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BATM AbvanceD COMMUNICATIONS LTD.

CHAIRMAN’S STATEMENT

RevieEw oF THE YEAR

I am delighted to report on a year that has more than justi ed my statement last year that 2005
will prove to be the year in which the Company demonstrates that it has returned to a pattern of
growth and pro tability .

In the rst half of the year we generated a substantial sales increase of 34%. We did even better in
the second half, achieving an increase of 39%, making the increase 37% for the full year. Although
this signi cant increase was gained at the cost of a small decrease in our gross margins, mainly
in the US, our continued tight control of costs has resulted in the virtual elimination of annual
operating losses.

These results have been achieved with little or no bene t from the recent important long-term
contracts that the Company has gained with major industry players and which we con dently
expect will provide further impetus to our future growth.

During the year we also reached the end of the heavy cost of goodwill amortization arising from
our acquisition of Telco Systems in 2000 and this too has bene ted our nal results.

FINANCIAL PERFORMANCE

Turnover for the period was $56,514,000 (2004: $41,218,000), an increase of 37.1% compared with 2004.
Turnover for the second half of 2005 was $30,337,000 (2004: $21,757,000), an increase of 39.4%. This
increase in the second half is mostly due to growth in our business with our strategic partners and VolP based
products including the new offerings from our Integral Access (now renamed Telco North (Boston)) operation
which was acquired in July 2005.

Gross pro t was $21,984,000 (2004: $17,540,000), representing an increase of 25.3% and a gross pro t
margin of turnover 39% (2004: 42.5%). As a result of new extended agreements with US carriers, we have
experienced a decline in the pro tability of our legacy business in the US. Since these agreements establish

xed pricing for the next few years, our focus will be to improve pro tability by reducing the costs of some
of our legacy products and by generating further growth in revenues from new products and maintenance
agreements during the course of 2006.

R&D expenses in this period were $9,675,000 (2004: $9,909,000), representing a decrease of 2.4%. We have
continued our strategy of increasing investment in IP based products and reducing investment in TDM based
and legacy products.

Sales and Marketing expenses totalled $9,505,000 (2004: $8,984,000), representing an increase of 5.8%. As
a percentage of sales, Sales and marketing expenses were 16.8% (2004: 21.8%). General and administrative
expenses were $2,908,000 (2004: $3,394,000). Overall Sales, marketing and administration expenses have
decreased from 30.0% of sales in 2004 to 22.0% in 2005.

Goodwill amortization was $2,713,000 (2004: $9,898,000). The majority of this relates to the acquisition
of Telco Systems, the goodwill on which was nally fully amortized during H1 2005. It also includes the
amortization of goodwill resulting from the acquisition of Integral Access.




BATM AbvanceD COMMUNICATIONS LTD.

CHAIRMAN’S STATEMENT

Finance income was $1,459,000 (2004: $1,702,000). This decrease is primarily as a result of reductions in the
value of our marketable securities acquired as part of the sale of Eldor shares in 2004.

Other expenses in 2005 of $1,378,000 include the partial write-down of one of the Company s investments
and the costs associated with the early termination of the lease agreement of one of our premises in the US.
In 2004 other income of $423,000 included the gain on the sale of Eldor shares.

Pro forma pro t after taxes, excluding the effect of the amortization of goodwill and other non-recurring
expenses, was $1,168,000 (2004: loss $2,883,000). Actual loss after taxes, including the effect of goodwill
amortization and other non-recurring expenses, amounted to $2,929,000 (2004: Loss $12,781,000), resulting
in a loss per share of 0.75 cents (2004: Loss 3.29 cents).

Our balance sheet remains strong with cash (including short-term and long- term liquid investments) of
$48.0m (2004: $50.7m) at the period end. Our cash position is slightly lower than in 2004 mainly due to an
increase in inventory to support the signi cant growth in sales. We continue to exercise a conservative cash
investment strategy, maintaining most balances in bank deposits.

