on income 645 913 1,101
Net income s 1,888 5 2,404 5 1,053
Basic net earnings per share ;___BT;; ;___;T;B ;___;TI;
Diluted net earnings per share ;___BT;; ;___;T;B ;___;TI;

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

MAGAL SECURITY SYSTEMS LTD.
AND ITS SUBSIDIARIES
STATEMENTS OF CHANGES IN SHAREHOLDERS' EQUITY

U.S. dollars in thousands

Accumulated
Additional Deferred other
Ordinary paid-in stock comprehensive Ret
shares capital compensation income (loss) ear
Balance as of January 1, 2002 $ 2,583 8 21,670 S (20) S (1,294) S
Exercise of stock options 13 125 - -
Exercise of warrants 4 (4) - -
Amortization of deferred stock compensation - - 17 -
Comprehensive income:
Net income - - - -
Foreign currency translation adjustments - - - 288
Total comprehensive income
Balance as of December 31, 2002 2,600 21,791 (3) (1,006) 1
Declared dividend - - - -
Exercise of stock options 30 432 - -
Amortization of deferred stock compensation - - 3 -
Stock dividend 53 1,875 - - (
Comprehensive income:
Net income - - - -
Unrealized losses on forward contracts, net - - - (807)
Foreign currency translation adjustments - - - 2,292

Total comprehensive income

10
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Balance as of December 31, 2003

Exercise of stock options

Deferred stock compensation related to
officers' options grant

Amortization of deferred stock compensation
related to officers' options grant

Award granted by principal shareholders

Stock dividend

Comprehensive income:
Net income
Unrealized gains on forward contracts, net
Foreign currency translation adjustments

Total comprehensive income
Balance as of December 31, 2004
Accumulated unrealized losses on forward
contracts, net

Accumulated foreign currency translation

adjustments

Accumulated other comprehensive income as of

December 31, 2004
The accompanying notes are an integral
statements.

F-6

CONSOLIDATED STATEMENTS OF CASH FLOWS

dollars in thousands

part

$ 2,683 $ 24,098 S - $ 479 s 1
51 916 - -
- 661 (661) -
- - 184 -
1,200 - -
91 5,651 - - (
- - - 103
- - - 1,057
$ 2,825 $ 32,526 S (477) $ 1,639 $
s (704)
2,343
$ 1,639

of the consolidated financial

MAGAL SECURITY SYSTEMS LTD.
AND ITS SUBSIDIARIES

Year ended December 31,

2002 2003 2004
Cash flows from operating activities:

Net income $ 1,888 $ 2,404 $ 1,053
Adjustments required to reconcile net income to net

cash provided by (used in) operating activities:

Depreciation and amortization 1,096 1,378 1,966
Gain on sale of property and equipment (15) (9) (18)
Decrease (increase) in accrued interest on

short-term and long-term bank deposits 133 (199) 657

Amortization of deferred stock compensation 17 3 184

11
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Decrease (increase) in trade receivables (2,861) (4,103) 2,049
Decrease in related parties receivables 1 28 -
Decrease (increase) in unbilled accounts receivable (2,101) 2,708 (2,373)
Decrease (increase) in other accounts receivable and
prepaid expenses (1,822) (836) 16
Decrease (increase) in deferred income taxes 444 (88) 178
Decrease (increase) in inventories 468 (2,586) (588)
Decrease (increase) in long-term trade receivables 705 1,210 (44)
Increase (decrease) in trade payables 786 10 (1,9506)
Increase (decrease) in other payables and accrued
expenses (532) 1,727 880
Accrued severance pay, net (72) 77 (2)
Award granted by principal shareholders - - 1,200
Realized losses on hedging forward contract - - 476
Net cash provided by (used in) operating activities (1,865) 1,724 3,678
Cash flows from investing activities:
Purchase of long-term bank deposits (8,389) - (3,000)
Purchase of structured notes - (3,000) -
Proceeds from sale of short-term bank deposits 7,748 3,505 8,400
Proceeds from sale of property and equipment 35 33 59
Purchase of property and equipment (1,527) (3,194) (4,858)
Purchase of know-how and patents (14) (48) (89)
Acquisition of the business activity of Dominion
Wireless Inc. (a) - (902) -
Net cash used in investing activities (2,147) (3,606) 512

