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INTRODUCTION

Magal Security Systems Ltd. is a leading international solutions provider of safety, security, site management and
intelligence gathering and compilation solutions and products. Based on more than 40 years of experience and
interaction with customers, we have developed a unique set of solutions and products, optimized for perimeter,
outdoor and general security applications. Our turnkey solutions are typically integrated and managed by
sophisticated modular command and control software, supported by expert systems for real-time decision

support. Our broad portfolio of critical infrastructure protection and site protection technologies includes a variety of
smart barriers and fences, fence mounted detectors, virtual gates, buried and concealed detection systems and a
sophisticated protection package for sub-surface intrusion. As a world class innovator in the development of closed
circuit television, intelligence video analysis and motion detection technology for outdoor operation, we have
successfully installed customized solutions and products in more than 75 countries worldwide. Our ordinary shares
are traded on the NASDAQ Global Market under the symbol “MAGS”. Our website is www.magal-s3.com. The
information on our website is not incorporated by reference into this annual report. As used in this annual report, the
terms “we,” “us,” “our,” and “Magal S3” mean Magal Security Systems Ltd. and its subsidiaries, unless otherwise indicated.

ULTRAWAVE, E-FIELD, FLARE, FLEXPI, FLEXPS, GUIDAR, INTELLI-FIELD, LOGO DESIGN (old Senstar),
MISCELLANEOUS DESIGN (Stellar logo), OMNITRAX, PANTHER, PERIMITRAX, PINPOINTER, REPELS, S
DESIGN, SENNET, SENSTAR, SENSTAR & DESIGN, SENSTAR-STELLAR, SENSTAR-STELLAR & DESIGN,
SENTIENT, XFIELD, MAGAL, DTR, FORTIS, DREAMBOX, PIPEGUARD AND MAESTRO DB are registered
trademarks and INTELLI-FLEX, INTELLIFIBER, STARLED, STARNET, ARMOURFLEX, FLASH, FLEXZONE,
ROBOGUARD, FENSOR, CYBERSEAL FIBER PATROL, the Magal logo and all other marks used to identify
particular products and services associated with our businesses are unregistered trademarks. 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 generally accepted accounting principles in the United States, 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 and effective on
December 31, 2014 was NIS 3.889 per $1.00.

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.

This Annual Report on Form 20-F contains 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, and
within the Private Securities Litigation Reform Act of 1995, 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,
“anticipates,” “believes,” “estimates,” “expects,” “intends,” “plans,” “projects,” “understands" and other verbs suggesting
uncertainty. We remind readers 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. Readers are cautioned not to place undue reliance on these forward-looking statements, which speak only
as of the date hereof. We undertake no obligation to publicly release any revisions to these forward-looking

statements to reflect events or circumstances after the date hereof or to reflect the occurrence of unanticipated

events. We have attempted to identify additional significant uncertainties and other factors affecting forward-looking

EEINT3 LR INT3 99 ¢ 9 ¢
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statements in the Risk Factors section which appears in Item 3.D “Key Information -Risk Factors.”
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ITEM 1.
Not applicable.
ITEM 2.
Not applicable.

ITEM 3.
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PARTI

IDENTITY OF DIRECTORS, SENIOR MANAGEMENT AND ADVISERS

OFFER STATISTICS AND EXPECTED TIMETABLE

KEY INFORMATION

A.Selected Consolidated Financial Data.

The following selected consolidated financial data for and as of the five years ended December 31, 2014 are derived
from our audited consolidated financial statements which have been prepared in accordance with U.S. GAAP. We
have derived the following selected consolidated financial data as of December 31, 2013 and 2014 and for each of the
years ended December 31, 2012, 2013 and 2014 from our consolidated financial statements set forth elsewhere in this
annual report that have been prepared in accordance with U.S. GAAP. We have derived the following selected
consolidated financial data as of December 31, 2010, 2011 and 2012 and for each of the years ended December 31,
2010 and 2011 from our audited consolidated financial statements not included in this annual report. The selected
consolidated financial data set forth below should be read in conjunction with and are qualified entirely by reference

to Item 5. “Operating and Financial Review and Prospects” and our audited consolidated financial statements and notes
thereto included elsewhere in this annual report.

2010 2011 2012 2013 2014
Revenues $49,699 $88,591 $77,697 $51,517 $77,543
Cost of revenues 31,400 49,089 44,163 31,059 43,049
Gross profit 18,299 39,502 33,534 20,458 34,494
Operating expenses:
Research and development, net 4,105 3,898 4,041 4,409 4,604
Selling and marketing 11,261 19,415 16,528 12,781 17,130
General and administrative 7,593 8,682 7,408 7,787 8,898
Impairment of goodwill and
other intangible assets - - - - 2,439

Other income - 2,304 ) - - -

Total operating expenses 22,959 29,691 27,977 24,977 33,071
Operating income (loss) (4,660 ) 9,811 5,557 (4,519 ) 1,423
Financial expenses (income), net 967 (756 ) 472 (59 ) (1,979 )
Income (loss) before income taxes (5,627 ) 10,567 5,085 4,460 ) 3,402
Taxes on income 602 723 991 69 82
Net income (loss) $(6,229 ) $9,844 $4,094 $4,529 ) $3,320
Less: net loss attributable to non-controlling
interest 24 ) - - (66 ) (90 )
Net income (loss) attributable to Magal’s
shareholders $(6,205 ) $9,844 $4,094 $(4,463 ) $3,410
Basic and diluted net earnings (loss) per share
from continuing operations $(0.60 ) $0.78 $0.26 $(0.28 ) $0.21

11
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Basic and diluted net earnings (loss) per share

from discontinued operations

Basic and diluted net earnings (loss) per share $(0.60 ) $0.78
Weighted average number of ordinary

shares used in computing basic net earnings

per share 10,396,548 12,645,283
Weighted average number of ordinary

shares used in computing diluted net

earnings per share 10,396,548 12,645,283

-1-

$0.26

16,003,482

16,030,816

$(0.28

16,138,944

16,138,944

) $0.21

16,186,148

16,338,056
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2010

Consolidated Statements of Comprehensive

Income:

Net income (loss) $(6,205
Realized foreign currency translation

adjustments from subsidiary -
Foreign currency translation adjustments 1,226

Total comprehensive income (loss) $(4,979

Less - comprehensive loss attributable to

non-controlling interests (24

Comprehensive income (loss) attributable to

Magal shareholders' $(5,003
2010

Consolidated Balance Sheets Data:

Cash and cash equivalents $16,596
Short and long-term bank deposits and

restricted deposits 4,888
Working capital 26,612
Total assets 65,710
Short-term bank credit (including current

maturities of long-term loans) 9,830
Long-term bank loans 50
Loan from related party 9,907
Total shareholders’ equity 28,016

Ordinary shares issued and outstanding 10,396,548

-

2011

) $9.844
(589

) $9,225

) -

) $9,225

2011

$30,005

10,123
40,493
85,987

5,390
38

51,011
15,819,822

2012

$4,094
(421

) 684
$4,357

$4,357

2012

$36,784

9,607
49,202
91,036

5,391
6

58,326
16,098,022

2013

$(4,529
) -
(875
$(5,404
(66
$(5,338

2013

$32,235

12,283
46,922
87,671

6,270
1,912

57,540
16,147,522

2014

) $3.320
) (1,833
) $1,487
) (90

) $1,577

2014

$21,602
10,979
45,805
83,759

3,071
1,406

55,957

16,269,022
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B.Capitalization and Indebtedness.
Not applicable.
C.Reasons for the Offer and Use of Proceeds.
Not applicable.
D.Risk Factors.