SALES AND MARKETING

Our OEM business and VolP offerings continued to be our major growth drivers in 2005. In the OEM segment
we managed to both expand existing relationships, as announced in November 2005, as well as securing new
relationships, as announced in February 2006. We expect this trend to continue during 2006. We also expect
our investment in the Advanced TCA standard as well as our position as the world leader in quality of service
of modern Triple IP networks to improve our chances of winning new customers as well as expanding our
relationships with existing customers.

Our VolIP business has continued to grow for both the residential and corporate markets. We experienced
signi cant sequential growth in the residential market as our customers continued to roll out their services.
The integration of Integral Access product offerings has improved our solution for business needs and forged
a new relationship with an important customer, Time Warner Telecom. We expect to see further progress
upon the introduction of our SIP based Integrated Access Devices that will appear in the market in the second
half of 2006.

FArR-EAsT MARKET

We will also focus this year on expanding our business in the Far-East. As part of this initiative, we opened
a branch in Singapore with a reputable locally residing executive to launch our presence in this region. We
believe that there is signi cant opportunity for our IP based products in this area. We are looking to establish
relationships with local carriers as well as cooperation with other vendors in the region.




BATM AbvanceD COMMUNICATIONS LTD.

CHAIRMAN’S STATEMENT

ResearRcH AND DeveLoPMENT AND NEw ProbucTs

We have expanded our line of IP based product and launched the T-Marc. TELEPHONYfi magazine (www.
itmag.com) granted a 2005 Product of the Year Award to the Company s T-Marc product line, a family of
extremely cost effective and compact intelligent Ethernet demarcation and service delivery customer premises
equipment (CPE) devices. Greg Galitzine, editorial director of INTERNET TELEPHONY magazine, said:

The challenge for carriers in delivering quality intelligent data and voice services over an Ethernet-based
network is ensuring they meet a performance level that enterprises are used to and demand, Carriers can
conquer this challenge by gaining control at the network edge, and T-Marc is one of the rst intelligent
demarcation devices to market.

This product complements our T-Metro which was released earlier in 2005.

ADVANCEDTCA®

In addition to our stand-alone advanced devices, we continue to develop IP based blades and cards for the
AdvancedTCA® standard. This development is partly funded by some of our business partners. It will allow us
to present a comprehensive solution of communication blades for this standard in 2006-2008. This standard,
Advanced Telecommunication Computing Architecture, is gaining considerable traction both with telecom
vendors and telecom service providers.

Access211N

In VolIP we continue to improve the performance and costs of our CPE gateways. In January 2006, we launched
the Access211N, a next-generation SIP-based VolIP gateway for broadband internet telephone service. Through
integrated routing capabilities, unique traf ¢ shaping, and its implementation of advanced quality of service
(QoS) standards, service providers and the end user enjoy superior voice quality and reduced cost since the
need for an external router is eliminated.

INVESTMENT

In July 2005, we purchased certain assets and liabilities of Integral Access Inc., headquartered in Chelmsford,
Massachusetts. We have completed the integration of this product line into Telco Systems offerings.

APPRECIATION

The excellent results achieved this year have resulted from the extremely hard work of staff, at all levels
and | would like to thank them for their invaluable contribution which is re ected in these gures. BATM is
fortunate to have a dedicated and highly skilled team, working in a number of different countries who have
demonstrated initiative and air as well as dedication to the Company. We are determined that they should
share in the success of the Company and during the year a signi cant number of employees bene ted from
the grant of shares in the Company s Option Scheme.




BATM AbvanceD COMMUNICATIONS LTD.

CHAIRMAN’S STATEMENT

ProspPecCTS

The recovery, which started in 2004 and accelerated during 2005, has continued further into the beginning of
2006. The agreements that have been signed with major partners and our substantial recent long-term project
tender wins support our conviction that we have embarked on a period of substantial growth.

| am con dent that 2006 will be a year when BATM will demonstrate that it has become a signi cant player
in our industry.

Peter Sheldon
Chairman
15 March 2006




BATM AbvanceD COMMUNICATIONS LTD.