The accompanying notes

statements.

are an

CONSOLIDATED STATEMENTS OF CASH FLOWS

integral

part of the consolidated financial

MAGAL SECURITY SYSTEMS LTD.
AND ITS SUBSIDIARIES

dollars in thousands

Cash flows from financing activities:
Short-term bank credit, net
Proceeds from long-term bank loans

Year ended December 31,

2002 2003
$ 3,911 $ 3,098 $
- 43

12
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Principal payment of long-term bank loans
Proceeds from exercise of employee stock options
Dividend paid

Net cash provided by financing activities

Effect of exchange rate changes on cash and cash
equivalents

Increase (decrease) 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

Supplemental disclosures of cash flows activities:

(1) Cash paid during the year for:
Interest
Taxes

(1ii) Non-cash activities:

Declared dividend

(158) (103) (365)

138 462 967

- - (401)

3,891 3,500 3,096

(98) 252 289

(219) 1,870 7,575

2,738 2,519 4,389

$ 2,519 $ 4,389 $ 11,964

$ 932 $ 1,099 $ 1,093

$ 1,415 $ 1,544 $ 1,164
$ - $ 401 $ -

(a) Acquisition of the business activity of Dominion Wireless Inc.:

Net fair value of the assets acquired at the
acquisition date was as follows:
Inventory
Property and equipment
Technology

The accompanying notes are an integral part of the
statements.

$ 376
90

436

$ 902

consolidated financial

MAGAL SECURITY SYSTEMS LTD.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

AND ITS SUBSIDIARIES

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

NOTE 1:- GENERAL

a. Magal Security Systems Ltd. (the "Company") and its subsidiaries

(together "the Group") are engaged
manufacturing, marketing and sales of

in the development,
compleHx computerized

security systems used to automatically detect and deter human

intrusion for both civilian and military

markets. A majority of

13
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the Group's sales is generated in the U.S.A., Canada, Europe and
Israel.

As for major customer data, see Note 14Db.
Acquisition of the business activity of Dominion Wireless Inc.:

On July 1, 2003, the Company's subsidiary acquired the business
activity of Dominion Wireless Inc. ("DW") for a total
consideration of $902 (including $74 of transaction costs) paid
in cash.

The Asset Purchase Agreement with DW, stipulated for additional
payments to be made conditioned upon the achievement of operating
income milestones during the periods ending on December 31, 2003,
2004 and 2005. Since such goals have not been met, no additional
payments were due for the periods ending December 31, 2003 and
2004. Should DW reach the earn out goals as of December 31, 2005,
an additional payment will become due. Such payment will be
recorded as additional goodwill in accordance with the provisions
of Statement of Financial Accounting Standards ("SFAS") No. 141
"Business Combinations".

DW develops manufactures, sells and supports personal duress
alarm systems that locate an individual with accuracy and
reliability in correctional and other institutions. The

acquisition of the business activity of DW has expanded the
Company's product line offerings and enabled it to provide its
customers a comprehensive range of security systems.

The acquisition was accounted for under the purchase method of
accounting in accordance with SFAS No. 141, and accordingly, the
purchase price has been allocated to the assets acquired based on
their estimated fair values at the date of acquisition.

Based wupon a valuation of tangible and intangible assets
acquired, the Company's subsidiary allocated the total cost of
the acquisition to the assets acquired, as follows:

At July 1,
2003
Unaudited
Inventories $ 376
Property and equipment 90
Technology 436
$ 902

The value assigned to the tangible and intangible assets has been
determined as follows:

a. DW's inventories and property and equipment are presented at
current replacement cost.

F-9

MAGAL SECURITY SYSTEMS LTD.

14
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AND ITS SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

U.S. dollars in thousands (except share and per share data)
NOTE 1:- GENERAL (Cont.)

b. The value assigned to technology was determined wusing the
Income Approach on the basis of the present value of cash
flows attributable to the intellectual property over its
expected future 1life. Technology is amortized on a
straight-line basis over a period of 8 years.

The results of operations of DW have been included in the
consolidated financial statements since July 1, 2003.