Investing in our ordinary shares involves a high degree of risk and uncertainty. You should carefully consider the
risks and uncertainties described below before investing in our ordinary shares. If any of the following risks actually
occurs, our business, prospects, financial condition and results of operations could be harmed. In that case, the value
of our ordinary shares could decline, and you could lose all or part of your investment.

Risks Related to Our Business

We have a history of operating losses and may not be able to achieve and sustain profitable operations. We may not
have sufficient resources to fund our operations in the future.

Although we had operating profit in 2014 following a year of operating loss, we may not be able to achieve and
sustain profitable operations in the future. If we do not generate sufficient cash from operations, we will be required
to obtain additional financing or reduce our level of expenditure or cash balance. Such financing may not be available
in the future, or, if available, may not be on terms favorable to us. If adequate funds are not available to us, our
business, and results of operations and financial condition will be materially and adversely affected.

We depend on large orders from a relatively small number of customers for a substantial portion of our revenues. The
loss of one or more of our key customers could result in a loss of a significant amount of our revenues.

A relatively small number of customers account for a large percentage of our revenues. Revenues from the provision
of the perimeter security solution to the port of Mombasa, Kenya accounted for 19.3%, 14.2% and 5.7% of our
revenues in 2012, 2013 and 2014, respectively. Historically, the Israeli Ministry of Defense, or the MOD, and the
Israeli Defense Forces, or the IDF, have accounted for a significant amount of our revenues. For the years ended
December 31, 2012, 2013 and 2014, they accounted for 9%, 15% and 14.8% of our revenues, respectively.

The MOD, the IDF or any of our other major continuing customers may not maintain their volume of business with us
or, if such volume is reduced, other customers generating similar revenues may not replace the lost business. For
example, in 2012, we completed the Gabonese Republic Project, and we do not expect to receive any future revenues
from this project. Our inability to replace business from large contracts will adversely affect our financial

results. Any unanticipated delays in a large project, changes in customer requirements or priorities during the project
implementation period, or a customer’s decision to cancel a project, may adversely impact our operating results and
financial performance. Our programs may also be affected in the future if there is a reduction in Israeli government
defense spending for our programs or a change in priorities to purchase products other than ours. Accordingly,
changes in government contracting policies, budgetary constraints and delays or changes in the appropriations process
could have an adverse effect on our business, financial condition and results of operations.

Because our sales tend to be concentrated among a small number of customers during any period, our operating results

may be subject to substantial fluctuations. Accordingly, our revenues and operating results for any particular quarter
may not be indicative of our performance in future quarters, making it difficult for investors to evaluate our future

14
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prospects based solely on the results of any one quarter.

Given the nature of our customers and products, we receive relatively large orders for products from a relatively small
number of customers. Consequently, a single order from one customer may represent a substantial portion of our sales
in any one period and significant orders by any customer during one period may not be followed by further orders
from the same customer in subsequent periods. Our sales and operating results are subject to very substantial periodic
variations. Since quarterly performance is likely to vary significantly, our results of operations for any quarter or
calendar year are not necessarily indicative of the results that we might achieve for any subsequent period.
Accordingly, quarter-to-quarter and year-to-year comparisons of our operating results may not be meaningful. In
addition, we have a limited order backlog that is generally composed of orders that are mostly fulfilled within a period
of three to twelve months after receipt, which makes revenues in any quarter substantially dependent upon orders
received in prior quarters.

3.
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We may be unable to successfully integrate our recent acquisitions into our operations or to fully realize targeted
synergies, revenues and other expected benefits of the acquisitions.

In January 2013, we purchased WebSilicon Ltd., an Israeli cyber security company, which later changed its name to
CyberSeal Ltd. CyberSeal products and services complement our physical security products and services. In April
2014 we acquired a U.S. based fiber-optic technology company, which provides advanced solutions for sensing,
security, and communication. These solutions include patented fiber-optic sensor technologies which provide security
solutions for military bases, airports, power plants, water treatment facilities, pipelines, secure data networks, and
other critical infrastructures and high-value assets.

Achieving the targeted synergies, such as operating and long-term strategic cost-savings, of the acquisitions will
depend in part upon whether we can integrate their businesses and technologies in an efficient and effective manner.
We may not be able to accomplish this integration process smoothly or successfully. The integration of our respective
operations will require the dedication of significant management resources, which may distract management’s attention
from day-to-day operations. Employee uncertainty and lack of focus during the integration process may also disrupt
our business and result in undesired employee attrition. An inability of management to successfully integrate the
operations into our business could have a material adverse effect on our business, results of operations and financial
condition.

An inability to realize the full extent of, or any of, the anticipated benefits and synergies of the acquisitions, as well as
any delays encountered in the integration process, could have an adverse effect on our business, results of operations
and financial condition. Moreover, future acquisitions by us could result in potentially dilutive issuances of our equity
securities, the incurrence of debt and contingent liabilities and amortization expenses related to identifiable intangible
assets, any of which could materially adversely affect our operating results and financial position. Acquisitions also
involve other risks, including risks inherent in entering markets in which we have no or limited prior experience.

Our revenues depend on government procurement procedures and practices. A substantial decrease in our customers’
budgets would adversely affect our results of operations.

Our products are primarily sold to governmental agencies, governmental authorities and government-owned
companies, many of which have complex and time consuming procurement procedures. A substantial period of time
often elapses from the time we begin marketing a product until we actually sell that product to a particular

customer. In addition, our sales to governmental agencies, authorities and companies are directly affected by these
customers’ budgetary constraints and the priority given in their budgets to the procurement of our products. A
decrease in governmental funding for our customers’ budgets would adversely affect our results of operations. This
risk is heightened during periods of global economic slowdown.

Accordingly, governmental purchases of our systems, products and services may decline in the future as the
governmental purchasing agencies may terminate, reduce or modify contracts or subcontracts if:

o their requirements or budgetary constraints change;
o they cancel multi-year contracts and related orders if funds become unavailable;
. they shift spending priorities into other areas or for other products; or

. they adjust contract costs and fees on the basis of audits.

16
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Any such event may have a material adverse effect on us.

4-
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Because competition in our industry is intense, our business, operating results and financial condition may be
adversely affected.

The global market for safety, security, site management solutions and products is highly fragmented and intensely
competitive. It is characterized by rapidly changing technology, frequent new product introductions and rapidly
changing customer requirements. We compete principally in the market for perimeter intrusion detection systems, or
PIDS, and turnkey projects and solutions. Some of our competitors and potential competitors have greater research,
development, financial and personnel resources, including governmental support. We cannot assure you that we will
be able to maintain the quality of our products relative to those of our competitors or continue to develop and market
new products effectively. Continued competitive pressures could cause us to lose significant market share.