Brightman Almagor

Deloitt
e I e. 1 Azrieli Center, Tel Aviv 67021,

P.O.B. 16593, Tel Aviv 61164, Israel

Tel: +972 (3) 608 5555, Fax: +972 (3) 609 4022
info@deloitte.co.il, www.deloitte.com

INDEPENDENT AUDITORS’ REPORT TO THE SHAREHOLDERS OF BATM ADVANCED
COMMUNICATIONS LTD.

We have audited the accompanying balance sheets of BATM Advanced Communications Ltd. ( the
Company ) as of December 31, 2005 and 2004, and the consolidated balance sheets as of such dates, and
the related income statements of the Company and consolidated and the consolidated statements of cash

ows for each of the years ended on those dates. These nancial statements are the responsibility of the
Company s management and Board of Directors. Our responsibility is to express an opinion on these nancial
statements based on our audits.

We conducted our audits in accordance with generally accepted auditing standards in Israel including those
prescribed by the Auditors Regulations (Auditors Mode of Performance) - 1973. Those standards require that
we plan and perform the audit to obtain reasonable assurance about whether the nancial statements are
free of material misstatement. An audit includes examining, on a test basis, evidence supporting the amounts
and disclosures in the nancial statements. An audit also includes assessing the accounting principles used
and signi cant estimates made board of directors and management, as well as evaluating the overall nancial
statements presentation. We believe that our audits provide a reasonable basis for our opinion.

In our opinion, the nancial statements referred to above present fairly, in all material respects, the nancial
position - of the Company and consolidated - the Group as of December 31, 2005 and 2004, and the results
of operations of the Company and consolidated and the consolidated cash ows for each of the years ended
on those dates, in conformity with generally accepted accounting principles in Israel. As applicable to these

nancial statements, such accounting principles, are identical, in all material respects, to generally accepted
accounting principles in the United Kingdom, except as described in Note 25.

As mentioned in Note 1d, the nancial statements are presented in US dollars.

Brightman Almagor & Co.

Certi ed Public Accountants

A member rm of Deloitte Touche Tohmatsu
Israel, March 01, 2006




BATM AbvaNceD COMMUNICATIONS LTD.

CONSOLIDATED INCOME STATEMENTS

US$ in thousands (except per share data)

Year ended December 31,
Note
2005 20014

Revenues 3,4 56,514 41,218
Cost of revenues 34,530 (*)23,678
Grossprot 21984 17,540
Operating expenses

Research and development expenses, net 24 9,675 9,909
Sales and marketing expenses 9,505 (*)8,759
General and administrative expenses 2,908 3,619
Amortization of goodwiill 11,14 2,713 9,898
Total operating expenses 24801 32,185
Operating loss 5 (2,817) (14,645)
Finance income, net 7 1,459 1,702
Other income (expenses), net 8 (1,378) 423
Loss before tax (2,736) (12,520)
Tax 9 (193) (142)
Loss after tax (2,929) (12,662)
Company s share in results

of associated company 14 - (119)
Loss for the year (2,929) (12,781)
Loss per share (in cents) 10 (0.75) (3.29)

(*) Reclassi ed

The accompanying notes are an integral part of these nancial statements.




BATM AbvaNceD COMMUNICATIONS LTD.

INcoME STATEMENTS OF THE CoMPANY
US$ in thousands

Year ended December 31,
Note
2005 2004

Revenues 34 26,632 17,226
Cost of revenues 16,320 10,227
Grossprot 10312 6,999
Operating expenses

Research and development expenses, net 24 5,265 4,444
Sales and marketing expenses 1,947 2,350
General and administrative expenses 1,316 1,267
Total operating expenses gs528 8,061
Operating pro t (loss) 5 1,784 (1,062)
Finance income, net 7 1,640 1,795
Other income (expenses), net 8 (298) 420
Income before tax 3,126 1,153
Tax 9 (193) (150)
Income after tax 2,933 1,003
Company s share in results of subsidiaries

and associated company 14 (5,862) (13,784)
Loss for the year (2,929) (12,781)

The accompanying notes are an integral part of these nancial statements.