The following unaudited pro forma information does not purport
to represent what the Group's results of operations would have
been had the acquisition been consummated on January 1, 2002
and 2003, nor does it purport to represent the Group's results
of operations for any future period. Pro forma results of
operations for the period:

Year ended
December 31,

2002 2003
Revenues s 47,474 5 59,933
Net income s es0 5 1,000
Basic net earnings per share _;___;T;;__ _;___;T;;__
Diluted net earnings per share _;___;T;;__ _;___;T;;__
c. Award granted by principal shareholders:
In June 2004, two principal shareholders awarded the Group's

employees an amount of net $1.2 million. The award was allocated
among the employees according to their position and seniority.
The Group recorded the award expense against additional paid in
capital in accordance with Staff Accounting Bulletin ("SAB")
Topic 5T "Accounting for Expenses or Liabilities Paid by
Principal Stockholder".

F-10

MAGAL SECURITY SYSTEMS LTD.
AND ITS SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

U.S. dollars in thousands (except share and per share data)
NOTE 2:- SIGNIFICANT ACCOUNTING POLICIES
The consolidated financial statements have been prepared in accordance

with United States generally accepted accounting principles ("US
GAAP") .
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Use of estimates:

The preparation of financial statements 1in conformity with
generally accepted accounting principles requires management to
make estimates and assumptions that effect the amounts reported
in the financial statements and accompanying notes. Actual
results could differ from those estimates.

Financial statements in U.S. dollars:

Significant portion of the Company's revenues is generated in
U.S. dollars ("dollars"). Financing and investing activities
including credit, loans, equity transactions and cash investments
are executed in dollars. The Company's management believes that
the dollar is the primary currency of the economic environment in
which the Company operates. Thus, the functional and reporting
currency of the Company is the dollar.

The dollar was also determined to be the functional currency of
the Company's U.S. subsidiaries.

Accordingly, monetary accounts maintained in currencies other
than the dollar are remeasured 1into dollars in accordance with
SFAS No. 52, "Foreign Currency Translation". All transaction

gains and losses from the remeasured monetary balance sheet items
are reflected in the statement of income as financial income or
expenses, as appropriate.

The financial statements of all foreign subsidiaries whose
functional currency is their local currency, excluding the U.S.
ones, have been translated into dollars. All balance sheet
accounts have been translated wusing the exchange rates in effect
at the balance sheet date. Statement of income amounts have been
translated wusing the average exchange rate for the year. The
resulting translation adjustments are reported as a component of
shareholders' equity in accumulated other comprehensive income
(loss) .

Principles of consolidation:
The consolidated financial statements include the accounts of the
Company and its wholly-owned subsidiaries. Intercompany balances
and transactions including intercompany sales not yet realized
outside the Group, have been eliminated upon consolidation.
Cash equivalents:
Cash equivalents are short-term highly liquid investments that
are readily convertible into cash with original maturities of
three months or less at the date acquired.

F-11

MAGAL SECURITY SYSTEMS LTD.
AND ITS SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

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

NOTE 2:-

SIGNIFICANT ACCOUNTING POLICIES (Cont.)

16
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Short-term and long-term bank deposits:

Short-term bank deposits are deposits with maturities of more
than three months and less than one year, and presented at their
cost.

Bank deposits with maturities of more than one year are included
in long-term Dbank deposits, and presented at their cost. The
deposits are in U.S. dollars and bear interest at an average rate
of 2.3% and mature in 2006.

Structured Notes:

During 2003, the Company purchased structured notes ("the Notes")
at par value totaling $3 million to be settled in 2013. Under the
terms of the Notes, the Notes bear interest at 10% over the first
year. Thereafter, interest 1s determined based on six months
LIBOR rates using the following formula: 10% minus two times six
months LIBOR rate. The Notes are callable immediately after
accumulating 12% interest payments.

The Company accounts for investment in structured notes in
accordance with SFAS No. 115, "Accounting for Certain Investments
in Debt and Equity Securities" and FASB Emerging Issues Task
Force Issue ("EITF") No. 96-12, "Recognition of Interest Income
and Balance Sheet Classification of Structured Notes". Management
determines the appropriate classification of its investments in
debt securities at the time of purchase and reevaluates such
determinations at each Dbalance sheet date. Structured notes
securities are classified as held-to-maturity since management
believes the Company has the intent and ability to hold these
securities to maturity and are stated at amortized cost. As of
December 31, 2003 and 2004, the investments 1in the Notes
approximate their fair market value.