Increased competition and bid protests in a budget-constrained environment may make it more difficult to maintain
our financial performance.

A substantial portion of our business is awarded through competitive bidding. Governments increasingly have relied
upon competitive contract award types and multi-award contracts, which has the potential to create pricing pressure
and increase our cost by requiring that we submit multiple bids and proposals. The competitive bidding process entails
substantial costs and managerial time to prepare bids and proposals for contracts that may not be awarded to us or may
be split among competitors. Following award, we may encounter significant expenses, delays, contract modifications,
or even loss of the contract if our competitors protest or challenge contracts that are awarded to us. Multi-award
contracts require that we make sustained efforts to obtain task orders under the contract.

As an example, in October 2012, we participated in a MOD experimental program with respect to the Israeli border
security fence. During 2013, our technology was tested and we were eventually chosen to install 15 km of border
sensors. Two other Israeli contractors were also awarded contracts. In 2014 our technology was approved and we were
chosen to participate in the next MOD tender. However, follow-up orders may be split between the three competing
parties pending the customer’s determination of the performance of the different technologies. As a result, the amount
of revenues to be generated from this project is uncertain.

Unfavorable global economic conditions may adversely affect our customers, which directly impact our business and
results of operations.

Our business and financial condition is affected by global economic conditions. For example, starting in late 2008 and
lasting through much of 2009, a steep downturn in the global economy sparked by uncertainty in credit markets and
deteriorating consumer confidence, reduced technology spending by many organizations. More recently, credit and
sovereign debt issues destabilized certain European economies as well and thereby increased global macroeconomic
uncertainties. Uncertainty about current global economic conditions continues to pose a risk as customers may
postpone or reduce spending in response to restraints on credit. Should the economic slowdown increase and/or
companies in our target markets reduce capital expenditures, it may cause our customers to reduce or postpone their
capital spending significantly, potentially resulting in reductions in sales of our products, longer sales cycles,
collectability delays, non-payment for product, slower adoption of new technologies and increased price competition,
each of which could have a material adverse effect on our business, operating results and financial condition.

We may also be required in the future to record impairment charges relating to the carrying value of our intangible
assets and goodwill, increase our reserves for doubtful accounts and further write-down our tax assets. In addition, the
fair value of some of our assets may decrease as a result of an uncertain economy and as a result, we may be required
to record impairment charges in the future. If global economic and market conditions or economic conditions in key
markets remain uncertain or weaken further, our financial condition and operating results may be materially adversely
affected.

18
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We may be adversely affected by our long sales cycles.

We have in the past and expect in the future to experience long time periods between initial sales contacts and the
execution of formal contracts for our products and completion of product installations. The cycle from first contact to
revenue generation in our business involves, among other things, selling the concept of our technology and products,
developing and implementing a pilot program to demonstrate the capabilities and accuracy of our products,
negotiating prices and other contract terms, and, finally, installing and implementing our products on a full-scale
basis. This cycle entails a substantial period of time, sometimes as much as one or more years, and the lack of
revenues during this cycle and the expenses involved in bringing new sales to the point of revenue generation may put
a substantial strain on our resources. Our business involves significant risks and uncertainties that may not be covered
by indemnity or insurance.

5.
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Our business involves significant risks and uncertainties that may not be covered by indemnity or insurance.

A significant portion of our business relates to designing, developing, and manufacturing advanced security, site
management and intelligence gathering systems and products. New technologies may be untested or unproven.
Failure of some of these products and services could result in extensive loss of life or property damage. Accordingly,
we also may incur liabilities that are unique to our products and services. In some, but not all circumstances, we may
be entitled to certain legal protections or indemnifications from our customers, either through regulatory protections,
contractual provisions or otherwise. The amount of insurance coverage that we maintain may not be adequate to cover
all claims or liabilities, and it is not possible to obtain insurance to protect against all operational risks and liabilities.

Substantial claims resulting from an accident, failure of our products or services, or other incident, or liability arising
from our products and services in excess of any indemnity and our insurance coverage (or for which indemnity or
insurance is not available or not obtained) could adversely impact our financial condition, cash flows, or operating
results. Any accident, even if fully indemnified or insured, could negatively affect our reputation among our
customers and the public, and make it more difficult for us to compete effectively. It also could affect the cost and
availability of adequate insurance in the future.

The market for our products is characterized by changing technology, requirements, standards and products, and we
may be adversely affected if we do not respond promptly and effectively to these changes.

The market for our products is characterized by evolving technologies, changing industry standards, changing
regulatory environments, frequent new product introductions and rapid changes in customer requirements. The
introduction of products embodying new technologies and the emergence of new industry standards and practices can
render existing products obsolete and unmarketable. Our future success will depend on our ability to enhance our
existing products and to develop and introduce, on a timely and cost-effective basis, new products and product
features that keep pace with technological developments and emerging industry standards and address the increasingly
sophisticated needs of our customers. In the future:

ewe may not be successful in developing and marketing new products or product features that respond to
technological change or evolving industry standards;

e we may experience difficulties that could delay or prevent the successful development, introduction and marketing
of these new products and features; or

o our new products and product features may not adequately meet the requirements of the marketplace and
achieve market acceptance.

If we are unable to respond promptly and effectively to changing technologies and market requirements, we will be
unable to compete effectively in the future.

Our failure to retain and attract personnel could harm our business, operations and product development efforts.

Our products require sophisticated research and development, marketing and sales and technical customer

support. Our success depends on our ability to attract, train and retain qualified research and development, marketing
and sales and technical customer support personnel. Competition for personnel in all of these areas is intense and we
may not be able to hire sufficient personnel to achieve our goals or support the anticipated growth in our business. If
we fail to attract and retain qualified personnel, our business, operations and product development efforts would
suffer.
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Our financial results may be significantly affected by currency fluctuations.

Most of our sales are made in North America, Europe, Africa and Israel. Our revenues are primarily denominated in
dollars, Euros and NIS, while a portion of our expenses, primarily labor expenses, is incurred in NIS and Canadian
Dollars. Additionally, certain assets, especially trade receivables, as well as part of our liabilities are denominated in
NIS. As aresult, fluctuations in rates of exchange between the dollar and non-dollar currencies may affect our
operating results and financial condition. The dollar cost of our operations in Israel may be adversely affected by the
appreciation of the NIS against the dollar. In addition, the value of our non-dollar revenues could be adversely
affected by the depreciation of the dollar against such currencies. During the year ended December 31, 2012 foreign
currency fluctuations had an adverse impact on our results of operations and we recorded foreign exchange losses, net
of $530,000. In 2013 and 2014, foreign currency fluctuations had a positive impact on our results of operations and
we recorded foreign exchange income, net of $89,000 and $2,331,000, respectively. Our results of operations may
continue to be materially affected by currency fluctuations in the future.

Our international operations require us to comply with anti-corruption laws and regulations of various governments
and different international jurisdictions, and our failure to comply with these laws and regulations could adversely
affect our reputation, business, financial condition and results of operations.