BATM AbvaNceD COMMUNICATIONS LTD.

CoONSOLIDATED BALANCE SHEETS
US$ in thousands

December 31,

Note 2005 2004
Non-current assets
Goodwill 11 1,678 2,475
Property, plant and equipment 12 10,477 10,587
Investment in companies 14 3,388 3,688
Long-term investments 13 8,635 3,098
,,,,,,,,,,,, 24,118 19,848
Current assets
Inventories 15 10,445 7,425
Short-term investments 13 20,856 46,478
Trade and other receivables 16 10,794 9,779
Cash and cash equivalents 23 18,477 1,153
,,,,,,,,,,,, 60,572 ... 54835
Total assets 84,750 84,683
Current liabilities
Trade and other payables 17 15,331 13,223
Net current assets . 45241 51,612
Non-current liabilities
Liability for employee termination bene ts, net 19 372 376
Other long-term liabilities 18 760 -
1,132 376
Total liabilities 16,463 13,599
Net assets 68,287 71,084
Equity
Share capital 20 1,178 1,177
Share premium account 397,680 397,549
Foreign currency translation adjustment 16 16
De cit (330,587) (327,658)
Total equity 68,287 71,084

The accompanying notes are an integral part of the nancial statements.

Z. Marom
Chief Executive Of cer and Director

O. Bar-Ner
Chief Financial Of cer and Director




BATM AbvaNceD COMMUNICATIONS LTD.

BALANCE SHEETS OF THE ComMPANY
US$ in thousands

December 31,
Note
2005 2004

Non-current assets
Property, plant and equipment 2,589 2,612
Investments in subsidiaries 14 11,531 15,739
Investment in companies 14 3,388 3,688
Long-term investments 13 8,635 3,098

,,,,,,,,,,,, 26,143 29137
Current assets
Inventories 15 2,858 2,443
Short-term investments 13 17,773 46,478
Trade and other receivables 16 15,037 7,532
Cash and cash equivalents 16,255 375

,,,,,,,,,,,, 51,923 ....56828
Total assets 78,066 81,965
Current liabilities
Trade and other payables 17 7,851 8,682
Net current assets . 44,072 48,146
Non-current liabilities
Liabilities for subsidiaries 14 1,599 1,875
Liability for employee termination bene ts, net 19 329 324

1,928 2,199

Total liabilities 9,779 10,881
Net assets 68,287 71,084
Equity
Share capital 20 1,178 1,177
Share premium account 397,680 397,549
Foreign currency translation adjustment 16 16
De cit (330,587) (327,658)
Total equity 68,287 71,084

The accompanying notes are an integral part of the nancial statements.




BATM AbvaNceD COMMUNICATIONS LTD.

CoNsoLIDATED STATEMENTS OF CasH FLows
US$ in thousands

Year ended December 31,
Note
2005 | 2004

Net cash used in operating activities 21 (2092 (1,924)
Investing activities
Proceeds from disposal of (investment in)
short term investments (12,110) 1,040
Investment in long term investments (8,423) -
Proceeds from disposal of long term investments 40,959 -
Repayment of loan by associated company - 477
Purchases of property, plant and equipment (692) (1,767)
Acquisition of subsidiary 22 (200) -
Net cash from (used in) investing activites 19534 (250)
Financing activities
Repayment of bank loan (250) -
Exercise of share based options by employees 132 9
Net cash from (used in) nancing activities (a8 9
Increase (decrease) in cash and cash equivalents 17,324 (2,165)
Cash and cash equivalents at the beginning of the year 1,153 3,318
Cash and cash equivalents at the end of the year 23 18,477 1,153

The accompanying notes are an integral part of the nancial statements.

-10 -



BATM AbvanceD COMMUNICATIONS LTD.

NoTes To THE CoNSOLIDATED FINANCIAL STATEMENTS
US$ in thousands

NoTeE 1 - GENERAL INFORMATION

a. The Company was incorporated in Israel in January 1992 under the Israeli company law. The address of
the registered of ce is P.O.B. 3737 Kfar Netter 40593, Israel. The Company is engaged in the research and
development, production and marketing of data communication products in the eld of local and wide
area networks and premises management systems.