Inventories:

Inventories are stated at the lower of cost or market value. The
Group periodically evaluates the quantities on hand relative to
historical and projected sales volumes, current and historical
selling prices and contractual obligations to maintain certain
levels of parts. Based on these evaluations, inventory write-offs
are provided to cover risks arising from slow-moving items,
discontinued products, excess inventories, market prices lower
than cost and adjusted revenue forecasts. Such write-offs are
included in cost of revenues.

Cost 1is determined as follows:

Raw materials, parts and supplies - using the "first-in,
first-out" method.

Work in progress and finished products - on the basis of direct
manufacturing costs with the addition of allocable indirect
manufacturing costs.

MAGAL SECURITY SYSTEMS LTD.
AND ITS SUBSIDIARIES



Edgar Filing: MAGAL SECURITY SYSTEMS LTD - Form 20-F/A
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U.S. dollars in thousands (except share and per share data)

NOTE 2:- SIGNIFICANT ACCOUNTING POLICIES (Cont.)

During 2002, 2003 and 2004, the Group

discontinued products.

h. Long-term trade receivables:

recorded inventories
write-offs in the amount of $244, $601 and $224, respectively. A
significant portion of the 2003 write-off

was attributed to

Long-term trade receivables derive from operating lease
arrangements and from long-term payment arrangements.

i. Property and equipment:

Property and equipment are stated at cost,

net of accumulated

depreciation. Depreciation 1s calculated by the straight-line
method over the estimated wuseful 1lives of the assets at the

following annual rates:

Buildings
Machinery and equipment
(including machinery
and equipment leased to
customers under
operating leases) 10-33

(mainly at 10)

Motor vehicles 15
Promotional display 25-50
Office furniture and equipment 6-33
Leasehold improvements By the shorter of the term of the

lease and the life of the assets

J. Intangible assets:

Intangible assets are amortized over their useful lives using a
method of amortization that reflects the pattern in which the
economic benefits of the intangible assets are consumed or
otherwise used up, in accordance with SFAS No. 142 "Goodwill and

Other Intangible Assets".

Know-how is amortized over 8 to 10 years,
over a period of 10 years and technology
years.

patents are amortized
is amortized over 8

MAGAL SECURITY SYSTEMS LTD.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

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

NOTE 2:- SIGNIFICANT ACCOUNTING POLICIES (Cont.)

AND ITS SUBSIDIARIES
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Impairment of long-lived assets:

The Group's long-lived assets and certain identifiable
intangibles are reviewed for impairment in accordance with SFAS
No. 144 "Accounting for the Impairment or Disposal of Long- Lived
Assets" whenever events or changes in circumstances indicate that
the carrying amount of a group of assets may not be recoverable.
Recoverability of a group of assets to be held and wused is
measured by a comparison of the carrying amount of the group to
the future wundiscounted cash flows expected to be generated by
the group. If such group of assets is considered to be impaired,
the impairment to be recognized 1is measured by the amount by
which the carrying amount of the assets exceeds their fair value.
During 2002, 2003 and 2004, no impairment losses have been
identified.

Goodwill:

Goodwill represents excess of the costs over the net fair wvalue
of the assets of the businesses acquired. Under SFAS No, 142,
goodwill acquired in a business combination on or after July 1,
2001, shall not be amortized, and goodwill acquired in prior
periods ceased to be amortized since January 1, 2002.

SFAS No. 142 requires goodwill to be tested for impairment on
adoption and at least annually thereafter or between annual tests
in certain circumstances, and written down when impaired, rather
than being amortized as previous accounting standards required.
Goodwill attributable to each of the reporting wunits is tested
for impairment by comparing the fair value of each reporting unit

with its carrying wvalue. Fair wvalue 1s determined using
discounted cash flows. Significant estimates wused 1in the
methodologies include estimates of future cash flows, future

short-term and long-term growth rates and weighted average cost
of capital for each of the reportable wunits. During 2002, 2003
and 2004, no impairment losses have been identified.