Doing business on a worldwide basis requires us and our subsidiaries to comply with the laws and regulations of
various governments and different international jurisdictions, and our failure to successfully comply with these rules
and regulations may expose us to liabilities. These laws and regulations apply to companies, individual directors,
officers, employees and agents, and may restrict our operations, trade practices, investment decisions and partnering
activities. In particular, as a company registered with the Securities and Exchange Commission, or the SEC, we are
subject to the regulations imposed by the Foreign Corrupt Practices Act, or FCPA. The FCPA prohibits us from
providing anything of value to foreign officials for the purposes of influencing official decisions or obtaining or
retaining business or otherwise obtaining favorable treatment, and requires companies to maintain adequate
record-keeping and internal accounting practices to accurately reflect the transactions of the company. As part of our
business, we deal with state-owned business enterprises, the employees and representatives of which may be
considered foreign officials for purposes of the FCPA. If our efforts to screen third-party agents and detect cases of
potential misconduct fail, we could be held responsible for the noncompliance of these third parties under applicable
laws and regulations, which may have a material adverse effect on our reputation and our business, financial condition
and results of operations. In addition, some of the international locations in which we operate lack a developed legal
system and have elevated levels of corruption. As a result of the above activities, we are exposed to the risk of
violating anti-corruption laws. We have established policies and procedures designed to assist us and our personnel to
comply with applicable U.S. and international laws and regulations. However, there can be no assurance that our
policies and procedures will effectively prevent us from violating these regulations in every transaction in which we
may engage, and such a violation could adversely affect our reputation, business, financial condition and results of
operations.

We face risks associated with doing business in international markets.

A large portion of our sales is to markets outside of Israel. For the years ended December 31, 2012, 2013 and 2014
approximately 86.9%, 77.6% and 78.7%, respectively, of our revenues were derived from sales to markets outside of
Israel. A key component of our strategy is to continue to expand in such international markets. Our international
sales efforts are affected by costs associated with the shipping of our products and risks inherent in doing business in
international markets, including:

edifferent and changing regulatory requirements in the jurisdictions in which we currently operate or may operate in
the future;
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fluctuations in foreign currency exchange rates;
export restrictions, tariffs and other trade barriers;
difficulties in staffing, managing and supporting foreign operations;

o longer payment cycles;
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o difficulties in collecting accounts receivable;

epolitical and economic changes, hostilities and other disruptions in regions where we currently sell or products or
may sell our products in the future; and

o seasonal reductions in business activities.

Negative developments in any of these areas in one or more countries could result in a reduction in demand for our
products, the cancellation or delay of orders already placed, difficulty in collecting receivables, and a higher cost of
doing business, any of which could adversely affect our business, results of operations or financial condition.

We have significant operations in countries that may be adversely affected by political or economic instability, regime
replacement, major hostilities or acts of terrorism.

We are a global security company with worldwide operations. Although approximately 61% of our sales are generated
in Israel, North America and Western Europe, we expect to derive an increasing portion of our sales and future growth
from other regions or regime replacements which freeze the activity, budget allocation and execution decisions in
these markets until the new regime is setting up, such as Africa or regime replacements which freeze the activity,
budget allocation and execution decisions in these markets until the new regime is setting up, such as India, Latin
America and Central and Eastern Europe, which may be susceptible to political or economic instability.

Significant portions of our operations are conducted outside the markets in which our products and solutions are
manufactured or generally sold, and accordingly, we often export a substantial number of products into such markets.
We may, therefore, be denied access to potential customers or suppliers or denied the ability to ship products from any
of our subsidiaries into the countries in which we currently operate or wish to operate, as a result of economic,
legislative, political and military conditions, including hostilities and acts of terrorism, in such countries.

Breaches of network or information technology security, natural disasters or terrorist attacks could have an adverse
effect on our business.

Cyber attacks or other breaches of network or information technology (IT) security, natural disasters, terrorist acts or
acts of war may cause equipment failures or disrupt our systems and operations. We may be subject to attempts to
breach the security of our networks and IT infrastructure through cyber attack, malware, computer viruses and other
means of unauthorized access. While we maintain insurance coverage for some of these events, the potential
liabilities associated with these events could exceed the insurance coverage we maintain. A failure to protect the
privacy of customer and employee confidential data against breaches of network or IT security could result in damage
to our reputation. To date, we have not been subject to cyber attacks or other cyber incidents which, individually or in
the aggregate, resulted in a material impact to our operations or financial condition.

We may not be able to protect our proprietary technology and unauthorized use of our proprietary technology by third
parties may impair our ability to compete effectively.

Our success and ability to compete depend in large part upon protecting our proprietary technology. We have 14
patents and have 5 patent applications pending. We also rely on a combination of trade secret and copyright law and
confidentiality, non-disclosure and assignment-of-inventions agreements to protect our proprietary technology. It is
our policy to protect our proprietary rights in our products and operations through contractual obligations, including
confidentiality and non-disclosure agreements with certain employees, distributors and agents, suppliers and
subcontractors. These measures may not be adequate to protect our technology from third-party infringement, and our
competitors may independently develop technologies that are substantially equivalent or superior to
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ours. Additionally, our products may be sold in foreign countries that provide less protection to intellectual property
than that provided under U.S. or Israeli laws.

_8-
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Claims that our products infringe upon the intellectual property of third parties may require us to incur significant
costs, enter into licensing agreements or license substitute technology.

Third parties may in the future assert infringement claims against us or claims asserting that we have violated a patent
or infringed upon a copyright, trademark or other proprietary right belonging to them. Any infringement claim, even
one without merit, could result in the expenditure of significant financial and managerial resources to defend against
the claim. In addition, we purchase components for our turnkey products from independent suppliers. Certain of
these components contain proprietary intellectual property of these independent suppliers. Third parties may in the
future assert claims against our suppliers that such suppliers have violated a patent or infringed upon a copyright,
trademark or other proprietary right belonging to them. If such infringement by our suppliers or us were found to
exist, a party could seek an injunction preventing the use of their intellectual property. Moreover, a successful claim
of product infringement against us or a settlement could require us to pay substantial amounts or obtain a license to
continue to use such technology or intellectual property. Infringement claims asserted against us could have a
material adverse effect on our business, operating results and financial condition.

Undetected defects in our products may increase our costs and impair the market acceptance of our products.

The development, enhancement and implementation of our complex systems entail substantial risks of product defects
or failures. Despite testing by us and our customers, errors may be found in existing or new products, resulting in
delays, loss of revenues, warranty expense, loss of market share, failure to achieve market acceptance, adverse
publicity, product returns, loss of competitive position or claims against us by customers. Any such problems could be
costly to remedy and could cause interruptions, delays, or cessation of our product sales, which could cause us to lose
existing or prospective customers and could negatively affect our results of operations. Moreover, the complexities
involved in implementing our systems entail additional risks of performance failures. We may encounter substantial
difficulties due to such complexities which could have a material adverse effect upon our business, financial condition
and results of operations.

If subcontractors and suppliers terminate our arrangements with them, or amend them in a manner detrimental to us,
we may experience delays in production and implementation of our products and our business may be adversely
affected.