The Company s shares are traded in the London Stock Exchange.

b. The industry in which the Company and its subsidiaries (the Group ) operate is characterized by rapid
technological development in a highly competitive environment. The Company depends on a limited
number of suppliers and for some components and subcontracting services, a sole supplier. Any disruption
or termination of the suppliers operations may adversely affect the Company s production capabilities.

c. Use of Estimates in Preparation of Financial Statements

The preparation of nancial statements in conformity with generally accepted accounting principles
( GAAP ) requires management to make estimates and assumptions that affect the reported amounts
of assets and liabilities and disclosure of contingent assets and liabilities as of the date of the nancial
statements, and the reported amounts of revenues and expenses during the reporting periods. Actual
results could differ from those estimates.

d. The nancial statements are presented in US Dollars ( dollar or $ ) as the dollar is the functional currency
of the Group, see Note 2 b . Foreign operations are included in accordance with the policies set out in
Note2 h .

NoTE 2 - SIGNIFICANT ACCOUNTING PoLicIes

a. Basis of accounting

The nancial statements are prepared in accordance with Israeli generally accepted accounting principals
( GAAP ) As applicable to these nancial statements, such accounting principals, are identical in all material
respects, to GAAP in the United Kingdom GAAP, except as described in Note 25.

b. Presentation of nancial information

The nancial information has been prepared under the historical cost convention in dollar. The dollar is the
functional currency of the Group. Transactions and balances denominated in dollars are presented at their
original amounts. Transactions and balances in other currencies are translated into dollars. All exchange
gains and losses arising from the translation of monetary balance sheet items are re ected in the income
statement as they arise.

c. Basis of consolidation

The consolidated nancial statements include the nancial statements of the Company and those companies
over whose operations the Company has effective control ( the subsidiaries ). Effective control is achieved
where the Company has the power to govern the nancial and operating policies of an investee entity so
as to obtain bene ts from its activities. The results of subsidiaries acquired or disposed of during the year
are included in the consolidated income statements from the effective date of acquisition or up to effective
date of disposal, as appropriate. Where necessary, adjustments are made to the nancial statements of
subsidiaries to bring the accounting policies used into line with those used by the group. All intra-group
transactions, balances, income and expenses are eliminated on consolidation.

-11 -



BATM AbvanceD COMMUNICATIONS LTD.

NoTes To THE CoNSOLIDATED FINANCIAL STATEMENTS
US$ in thousands

NOTE 2 - SIGNIFICANT AcCcOUNTING Poticies (ConT.)

d. Cash Flows

The nancial statements do not include a statement of cash ows on a stand-alone basis for the
Company since, in the opinion of Management; it would not add signi cant information to the nancial
statements.

e. Goodwill

The excess of cost over the Groups share of the net book value of the subsidiaries at the
date of acquisition, which cannot be assigned to an identi able asset, is recorded as goodwill
and is amortized over a ve to ten-year period based on the straight-line method. Any excess
cost that can be assigned to a speci ¢ asset is amortized over the same period as that asset.
For impairment of long-lived assets, see | below.

f. Revenue recognition

Revenue is measured at the fair value of the consideration received or receivable and represents
amounts receivable for goods and services provided in the normal course of business, net of discount,
VAT and other sales related taxes.

Revenue from product sales is generally recorded on delivery to the customer, provided that no signi cant
vendor obligations remain outstanding and collection of the related receivable is deemed probable by
management.

g. Leasing

Leases are classi ed as nance leases whenever the terms of the lease transfer substantially all the risks and
rewards of ownership to the lessee. All other leases are classi ed as operating leases. All the Group s leases
are operating leases.

h. Foreign currencies, Exchange rates and Linkage basis

On consolidation, the assets and liabilities of the Group s companies whose functional currency is other then
the dollar are translated at exchange rates prevailing on the balance sheet date. Income and expense items
are translated at the average exchange rates for the period unless exchange rates uctuate signi cantly.
Exchange differences arising, if any, are classi ed as equity and transferred to the Group s translation
reserve. Such translation differences are recognized as income or as expenses in the period in which the
operation is disposed of.