Differences Dbetween the balance of goodwill as of December 31,
2003 and 2004 derive from functional currency translation
adjustments. The entire goodwill balance relates to the Perimeter
segment.

Revenue recognition:

The Group generates its revenues mainly from (1) installation of
comprehensive security systems for which revenues are generated
from long-term fixed price contracts; (2) sales of security
products; and (3) services and maintenance, which are performed
either on fixed-price Dbasis or a time-and-materials basis
contracts.

Revenues from installation of comprehensive security systems are
generated from fixed price contracts according to which the time
between the signing of the contract and the final customer
acceptance is over a period generally exceeding one year. Such
revenues are recognized in accordance with Statement of Position
("SOP") No. 81-1 "Accounting for Performance of Construction-Type

and Certain Production-Type Contracts," using contract accounting
on a percentage of completion method, in accordance with the
"Input Method". The amounts of revenues recognized are based on

the total fees under the agreements and the percentage to
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completion achieved.

MAGAL SECURITY SYSTEMS LTD.
AND ITS SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

U.S. dollars in thousands (except share and per share data)
NOTE 2:- SIGNIFICANT ACCOUNTING POLICIES (Cont.)

Project costs include material purchased to produce the system,
related labor and overhead expenses and subcontractor's costs.
The percentage to completion is measured by monitoring costs and
efforts devoted using records of actual costs incurred to date in
the project compared to the total estimated project requirement,
which corresponds to the costs related to earned revenues.
Estimates of total project requirements are Dbased on prior
experience of installing and integrating security systems, a
history of no collection issues, delivery and acceptance of
similar services and a history of no cancellation problems, which
are reviewed and updated regularly by management. Provisions for
estimated losses on uncompleted contracts are made in the period
in which such losses are first determined, in the amount of the
estimated loss on the entire contract.

Estimated gross profit or loss from long-term contracts may
change due to changes in estimates resulting from differences
between actual performance and original forecasts. Such changes
in estimated gross profit are recorded in results of operations
when they are reasonably determinable by management, on a
cumulative catch-up basis.

The Group believes that the use of the percentage of completion
method 1s appropriate as the Group has the ability to make
reasonably dependable estimates of the extent of progress towards
completion, contract revenues and contract costs. In addition,
contracts executed include provisions that clearly specify the
enforceable rights regarding services to be provided and received

by the parties to the contracts, the consideration to be
exchanged and the manner and the terms of settlement, including
in cases of terminations for convenience. In all cases the Group

expects to perform its contractual obligations and its customers
are expected to satisfy their obligations under the contract.

Accounting for long-term contracts using the
percentage-of-completion method stipulates that revenue and
expense are recognized throughout the life of the contract, even

though the project is not completed and the purchaser does not
have possession of the project.

Fees are payable upon completion of agreed upon milestones and
subject to customer acceptance. Amounts recognized in advance of
contractual Dbilling, mainly as a result of using the "Input
Method", are recorded as unbilled accounts receivable. The period
between most instances of advanced recognition of revenues and
the customers' billing generally range between one to six months.

The Group sells security products to customers according to
customers' orders without installation work. The customers are
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not entitled to return the products. Revenues from security
product sales are recognized in accordance with SAB No. 104
"Revenue Recognition in Financial Statements", when delivery has
occurred, persuasive evidence of an agreement exists, the
vendor's fee is fixed or determinable, no further obligation
exists and collectability is probable.

Services and maintenance are performed under either fixed-price

basis or time-and-materials Dbasis contracts. Under fixed-price
contracts, the Group agrees to perform certain work for a fixed
price. Under time-and-materials contracts, the Group 1is

reimbursed for labor hours

MAGAL SECURITY SYSTEMS LTD.
AND ITS SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

U.S. dollars in thousands (except share and per share data)
NOTE 2:- SIGNIFICANT ACCOUNTING POLICIES (Cont.)

at negotiated hourly billing rates and for materials. Such
service contracts are not in the scope of SOP No. 81-1, and
accordingly, related revenues are recognized in accordance with
SAB No. 104, as those services are performed or over the term of
the related agreements provided that, an evidence of an
arrangement has been obtained, fees are fixed and determinable
and collectibillity is reasonably assured.