We acquire most of the components utilized in our products, including our turnkey solutions, from a limited number
of suppliers. We may not be able to obtain such items from these suppliers in the future or we may not be able to
obtain them on satisfactory terms. Temporary disruptions of our manufacturing operations would result if we were
required to obtain materials from alternative sources, which may have an adverse effect on our financial results. In
addition, the installation of our fence mounted vibration detection systems in Israel is outsourced primarily to two
subcontractors. If either or both of such subcontractors were to be unable or unwilling to continue to perform such
services, we would have to identify and qualify one or more substitute subcontractors to perform such services. This
could cause delays in the implementation of our fence mounted vibration detection systems in Israel, the costs
associated with installing such systems may increase and our business may be adversely affected.

We currently benefit from government programs and tax benefits that may be discontinued or reduced in the future,
which would increase our future tax expenses.

We currently benefit from grants and tax benefits under Israeli government programs, which require us to meet
specified conditions, including, but not limited to, making specified investments from our equity in fixed assets and
paying royalties with respect to grants received. In addition, some of these programs restrict our ability to
manufacture particular products or transfer particular technology outside of Israel. We also benefit from tax credits
pursuant to the Scientific Research and Experimental Development Tax incentive Program in Canada.
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If we fail to comply with the conditions imposed by the Israeli law or the Canadian tax program in the future, the
benefits we receive could be cancelled and we could be required to refund any payments previously received under
these programs, including any accrued interest, or pay increased taxes or royalties. Such a result would adversely
affect our results of operations and financial condition.

The Israeli government has reduced the benefits available under these programs in recent years and these programs
and benefits may be discontinued or curtailed in the future. In addition, effective as of January 1, 2014 the Canadian
CRA announced changes under its program reducing the benefits. If the Israeli or Canadian governments resolve to
end these programs and benefits, our business, financial condition, results of operations and net income could be
materially adversely affected.

9.
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We may fail to maintain effective internal control over financial reporting, which could result in material
misstatements in our financial statements.

The Sarbanes-Oxley Act of 2002 imposes certain duties on us and our executives and directors. Our efforts to comply
with the requirements of Section 404 of the Sarbanes-Oxley Act of 2002 governing internal controls and procedures
for financial reporting have resulted in increased general and administrative expense and a diversion of management
time and attention, and we expect these efforts to require the continued commitment of significant

resources. Section 404 of the Sarbanes-Oxley Act requires management’s annual review and evaluation of our internal
control over financial reporting in connection with the filing of the annual report on Form 20-F for each fiscal

year. We may identify material weaknesses or significant deficiencies in our internal control over financial

reporting. Failure to maintain effective internal control over financial reporting could result in material misstatements
in our financial statements. Any such failure could also adversely affect the results of our management’s evaluations
and annual auditor reports regarding the effectiveness of our internal control over financial reporting. Failure to
maintain effective internal control over financial reporting could result in investigation or sanctions by regulatory
authorities and could have a material adverse effect on our operating results, investor confidence in our reported
financial information and the market price of our ordinary shares.

Regulations that impose disclosure requirements regarding the use of “conflict” minerals in our products will result in
additional cost and expense and could result in other significant adverse effects.

Rules adopted by the SEC implementing the Dodd-Frank Wall Street Reform and Consumer Protection Act impose
diligence and disclosure requirements regarding the use of “conflict” minerals mined from the Democratic Republic of
Congo and adjoining countries in our products. Compliance with these rules may result in additional cost and expense,
including for due diligence to determine and verify the sources of any conflict minerals used in our products, in
addition to the cost of remediation and other changes to products, processes, or sources of supply as a consequence of
such verification activities. These rules may also affect the sourcing and availability of minerals used in the
manufacture of our products to the extent that there may be only a limited number of suppliers offering “conflict free”
metals that can be used in our products. There can be no assurance that we will be able to obtain such metals in
sufficient quantities or at competitive prices. Also, since our supply chain is complex, we may face reputational
challenges with our customers, stockholders and other stakeholders if we are unable to sufficiently verify the origins
of the metals used in our products. We may also encounter customers who require that all of the components of our
products be certified as conflict free. If we are not able to meet customer requirements, such customers may choose to
disqualify us as a supplier, which could impact our sales and the value of portions of our inventory.

Risks Relating to Our Ordinary Shares
Volatility of the market price of our ordinary shares could adversely affect our shareholders and us.

The market price of our ordinary shares has been, and is likely to be, highly volatile and could be subject to wide
fluctuations in response to numerous factors, including the following:

o actual or anticipated variations in our quarterly operating results or those of our competitors;
®*  announcements by us or our competitors of technological innovations or new and enhanced products;
o developments or disputes concerning proprietary rights;

° introduction and adoption of new industry standards;
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changes in financial estimates by securities analysts;

o market conditions or trends in our industry;

changes in the market valuations of our competitors;
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. announcements by us or our competitors of significant acquisitions;
o entry into strategic partnerships or joint ventures by us or our competitors;
. additions or departures of key personnel;

e political and economic conditions, such as a recession or interest rate or currency rate fluctuations or political
events; and

eother events or factors in any of the countries in which we do business, including those resulting from war, incidents
of terrorism, natural disasters or responses to such events.

In addition, the stock market in general, and the market for Israeli companies and homeland security companies in
particular, has been highly volatile. Many of these factors are beyond our control and may materially adversely affect
the market price of our ordinary shares, regardless of our performance. In the past, following periods of market
volatility, shareholders have often instituted securities class action litigation relating to the stock trading and price
volatility of the company in question. If we were involved in any securities litigation, it could result in substantial
cost to us to defend and divert resources and the attention of management from our business.

We have not distributed dividends in the past.

While we have historically retained our earnings to finance operations and expand our business, we have not
determined whether we will maintain such policy for the future. According to the Israeli Companies Law, a company
may distribute dividends out of its profits (as defined by the Israeli Companies Law), provided that there is no
reasonable concern that such dividend distribution will prevent the company from paying all its current and
foreseeable obligations, as they become due, or otherwise upon the permission of the court. The declaration of
dividends is subject to the discretion of our board of directors and would depend on various factors, including our
operating results, financial condition, future prospects and any other factors deemed relevant by our board of
directors. You should not rely on an investment in our company if you require dividend income from your
investment.

As a foreign private issuer whose shares are listed on the NASDAQ Global Market, we may follow certain home
country corporate governance practices instead of certain NASDAQ requirements. We follow Israeli law and practice
instead of NASDAQ rules regarding the director nomination process, compensation of executive officers and the
requirement that our independent directors have regularly scheduled meetings at which only independent directors are
present.