Balances in or linked to currencies other than the dollar are included at the rate of exchange prevailing at
the balance sheet date. Details of the changes in the rates of exchange of non-dollar currencies relative to
the dollar are as follows:

As at December 31,
2005 | 2004
Change in the year increase (decrease)
New lIsraeli Shekel (6.41)% 1.65%
Pound Sterling (10.54)% 7.57%
Euro (13.26)% 7.96%

i. Research and development expenditure

Research and development expenses, net of related grants, are expensed as incurred.

-12 -



BATM AbvanceD COMMUNICATIONS LTD.

NoTes To THE CoNSOLIDATED FINANCIAL STATEMENTS
US$ in thousands

NoOTE 2 - SIGNIFICANT AccoUNTING Poticies (ConT.)

j. Cash and cash equivalents

Cash and cash equivalents include deposits in banks with an original maturity of three months or less.

k. Marketable securities

Marketable securities are presented in accordance with principles set by standard 44 of the Institute of
Certi ed Public Accountants in Israel.

I. Property, Plant and Equipment

Property, plant and equipment are presented at cost less accumulated depreciation and amortization.
Depreciation is calculated based on the straight-line method, at annual rates suf cient to write off the
assets over their estimated useful lives. In respect of the leasehold improvements, amortization is calculated
over the period of the lease.

Rates of depreciation and amortization are as follows: %
Computers and manufacturing equipment 10-33
Motor vehicles 15
Of ce furniture and equipment 10
Building 2

In accordance with Standard No.15 of the Israeli Accounting Standards Board, Impairment of Assets
management reviews long-lived assets on a periodic basis, as well as when such a review is required based
upon relevant circumstances, to determine whether events or changes in circumstances indicate that the
carrying amount of such assets may not be recoverable. An impairment charge is recorded in the event
the carrying amount of an asset exceeds its recoverable value. An asset s recoverable value is the higher
of the asset s net selling price and the asset s value in use, the latter being equal to the asset s discounted
expected cash ows.

m. Inventories

Inventories are stated at the lower of cost and net realizable value. Cost is determined on the  rst-in-
rst-out basis in respect of raw materials. Finished goods and work in progress are stated at cost, which
includes direct labor costs, subcontractors and certain other indirect costs

n. Investments

Investments in subsidiaries in the Company s balance sheets and the Group s investments in a Company in
which the Group had no effective control but had, until July 2004 signi cant in uence ( the associated
Company ), are presented under the equity method i.e., the investments are presented at cost, plus (less)
the share in the net earnings (losses) of the respective entities or other changes in equity which have
occurred since acquisition or establishment of the companies.

The excess of cost over the share of the net book value of subsidiaries and associated company at the date
of acquisition that cannot be directly allocated to a speci ¢ asset is amortized over a ve to ten-year period
based on the straight-line method. Any excess cost that can be allocated to a speci ¢ asset is amortized
over the same period as such asset.

Investments in companies in which the Company does not have a signi cantin uence are presented at cost
less a write down for other then temporary decline in the value of the investment.

-13-



BATM AbvanceD COMMUNICATIONS LTD.

NoTes To THE CoNSOLIDATED FINANCIAL STATEMENTS
US$ in thousands

NoOTE 2 - SIGNIFICANT AccounTING PoLicies (ConT.)