One of the Company's subsidiaries provides security video
monitoring services. The majority of contracts executed are for a
five year term and do not include terms that result in the
transfer of title of the equipment to the customer. Under the
contracts service is not dependent on specific equipment. The
subsidiary's obligation is related to the provision of monitoring
services. In accordance with EITF No. 01-08 "Determining Whether
an Arrangement Contains a Lease" and SFAS No. 13 "Accounting for
Leases," the service contract does not meet the definition of a
lease and as such the subsidiary recognizes monthly service fees
over the term of the agreement.

Deferred revenue includes unearned amounts under installation
services, service contracts and maintenance agreements.

n. Accounting for stock-based compensation:

The Company has elected to follow Accounting Principle Board

Opinion ("APB") No. 25, "Accounting for Stock Issued to
Employees, " and FASB Interpretation ("FIN") No. 44, "Accounting
for Certain Transactions Involving Stock Compensation," in

accounting for its employee stock option plans. Under APB No. 25,
when the exercise price of the Company's share options is less
than the market price of the wunderlying shares on the date of
grant, compensation expense is recognized.

The Company adopted the disclosure provisions of SFAS No. 148
"Accounting for Stock-Based Compensation transition and
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disclosure", which amended <certain provisions of SFAS No. 123,
"Accounting for Stock-Based Compensation", to provide alternative
methods of transition for an entity that voluntarily changes to
the fair wvalue based method of accounting for stock-based
employee compensation, effective as of the beginning of the prior
fiscal year. The Company continues to apply the provisions of APB
No. 25 in accounting for stock-based compensation.

Proforma information regarding net income and net earnings per
share is required by SFAS No. 123, and has been determined as if
the Company had accounted for its employee stock options under
the fair value method prescribed by SFAS No. 123.

The fair wvalue for options granted in 2004 is amortized over
their vesting period and estimated at the grant date using the
Black and Scholes option pricing model with the following
weighted-average assumptions for 2004: risk-free interest rate of
2.46%, dividend yields of 0%, a volatility factor of the expected
market price of the Company's Ordinary shares of 0.979, and a
weighted average life of the option of 1.5 years.
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Proforma information under SFAS No. 123:

Year ended December 31,

Net income as reported: $ 1,888 S 2,404 $ 1,
Add: stock based compensation
expenses determined under the
intrinsic value based method
included in the reported net income 17 3
Deduct: stock based compensation
expenses determined under fair

value based method for all awards (246) (111) (
e 3w
Basic net earnings per share—as reported _;_____BT;;_ _;_____;T;B_ _;____;
Diluted net earnings per shareas
reported 5 0 23 ; o 50 . O
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Research and development costs:

Research and development costs incurred in the process of

developing product improvements or new products, are charged to
expenses as incurred, net of grants received and investment tax
credit.

Warranty costs:

The Group provides a warranty for up to 24 months, at no extra
charge. The Group estimates the costs that may be incurred under
its warranty and records a liability in the amount of such costs
at the time product revenue 1is recognized in accordance with FIN
No. 45 "Guarantor's Accounting and Disclosure Requirements for

Guarantees, Including Indirect Guarantees of Indebtedness of
Others" and SFAS No. 5 "Accounting for Contingencies". Factors
that affect the Group's warranty liability include the number of
units, historical and anticipated rates of warranty claims and

cost per claim. The Group periodically assesses the adequacy of
its recorded warranty Iliabilities and adjusts the amounts as
necessary. A tabular reconciliation of the changes in the Group's
aggregate product warranty liability is not provided due to
immateriality.

MAGAL SECURITY SYSTEMS LTD.
AND ITS SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
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q.

Royalty-bearing grants:

Royalty-bearing grants from the Government of Israel for funding
research and development projects are recognized at the time the
Company is entitled to such grants on the basis of the related
costs incurred and recorded as a reduction of research and
development costs. Research and development grants recognized
amounted to $318, $128 and $228 in 2002, 2003 and 2004,
respectively.

The Company also received royalty-bearing grants from the Fund
for Encouragement of Marketing Activity. These grants are
recognized at the time the Company is entitled to such grants on
the basis of the costs incurred and included as a deduction of
selling and marketing expenses. Total grants recognized amounted
to $82, $0 and $0 in 2002, 2003 and 2004, respectively.