As a foreign private issuer whose shares are listed on the NASDAQ Global Market, we are permitted to follow certain
home country corporate governance practices instead of certain requirements of The NASDAQ Stock Market

Rules. We follow Israeli law and practice instead of NASDAQ rules regarding the director nomination process,
compensation of executive officers and the requirement that our independent directors have regularly scheduled
meetings at which only independent directors are present. As a foreign private issuer listed on the NASDAQ Global
Market, we may also follow home country practice with regard to, among other things, the composition of the board
of directors and quorum at shareholders’ meetings. In addition, we may follow home country practice instead of the
NASDAQ requirement to obtain shareholder approval for certain dilutive events (such as for the establishment or
amendment of certain equity-based compensation plans, an issuance that will result in a change of control of the
company, certain transactions other than a public offering involving issuances of a 20% or more interest in the
company and certain acquisitions of the stock or assets of another company). A foreign private issuer that elects to
follow a home country practice instead of NASDAQ requirements must submit to NASDAQ in advance a written
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statement from an independent counsel in such issuer’s home country certifying that the issuer’s practices are not
prohibited by the home country’s laws. In addition, a foreign private issuer must disclose in its annual reports filed
with the SEC, each such requirement that it does not follow and describe the home country practice followed by the
issuer instead of any such requirement. Accordingly, our shareholders may not be afforded the same protection as
provided under NASDAQ’s corporate governance rules.

-11-
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Risks Relating to Our Location in Israel

Political, economic and military instability in Israel may disrupt our operations and negatively affect our business
condition, harm our results of operations and adversely affect our share price.

We are incorporated under the laws of Israel and our principal executive offices and manufacturing and research and
development facilities are located in the State of Israel. As a result, political, economic and military conditions
affecting Israel directly influence us. Any major hostilities involving Israel, a full or partial mobilization of the
reserve forces of the Israeli army, the interruption or curtailment of trade between Israel and its present trading
partners, or a significant downturn in the economic or financial condition of Israel could adversely affect our business,
financial condition and results of operations.

Since its establishment in 1948, Israel has been involved in a number of armed conflicts with its Arab neighbors and a
state of hostility, varying from time to time in intensity and degree, has continued into 2014. Also, since 2011, riots
and uprisings in several countries in the Middle East and neighboring regions have led to severe political instability in
several neighboring states and to a decline in the regional security situation. Such instability may affect the local and
global economy, could negatively affect business conditions and, therefore, could adversely affect our operations. In
addition, Iran has threatened to attack Israel and is widely believed to be developing nuclear weapons. Iran is also
believed to have a strong influence among extremist groups in areas that neighbor Israel, such as Hamas in Gaza and
Hezbollah in Lebanon and Syria. Following extensive missiles' attacks on its southern border and against Israeli
population centers in July 2014, Israel has invaded the Gaza strip in order to destroy Hamas's military organization as
well as its missiles' and tunnels' capabilities. On July 21, 2014, all U.S. airlines and most major airlines of other
nationalities suspended their flights to Israel’s Ben-Gurion International Airport for several days after a missile landed
approximately 1.5 km away. To date, these matters have not had any material effect on our business and results of
operations; however, the regional security situation and worldwide perceptions of it are outside our control and there
can be no assurance that these matters will not negatively affect us in the future.

Furthermore, we could be adversely affected by the interruption or reduction of trade between Israel and its trading
partners. Some countries, companies and organizations continue to participate in a boycott of Israeli companies and
others doing business with Israel or with Israeli companies. As a result, we are precluded from marketing our
products to these countries, companies and organizations. Foreign government defense export policies towards Israel
could also make it more difficult for us to obtain the export authorizations necessary for our activities. Also, over the
past several years there have been calls in Europe and elsewhere to reduce trade with Israel. Restrictive laws, policies
or practices directed towards Israel or Israeli businesses may have an adverse impact on our operations, our financial
results or the expansion of our business.

Our results of operations may be negatively affected by the obligation of our personnel to perform reserve military
service.

Many of our employees and some of our directors and officers in Israel are obligated to perform annual reserve duty in
the Israeli Defense Forces and may be called for active duty under emergency circumstances at any time. If a military
conflict or war arises, these individuals could be required to serve in the military for extended periods of time. Our
operations could be disrupted by the absence for a significant period of one or more of our executive officers or key
employees or a significant number of other employees due to military service. Any disruption in our operations could
adversely affect our business.

The rights and responsibilities of the shareholders are governed by Israeli law and differ in some respects from the
rights and responsibilities of shareholders under U.S. law.
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We are incorporated under Israeli law. The rights and responsibilities of holders of our ordinary shares are governed
by our memorandum of association and articles of association and by Israeli law. These rights and responsibilities
differ in some respects from the rights and responsibilities of shareholders in typical U.S. corporations. In particular,
a shareholder of an Israeli company has a duty to act in good faith in exercising his or her rights and fulfilling his or
her obligations toward the company and other shareholders and to refrain from abusing his power in the company,
including, among other things, in voting at the general meeting of shareholders on certain matters. Israeli law
provides that these duties are applicable in shareholder votes on, among other things, amendments to a company's
articles of association, increases in a company’s authorized share capital, mergers and interested party transactions
requiring shareholder approval. In addition, a controlling shareholder of an Israeli company or a shareholder who
knows that it possesses the power to determine the outcome of a shareholder vote or who has the power to appoint or
prevent the appointment of a director or executive officer in the company has a duty of fairness toward the

company. However, Israeli law does not define the substance of this duty of fairness. Because Israeli corporate law
has undergone extensive revision in recent years, there is little case law available to assist in understanding the
implications of these provisions that govern shareholder behavior.

-12-
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Our shareholders generally may have difficulties enforcing a U.S. judgment against us, our executive officers and
directors and some of the experts named in this annual report, or asserting U.S. securities law claims in Israel.

We are incorporated in Israel and all of our executive officers and directors named in this annual report reside outside
the United States. Service of process upon them may be difficult to effect within the United States. Furthermore, since
substantially all of our assets and all of our directors and officers are located outside the United States, any judgment
obtained in the United States against us or these individuals may not be collectible within the United States and may
not be enforced by an Israeli court. It also may be difficult for you to assert U.S. securities law claims in original
actions instituted in Israel.

There is doubt as to the enforceability of civil liabilities under the Securities Act and the Securities Exchange Act in
original actions instituted in Israel. However, subject to certain time limitations and other conditions, Israeli courts

may enforce final judgments of U.S. courts for liquidated amounts in civil matters, including judgments based upon
the civil liability provisions of those and similar acts.

ITEM 4. Information on the Company
A.History and Development of the Company.

We were incorporated under the laws of the State of Israel on March 27, 1984 under the name Magal Security
Systems Ltd. We are a public limited liability company under the Israeli Companies Law, 5739-1999, and operate
under this law and associated legislation. Our principal executive offices and primary manufacturing and research and
development facilities are located near Tel Aviv, Israel, in the Yehud Industrial Zone. Our mailing address is P.O.
Box 70, Industrial Zone, Yehud 5621617, Israel and our telephone number is +972-3-539-1444. Our agent for service
of process in the United States is Senstar Inc., 13800 Coppermine Road, Second Floor, Herndon, Virginia 20171. Our
website address is www.magal-S3.com. The information on our website is not incorporated by reference into this
annual report.

We are a leading international provider of products and solutions for physical and cyber security, safety and site
management. Over the past 43 years, we have delivered products and tailor-made solutions and turnkey projects to
hundreds of satisfied customers in over 80 countries in some of the world’s most demanding locations.

We offer comprehensive integrated solutions for critical sites, managed by Fortis4G — our 4th generation cutting edge

Physical Security Information Management system (PSIM). The solutions leverage our broad portfolio of homegrown
Perimeter Intrusion Detection Systems (PIDS), advanced outdoors Close Circuit Television (CCTV)/ Intelligent Video
Analysis (IVA), technology and cyber security solutions.