0. Trade receivable

Trade receivables do not carry any interest and are stated at their nominal value as reduced by appropriate
allowances for estimated irrecoverable amounts.

p. Trade payable

Trade payables are not interest bearing and are stated at their nominal value.

g. Provisions

Provisions for warranty costs are recognized at the date of sale of the relevant products, at the directors
best estimate of the expenditure required to settle the Group s liability.

r. Deferred tax

Deferred tax is the tax expected to be payable or recoverable on differences between the carrying amounts
of assets and liabilities in the nancial statements and the corresponding tax bases used in the computation
of taxable pro t, and is accounted for using the balance sheet liability method. Deferred tax liabilities are
generally recognized for all taxable temporary differences and deferred tax assets are recognized to the
extent that it is probable the taxable pro ts will be available against which deductible temporary differences
can be utilize. Such assets and liabilities are not recognized if the temporary difference arises from goodwill
or from the initial recognition (other than in a business combination) of other assets and liabilities in a
transaction that affects neither the tax pro t nor the accounting pro t.

Deferred tax liabilities are recognized for taxable temporary differences arising on investments in subsidiaries
and associates, except were the Group is able to control the reversal of the temporary difference and it is
probable that the temporary difference will not reverse in the foreseeable future.

The carrying amount of deferred tax assets is reviewed at each balance sheet date and reduced to the
extent that it is no longer probable that suf cient taxable pro ts will be available to allow all or part of the
asset to be recovered.

Deferred tax is calculated at the tax rates that are expected to apply in the period when the liability is
settled or the asset is realized. Deferred tax is charged or credited in the income statement, except when
it relates to items charged or credited directly to equity, in which case the deferred tax is also dealt with
equity.

s. Fair value of nancial instruments

A nancial instrument is de ned as cash, evidence of an ownership interest in an entity, or a contract that
impose on one entity a contractual obligation either to deliver cash or receive cash or another nancial
instrument to or from a second entity. Examples of nancial instruments include cash and cash equivalents,
marketable securities, securities held to maturity, trade accounts receivable, loans, investments, trade
accounts payable, accrued expenses, options and forward contracts.

At December 31, 2005 and 2004 the fair market value of the Company s nancial instruments did not
materially differ from their respective book value.

-14 -



BATM AbvanceD COMMUNICATIONS LTD.

NoTes To THE CoNSOLIDATED FINANCIAL STATEMENTS
US$ in thousands

NoOTE 2 - SIGNIFICANT AccounTING PoLicies (ConT.)

t. Recent Accounting Pronouncements by the Israeli Accounting Standards Board

(1) Accounting Standard No. 19 Taxes on Income

In July 2004, the Israeli Accounting Standard Board published Accounting Standard No. 19 Taxes on
Income (the Standard ) which is based on IAS No. 12. The Standard established the guidelines for
recognizing, measuring, presenting and disclosing taxes on income in the nancial statements. The Standard
is effective for nancial statements relating to reporting periods commencing on, or after, January 1, 2005.
The adoption of the provisions of the Standard did not have a material effect on the Company s nancial
statements.

(2) Accounting Standard No. 21 Earnings Per Share

In February 2006, the Israeli Accounting Standards Board approved for publication Accounting Standard
No. 21, Earnings Per Share (the Standard ). With the initial adoption of the Standard, Opinion No. 55
of the Institute of Certi ed Public Accountants in Israel - Earnings per share will be cancelled. The Standard
prescribes that an entity shall calculate basic earnings per share amounts for pro t or loss attributable to
ordinary equity holders of the parent entity and, if presented, pro t or loss from continuing operations
attributable to those equity holders. The basic earnings per share shall be calculated by dividing pro t or
loss attributable to ordinary equity holders of the parent entity (the numerator) by the weighted average
number of ordinary shares outstanding (the denominator) during the reported period.

For the purpose of calculating diluted earnings per share, an entity shall adjust pro t or loss attributable
to ordinary equity holders of the parent entity, and the weighted average number of shares outstanding,
for the effects of all dilutive potential ordinary shares. The Standard is effective for nancial statements for
periods commencing January 1, 2006 or thereafter. The initial adoption of the Standard will be accounted for
retrospectively and comparative Earnings per share data for prior periods shall be adjusted. The application
of the Standard is not expected to materially affect the Company s Earnings per share data.