Net earnings per share:

Basic net earnings per share is computed based on the weighted
average number of shares of Ordinary shares outstanding during
each year. Diluted net earnings per share is computed based on
the weighted average number of shares of Ordinary shares
outstanding during each year, plus dilutive potential shares of
Ordinary shares considered outstanding during the vyear, in
accordance with SFAS No. 128 , "Earnings Per Share."
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Concentrations of credit risk:

Financial instruments that potentially subject the Group to
concentrations of credit risk consist principally of cash and
cash equivalents, short-term and long-term Dbank deposits,
structured notes, unbilled accounts receivable, trade receivables
and long-term trade receivables.

Cash and cash equivalents, short-term and long-term bank deposits
and structured notes are mainly invested in major Israeli and
U.S. banks. Cash and cash equivalents in the United States may be
in excess of insured 1limits and are not insured 1in other
jurisdictions. Management believes that the financial
institutions that hold the Group's investments are financially
sound and, accordingly, minimal credit risk exists with respect
to these investments.

The short-term and long-term trade receivables of the Group, as

well as the unbilled accounts receivable, are derived from sales
to large and solid organizations and government authorities
located mainly in Israel, the United States, Canada and Europe.

The Group performs ongoing credit evaluations of its customers
and to date have not experienced any material losses. An
allowance for doubtful accounts is determined with respect to
those amounts that the Group has determined to be doubtful of
collection and in accordance with an aging key. In certain
circumstances, the Group may require letters of credit, other
collateral or additional guarantees.

The Group has no significant off-balance sheet concentration of
credit risks, such as foreign exchange contracts or foreign
hedging arrangements, except derivative instruments, which are
detailed in Note 2x.

MAGAL SECURITY SYSTEMS LTD.
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U.S. dollars in thousands (except share and per share data)

NOTE 2:- SIGNIFICANT ACCOUNTING POLICIES (Cont.)

t.

Income taxes:

The Group accounts for income taxes in accordance with SFAS No.
109 "Accounting for Income Taxes." This statement prescribes the
use of the 1liability method whereby deferred tax assets and
liability account balances are determined based on differences
between financial reporting and tax Dbases 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. The Group provides a valuation allowance, if necessary,
to reduce deferred tax assets to their estimated realizable
value.

Severance pay:

The Company's liability for its Israeli employees severance pay
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is calculated pursuant to Israel's Severance Pay Law based on the
most recent salary of the employees multiplied by the number of
years of employment, as of the balance sheet date. Employees are
entitled to one month's salary for each year of employment or a
portion thereof. The Company's liability for its employees in
Israel is fully provided by monthly deposits with insurance
policies and by an accrual. The wvalue of these policies 1is
recorded as an asset in the Company's balance sheet.

The deposited funds include profits accumulated up to balance
sheet date. The deposited funds may be withdrawn only upon the
fulfillment of the obligation pursuant to Israel's Severance Pay
Law or labor agreements. The value of the deposited funds is
based on the cash surrendered value of these policies, and
includes immaterial profits.

Severance expenses for the years ended December 31, 2002, 2003
and 2004, amounted to approximately $60, $313 and $306,
respectively.

V. Fair value of financial instruments:

The following methods and assumptions were used by the Group in
estimating its fair value disclosures for financial instruments:

(i) The carrying amounts of cash and cash equivalents,
short-term Dbank deposits, trade receivables, unbilled
accounts receivable, short-term bank credit and trade

pavables approximate their fair value due to the short-term
maturity of such instruments.

(ii) The carrying amount of the Group's long-term trade
receivables, long-term bank deposits and structured notes
approximate their fair value. The fair value was estimated
using discounted cash flows analyses, Dbased on the Group's
investment rates for similar type of investment
arrangements.
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(iii) The <carrying amounts of the Group's long-term debt are
estimated by discounting the future cash flows using current
interest rates for loans of similar terms and maturities. As
of December 31, 2003, the fair wvalue of the Group's
long-term borrowing was $5,564, compared to the carrying
amount of $5,714. As of December 31, 2004, the fair value of
the Company's long-term Dborrowing was $5,318, compared to
the carrying amount of $5,349.

(iv) The fair value of foreign currency contracts (used for hedge
purposes) 1s estimated by obtaining current quotes from
investment bankers.