We intend to increase our revenues in the perimeter products segment and cyber security segment by (i) locating new
channels to promote and market our products; (ii) maintaining technology leadership; (iii) investing in research and
development; (iv) entering into additional OEM agreements; and (v) acquiring new technologies independently or
through mergers and acquisitions.

We established a new joint venture in India in 2012 and intend to continue to focus on and enhance our presence in
emerging markets such as Russia, India and China, in order to increase our exposure to small and medium size
business opportunities for both our perimeter products and solutions and turnkey projects segments. In January 2013,
we purchased WebSilicon Ltd., an Israeli cyber security company, which later changed its name to CyberSeal Ltd.
CyberSeal products and services complement our physical security products and services. In April 2014 we acquired a
U.S. based fiber-optic technology company which provides advanced solutions for sensing, security, and
communication. The fiber company's products provide advantages to our overall security solutions and its technology
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adds key advanced fiber optic sensing technology to our offering and strengthens our position in the market. Fiber
optic sensors are gaining momentum in many regions and the new acquired technology may become our primary.
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Our capital expenditures for the years ended December 31, 2012, 2013 and 2014 were approximately $1.7 million,
$1.2 million and $0.7 million, respectively. These expenditures were principally for the purchase of vacant land in
Cuernavaca, Mexico, on which we build facilities for our Mexican subsidiary and the purchase of vehicles, computers
software, demo and promotional equipment. In addition, part of the acquisition of CyberSeal in 2013 was paid in cash
of approximately $2.6 million and the acquisition of the fiber company in 2014 was paid in cash of approximately
$4.3 million.

B.Business Overview.
Overview and Strategy

We develop, manufacture, market and sell comprehensive computerized physical and cyber security products and
systems to high profile customers. Our systems are used in more than 80 countries to protect sensitive facilities,
including national borders, military bases, power plants, airports, seaports, prisons, industrial sites, oil and gas
facilities, Olympic villages and stadiums and municipalities from intrusion, crime, sabotage or vandalism to
infrastructure, assets and personnel.

Based on more than 40 years of experience and interaction with customers, we have developed a comprehensive set of
solutions and products, optimized for perimeter, outdoor and general security applications. Our portfolio of mission
critical infrastructure and site protection technologies includes a variety of smart fences and barriers, fence mounted
sensors, virtual (volumetric) fences and gates, buried and concealed detection systems and a sophisticated protection
package for sub-surface intrusion. We deliver comprehensive IP technology and traditional CCTV solutions,
supported by our own VMD and IVA.

With the addition of the newly acquired state of the art technology and expertise, we are able to expand our overall
solution, offer a wider range of products and address new markets.

With the addition of CyberSeal's products and expertise, we are now able to expand our solutions to include cyber
security for physical security networks as well as ICT networks. Our initial focus is to provide cyber security for
physical security networks. Cyber security networks are exposed due to several reasons:
e[ ack of awareness — Along the last ten years, security solutions have migrated, to IP networks. Yet unlike the IT
world, where network security is an integral element, customers, integrators and product suppliers have no

awareness of the new cyber threats to these networks.

® Wireless communication - The proliferation of internet, WiFi and mobile devices into the security market exposes
these networks to new, easy to access threats.

e[ ack of knowhow — Security integrators have very limited knowhow regarding network security and thus fail to
implement even basic measurements against cyber threats.

However these security networks have some inherent characteristics that differentiate them from regular I'T networks:

e Security networks are relatively static (compared to I'T networks). As an example Camera A is always transmitting
video through a specific path; Point B is always seeing the same protocol from device C.

o The frequency of changes in the networks is very low (unlike IT networks).
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We therefore believe that these networks should be protected by dedicated solutions, rather than trying to implement
some very expensive standard IT-based cyber security solutions. We currently offer three families of products:

e Network security — Hardware and software products which are built into the security network, and monitor abnormal
behavior.

e Cellular security — Transceivers with a variety of features enabling secure cellular and RF environments around and
within critical sites.

o Cyber management tools which collect cyber events and support quick reaction and risk mitigation.
Our integrated solutions are based on a broad in-house product portfolio, complemented by OEM and third party

products. A typical turnkey solution is integrated and managed by our Fortis4G - a sophisticated, geographical
information system, or GIS, based command and control system. Fortis4G can also manage the cyber solutions we

provide.
A typical turnkey project consists of the following phases:
e Studying and understanding customers’ requirements and conducting an environmental and site analysis;
o Conducting a terrain survey;

¢ Detailed planning that is focused and tailored around the users — first responders and operators in the command and
control center(s);

o Implementation - manufacturing, purchasing, integrating, testing and installing the project;
o Commissioning and training; and
. Post-sales support, including upgrades, especially for the cyber security portion of our solutions.

Our revenues are principally derived from:

. Sales of security products;

e nstallation of comprehensive security solutions and / or turnkey projects derived from process bids leading to
fixed-price contracts; and

. Services and maintenance based on post-sale maintenance contracts.

Our primary objective is to become a leading international solution provider of safety, security and site management
solutions and products. To achieve this objective, we are implementing a business strategy incorporating the
following key elements:

o] everage existing customer relationships. We believe that we have the capability to offer certain of our customers a
comprehensive security package. As part of our product development process, we seek to maintain close
relationships with our customers to identify market needs and to define appropriate product specifications. We
intend to expand the depth and breadth of our existing customer relationships while initiating similar new
relationships. Our new cyber security offering is an excellent opportunity to revisit our existing customers.
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eRefine and broaden our product portfolio. We have identified the security needs of our customers and intend to
enhance our current products’ capabilities, develop new products, acquire complementary technologies and products
and enter into OEM agreements with third parties in order to meet those needs.
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eRefine and broaden our integration and turnkey delivery capabilities. As a solution provider we depend on our
capability to tailor specific solutions for each customer. Our integration building blocks and our execution skills are
key factors in achieving our growth and profitability.

eEnter new markets and strengthen presence in existing markets. We intend to continue to penetrate new geographic
markets by various means, including the establishment of alliances with local distributors and international
integrators of security systems. We also intend to increase our marketing efforts in our existing markets and to
acquire or invest in complementary businesses and joint ventures.
Emerging Opportunities
We believe that the rapid introduction of digital communication and information technology into the security market
provides us with the opportunity to consolidate safety and site management with security applications. Cities and
municipalities, air and sea ports, chemical factories, Olympic villages and stadiums and critical infrastructure sites are
currently utilizing the benefits of this approach to security management. This integration allows users to share
dispersed sensors (such as cameras and emergency buttons), IT systems, traffic management tools, Cyber solutions
and other resources and feed them into a single command and control platform. Users from different departments
within organizations can now share the same information, allowing for improved communication and coordination,
whether it is a routine operation or crisis situation. We believe that we are well positioned and are in the forefront of
this emerging market opportunity. We can also address the new cyber threats that massive digitization and networking
impose on the sites we traditionally protect with physical security

The urgent need to treat cyber and physical security together in a holistic manner is gaining momentum. We believe
that following the development of new products by CyberSeal, we are well positioned to capitalize on this trend.