(3) Accounting Standard No. 22 Financial Instruments: Disclosure and Presentation
In July 2005, the Israeli Accounting Standards Board approved for publication Accounting Standard No. 22
Financial Instruments: Disclosure and Presentation (the Standard ). A nancial instrument under this
Standard is de ned, in general, as any contract that establishes a nancial asset of an entity, or a nancial
liability or equity instrument of another entity. This Standard establishes the requirements for presentation
of nancial instruments in the nancial statements and indicates the information that should be disclosed
in relation thereto, and, in certain cases, the method to measure their impact on the entity s nancial
statements. The presentation requirements relate to the classi cation of nancial instruments as nancial
assets, nancial liabilities or equity instruments. It also deals with the classi cation of related interest,
dividends, losses and gains and to the circumstances under which nancial assets and nancial liabilities
derived from nancial instruments are to be offset. The Standard establishes requirements for disclosure of
information relating to factors affecting the amount, timing and certainty of the entity s future cash ows
relating to nancial instruments and accounting policy implemented in respect of these instruments. The
Standard also establishes requirements for disclosure of information about the nature and the extent of an
entity s use of nancial instruments, the business purposes they serve, the risks associated with them and
management s policies for the oversight of those risks.

The Standard is effective for nancial statements for periods commencing January 1, 2006 or thereafter.
The initial adoption of the Standard will be accounted for by the prospective method , i.e. nancial
instruments issued before the effective date of the Standard will be classi ed and presented in accordance
with its provisions commencing from the effective date. Comparative nancial statements for prior periods
are not to be adjusted. The new Standard supersedes Opinion No. 53 Accounting for Convertible Liabilities
and Opinion No. 48 Accounting for Options .

The application of the Standard is not expected to materially affect the Company s nancial statements.
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(4) Accounting Standard No. 24 Share-Based Payments

In September 2005, the Israeli Accounting Standards Board published Accounting Standard No. 24 Share-
Based Compensation (the Standard ), which calls for the recognition in the nancial statements of share-
based payments, including transactions with employees, which are to be settled by the payment of cash,
by other assets, or by equity instruments. Under Standard No. 24, amongst other matters, costs associated
with grants of shares and options to employees will be expensed over the vesting period of each grant.
Said costs will be determined based on the fair value of the grants at each grant date. The Standard
establishes guidelines for measuring the fair value of each grant based on the settlement terms (either by
cash or equity instrument), and disclosure provisions.

The Standard is effective for nancial statements for periods commencing January 1, 2006 or thereafter.
The Standard provides that with respect to Share-based payments to be settled by equity instruments, its
provisions should be applied to all grants made after March 15, 2005, that are unvested as of December
31, 2005. The Standard further provides that its provisions should be applied to modi cations that were
made after March 15, 2005, even if the underlying grants are not in the scope of the Standard.

Would the Company elect to early adopt the Standard already in 2005 (for grants and modi cations made
after March 15, 2005), the 2005 loss and loss per share would have been higher by $284 and by 0.07 cent
per share, respectively.

(5) Accounting Standard No. 25 Revenues
In February 2006, the Israeli Accounting Standards Board approved for publication Accounting Standard
No. 25, Revenues (the Standard ).

This Standard establishes the requirements for recognition criteria, measurement, disclosure and presentation
of revenues arising from sale of goods, rendering of services and from the use by others of entity assets
yielding interest, royalties and dividends. This Standard prescribes that revenue shall be measured at the fair
value of the consideration received or receivable.

The Standard is effective for nancial statements for periods commencing January 1, 2006 or thereafter.

Assets and liabilities included in the nancial statements as of December 31, 2005 in different amounts
from those that would have been presented if the standard s requirements were applied will be adjusted
on January 1, 2006 to the amounts to be recognized in accordance with the Standard s guidelines. The
results of the initial adoption of the Standard as at January 1, 2006 shall be accounted for by the cumulative
effect of a change in accounting method.

The application of the Standard is not expected to materially affect the Company s nancial position and
results of operations.

u. Reclassi cation

Certain previously reported amounts have been reclassi ed in these nancial statements in order to conform
with the 2005 nancial statements presentation.
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