Edgar Filing: MAGAL SECURITY SYSTEMS LTD - Form 20-F/A

W. Advertising expenses:

Advertising costs are charged to the statement of income as
incurred. Advertising expenses for the years ended December 31,
2002, 2003 and 2004, were $372, $422 and $495, respectively.

X. Derivative instruments:

SFAS No. 133, "Accounting for Derivative Instruments and Hedging
Activities", requires a company to recognize all of its
derivative instruments as either assets or liabilities in the
statement of financial position at fair value. The accounting for
changes in the fair value (i.e., gains or losses) of a derivative
instrument depends on whether it has been designated and
qualifies as part of a hedging relationship and further, on the
type of hedging relationship. For those derivative instruments
that are designated and qualify as hedging instruments, a company
must designate the hedging instrument, based upon the exposure
being hedged.

To protect against the change in value of forecasted foreign
currency cash flows resulting from certain sale arrangements, the
Company has entered during 2003 and 2004 into forward contracts
in order to hedge portions of its forecasted revenue and unbilled
accounts receivable denominated in euro.

For derivative instruments designated as cash flow hedge (i.e.,
hedging the exposure to variability in expected future cash flows
that is attributable to a particular risk). The effective portion
of the gain or loss on the derivative instrument is reported as a
component of other comprehensive income and reclassified 1into
earnings in the same line item associated with the forecasted
transaction in the same period or periods during which the hedged
transaction affects earnings. For derivative instruments that are
designated and qualify as a fair value hedge (i.e., hedging the
exposure to changes in the fair value of an asset or a liability
or an identified portion thereof that 1is attributable to a
particular risk), the gain or loss on the derivative instrument
as well as the offsetting loss or gain on the hedged item
attributable to the hedged risk are recognized in the same line
item associated with the hedged item in current earnings during
the period of the change in fair values.
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As of December 31, 2004, the Company expects to reclassify $649
of net losses on derivative instruments from unrealized losses on
forward contracts to earnings during the next 12 months due to

actual sales and related payments.

v. Reclassification:
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Certain amounts from prior

have been reclassified to

conform to the previous year's presentation. The reclassification

had no effect on previously reported net loss, shareholders'
equity or cash flows.
Z. Impact of recently issued accounting standards:

In November 2004, the FASB issued SFAS No. 151, "Inventory Costs,

an amendment of ARB No. 43,
Accounting Research Bulletin

clarify that abnormal amounts
handling costs and wasted
recognized as current-period
requires that allocation of

Chapter 4." SFAS No. 151 amends

("ARB") No. 43, Chapter 4, to
of idle facility expense, freight
materials (spoilage) should be

In addition, SFAS No. 151

fixed production overheads to the

costs of conversion be based on normal capacity of the production

facilities. SAFS ©No. 151
incurred during fiscal years

Company does not expect that the
have a material effect on its

effective for inventory costs
beginning after June 15, 2005. The
adoption of SFAS No. 151 will
financial position or results of

operations.

On December 16, 2004, the FASB issued SFAS No. 123 (R) (revised
2004), "Share-Based Payment," which is a revision of SFAS No.
123, "Accounting for Stock-Based Compensation." Generally, the

approach in Statement 123 (R)
in SFAS No. 123. However,

required, share-based payments to

based on their fair wvalues

is similar to the approach described
No. 123 permitted, Dbut not
employees to be recognized

SFAS 123 (R) requires all

share-based payments to employees to be recognized based on their

fair wvalues. SFAS 123(R) also

guidance in several areas,

revises, <clarifies and expands
including measuring fair value,

classifying an award as equity or as a liability and attributing
compensation cost to reporting periods. The new standard will be
effective for the Company in the first interim period Dbeginning
after June 15, 2005. The adoption of SFAS 123(R) will not have a
significant effect on the Company's results of operations.
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NOTE 3:- INVENTORIES

Raw materials
Work in progress
Finished products

December 31,

2003 2004
$ 6,843 $ 6,80
2,513 2,32
2,421 3,57
s 11,777 s 12,70
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NOTE 4:- PROPERTY AND EQUIPMENT, NET

a. Composition:
December 31,
2003 2004
Cost:
Land and buildings S 8,2