Products and Services
General
Our products are categorized into different technologies, consisting of physical and cyber security solutions;
. Perimeter Intrusion Detection Systems (PIDS);
. CCTYV systems, including a perimeter security Robot;
o Cyber security systems;
o Command and control systems; and

. Miscellaneous systems tailored for specific vertical market needs.
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The following table shows the breakdown of our consolidated revenues for the calendar years 2012, 2013 and 2014 by
operating segments:

Years ended December 31,
2012 2013 2014
(In thousands)

Perimeter

products $ 33,941 $ 30,551 $ 37,554
Turnkey

projects 45,038 20,137 39,198
Cyber security - 1,638 1,329
Eliminations (1,282 ) (809 ) (538 )
Total $ 77,697 $ 51,517 $ 77,543

Perimeter Security Products

Perimeter security products enable customers to monitor, limit and control access by unauthorized personnel to
specific regions or areas. High-end perimeter products are sophisticated in nature and are used for correctional
facilities, borders, nuclear and conventional power plants, air and sea ports, military installations and other high
security installations. Two independent researches from 2012, (Frost & Sullivan and IMS Research), recognized our
company as the number one provider of PIDS technology.

Our line of perimeter security products utilizes sophisticated sensor devices to detect and locate intruders and identify
the nature of intrusions. Our perimeter security products have been installed along thousands of kilometers of borders
and facility boundaries throughout the world, including more than 600 correctional institutions and prisons in the
United States and in several other countries. In addition, we have installed several hundred kilometers of high
security smart perimeter systems along Israel’s borders.

Our line of outdoor perimeter security products consists of the following:

o Taut wire — hybrid perimeter intrusion detection systems with physical barrier;

e Fence mounted vibration detection systems — mechanical, copper “microphonic” wire sensors, fiber optic sensors or
electronic ranging sensors;

e Smart barriers — a variety of robust detection grids, gates and innocent looking fences, designed to protect water
passages, VIP residences and other outdoor applications;

e Buried sensors - volumetric buried cable sensors for PIDS and seismic and fiber sensors to secure pipelines and
critical assets against digging;

. Electrical field disturbance sensors (volumetric); and
. Microwave sensors.

Taut Wire Perimeter Intrusion Detection Systems
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Our taut wire perimeter systems consist of wire strung at high tension between anchor posts. Sensor posts are located
at the middle between anchor posts. These sensor posts contain one or more devices that detect changes in the tension
being exerted on and by the taut wires. Any abnormal force applied against these wires or released from them (such
as by cutting automatically triggers an alarm. Taut wire technology provides three critical elements of protection
against unauthorized intruders: deterrence, detection and delaying (until first responders may react and intercept the
intruder).

Our sealed sensors are not affected by radio frequency interference, climatic or atmospheric conditions, or electrical
transients from power lines or passing vehicles. The sensors self-adjust to, or remain unaffected by, extreme
temperature variation, minor soil movements and other similar environmental changes that might trigger false alarms
in less sophisticated systems. Our taut wire perimeter systems are designed to distinguish automatically between fence
tension changes such as caused by small animals, violent weather or forces more typically exerted by a human
intruder.
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Our taut wire perimeter systems offer customers a wide range of installation options. Sensor posts can be as far as 200
feet apart, with relatively inexpensive ordinary fence anchor posts between them. These systems may stand alone, be
mounted on a variety of fence posts or added to an existing wall or other structure, or mounted on short posts, with or
without outriggers.

Taut wire perimeter systems have been approved by various Israeli and U.S. security and military authorities. We
have installed several hundred kilometers of these perimeter systems along Israel’s borders to assist in preventing
unauthorized entry and infiltration. Our taut wire perimeter systems are typically sold to the end-user for between $70
to $200 per meter (depending, among other things, on the model, height, density, and corrosion protection level of the
system).

Fence Mounted Vibration Detection Systems

We offer various types of vibration detection systems. While less robust than taut wire installations, the adaptability of
these systems to a wide range of pre-existing barrier structures makes these products viable alternatives for
cost-conscious customers. Our vibration detection devices are most effective when installed on common metal fabric
perimeter systems, such as chain link or welded mesh. In our BARRICADE system, electro-mechanical sensors are
attached to fence panels approximately three meters apart on any of several common types of fence structures. Once
attached to the fence, each sensor detects vibrations in the underlying structures. The sensor system’s built-in
electro-mechanical filtering combines with system input from a weather analysis to minimize the rate of false alarms
from wind, hail or other sources of nuisance vibrations. The last development is the Fensor — an accelerometer based
fence mounted vibration detection system that is capable of locating the exact location of an intrusion within 3 meters
and is optimized for rigid fences such as palisade.

Intelli-FLEX, FLEX PS and FPS are all triboelectric and electric cable fence sensors processed by a field
microprocessor. These systems detect any attempt to cut, climb or penetrate the fence and have microphonic
properties. The microphonic feature permits audio to be used for low-cost alarm assessment, providing users with an
additional tool for determining the nature of an attempted intrusion. Our vibration detection system is typically sold to
the end-user for between $15 to $60 per meter.

In the second quarter of 2014 we launched our latest copper fence mounted ranging sensor — The FlexZone. FlexZone
can pinpoint intrusions within £3 m (10 ft); it provides long physical zones (up to 600 m per processor) configurable
through software to many virtual smaller zones. Power and data between processors is supported through the sensor
cable and thus it reduces the requirement for multiple feeds per site. We intend to retire as soon as practical all the
previous generations of triboelectric and electric cable fence sensors upgrade our offering and installed base to this
new product. The FlexZone system is sold for between $15 to $30 per meter. Intelli-FIBER is a zone based fence
mounted detection system based on a fiber optic sensor. During 2014, we acquired a U.S. based company with
advanced fiber technology and completed the merger of its business into the group. This acquisition adds new
state-of-the-art products, designed for mid and long range perimeters under the family name FiberPatrol.

Buried Sensors

Omnitrax is a fifth generation covert outdoor perimeter security intrusion detection sensor that generates an invisible
radar detection field around buried sensor cables. An alarm is emitted and the exact location identified within one
meter if an intruder disturbs the field. Targets are detected by their conductivity, size and movement and the digital
processor is able to filter out common alarms caused by environmental conditions and small animals. The Omnitrax
system is sold for between $50 to $80 per meter.
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PipeGuard and TunnelGuard are products developed around commercial off-the-shelf seismic sensors in order to
detect digging around critical assets. TunnelGuard is installed in Latin America to protect bank vaults and prisons,
archeological sites in China and a critical oil and gas site in Europe.

FiberPatrol, our new fiber product, is also offered to protect pipelines against sabotage, with the capability to protect
up to 50 km of a pipeline with a single processor.
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Electrical Field Disturbance Sensors

Terrain following volumetric sensors can detect intrusions before the intruder touches the sensor. They can be
installed on buildings, free-standing posts, existing fences, walls or rooftops, and will sense changes in the
electrostatic field when events, such as intruders penetrating through the wires, take place. The system’s tall, narrow,
well contained detection zone allows the sensor to be in