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Par application des articles 6 et 7 de I'ordonnance n° 67-833 du 28 septembre 1967, la Commission des
Opérations de Bourse a apposé sur le présent prospectus le visa n° 99-488 date du 28 avril 1999.

A legal notice shall be published in the Bulletin des Annonces Légales Obligatoires ("BALO") dated May 3,1999.

Due to the specific features of companies and securities offered on the Nouveau Marché of the Paris Stock
Exchange and the risks associated therewith, investors are invited to carefully read the prospectus submitted to
the Commission des Opérations de Bourse.

AVERTISSEMENT
CMT Medical Technologies Ltd, est une société de droit israélien dont la cotation est uniquement demandée
a Paris. Compte tenu de cette spécificité, la réglementation boursiére qui lui est applicable
en matiere d'information du public et de protection des investisseurs ainsi que des engagements pris
par la société vis-a-vis des autorités boursieres et du marché sont décrits dans le prospectus.

AURE.
\\-._.'

Introducteur-Teneur de Marché

The Offering of the Company’s Shares to the public hereunder is made under an exemption from the requirement to publish
a prospectus in Israel, granted by the Israeli Securities Authority under Article 40 (c) of the Israeli Securities Law, 1968.

The Prospectus is comprised of this prospectus in English and a summary in French.
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1. Responsability for the Prospectus and for
Statements contained herein

1.1. Persons Responsible for the
Prospectus

1.1.1. Names and Titles of the Persons
Responsible for the Prospectus

Mr. Pinchas Dror, Chairman of the Board of Directors
Mr. Shaul Dukeman, President and CEO

1.1.2. Statements of the Persons
Responsible for the Prospectus

To our knowledge (i) the data contained in this prospectus
including the summary in French (this “Prospectus”)
relating to the Company is true and accurate, (ii) this
Prospectus contains all the material information necessary
for an investor to form an opinion on the Company’s
assets, business, financial situation, results of operations
as well as the rights attached to the shares hereby offered
(the “Shares™); and (iii) this Prospectus does not omit any
material fact which could materially affect the
understanding of the information contained herein. The
audited Financial Statements for the year ended
December 31, 1998 were approved by the Board of
Directors on March 18, 1999. The Business Plan contained
in this Prospectus has also been approved by the Board of
Directors.

Mr. Pinchas Dror, Chairman of the Board of Directors
Mr. Shaul Dukeman, President and CEO

1.1.3. Name and Title of the Person
Responsible for the Financial
Information

Ms. Rilly Maayan, Chief Financial Officer

1.1.4. Contact Persons

Mr. Shaul Dukeman, President & CEO

Mr. Pinchas Dror, Chairman of the Board of Directors
Matam Advanced Technology Center

Haifa 31905, Israel

Tel.: 972 4 856 6220

Fax: 972 4 855 0249

e-mail: info@cmt.co.il

1.2. Auditor

1.2.1. Name and Address of the Company’s
Auditor

Kost Forer & Gabbay, Certified Public Accountants (Israel)
A member of Ernst & Young International

2, Kremenetski Street

Tel Aviv 67899, Israel

Tel.: 972 3 623 2525

Fax: 972 3 562 0476

The auditors were appointed for one year pursuant to a
decision of the General Meeting dated November 30, 1998.

1.2.2. Auditor’s Opinion

1.2.2.1. Opinion of Kost Forer & Gabbay,
Certified Public Accountants
(Israel)

¢ On the financial Statements

In our capacity as auditors of the Company, we have
audited the accompanying consolidated balance sheets
of CMT Medical Technologies Ltd. and its subsidiary
(“CMT” or the “Company”) as of December 31, 1998 and
December 31, 1997, and the related consolidated
statements of operations, changes in shareholders'
equity and cash flows for the three years in the periods
ended December 31, 1998, December 31, 1997 and
December 31, 1996, respectively, as well as the financial and
accounting information derived from them. These financial
statements are the responsibility of the Company's
management. Our responsibility is to express an opinion
on these financial statements based on our audits.

We conducted our audits in accordance with generally
accepted auditing standards (“GAAP”) in Israel and in the
United States, including those prescribed by the Israeli
Auditors Regulations (Mode of Performance), 1973. These
standards require that we plan and perform the audit to obtain
reasonable assurance as to whether the financial statements
are free of material misstatement either originating within the
financial statements themselves, or due to any misleading
statement included therein. An audit includes examining, on
a test basis, evidence supporting the amounts and disclosures
in the financial statements. An audit also includes assessing
the accounting principles used and significant estimates
made by the Company's management, as well as evaluating
the overall financial statement presentation. We believe that
our audits provide a reasonable basis for our opinion.



In our opinion, the consolidated financial statements
referred to in this Prospectus, present fairly, in all material
respects, the consolidated financial position of the
Company as of December 31, 1998 and December 31, 1997
and the consolidated results of their operations, changes in
shareholders’ equity and cash flows for the three years in
the periods ended December 31, 1998, December 31, 1997
and December 31, 1996, respectively, in conformity with
Israeli GAAP. As applicable to the Company’s financial
statements, Israeli and U.S. GAAP are identical in all
material respects.

We hereby confirm that the financial statements referred
to in this Prospectus have been accurately reproduced in
this Prospectus, together with all the financial and
accounting information resulting therefrom, and have no
comments in this respect.

Kost Forer & Gabbay, Certified Public Accountants (Israel)
A member of Ernst & Young International

* On the Business Plan
To: The Board of Directors of CMT Medical Technologies
Ltd.

In response to your request, we have conducted a review
of the accompanying financial projections for the years
1999, 2000 and 2001, as included on this Prospectus in
Section 4.7.

These financial projections are the responsibility of the
Company's management and Board of Directors, using
assumptions considered by management as most
probable at the time of the preparation of the financial
projections.

We conducted our review in accordance with professional
standards. Those standards require that we analyze the
procedures implemented by the Company for the choice of
assumptions and the preparation of the financial
projections. They also require that we plan and perform the
review to obtain assurance that the assumptions are
consistent, to check their correct application, to ensure the
consistency of the principles applied with regard to
standards relating to preparation of financial projections
and with regard to accounting principles used to prepare the
latest annual consolidated financial statements of the
Company. This report has not been uptaded to reflect facts
and circumstances that occurred after the date of this report.

We have nothing to report on the assumptions used for
the preparation of these financial projections, and we can
give no assurance that they will be confirmed by future
events.  We make no comments regarding their

application to the financial projections, the consistency of
the principles applied with regard to standards relating to
the preparation of financial projections and regarding
their confomity with accounting principles used to
prepare the latest annual consolidated financial
statements of the Company.

Finally, we emphasize that estimates are by nature
uncertain, and that actual results may differ, on occasion
significantly from those estimates.

Kost Forer & Gabbay, Certified Public Accountants (Israel)
A member of Ernst & Young International

1.2.2.2. Opinion of Ernst & Young on the
Business Plan

We have reviewed the financial statements of the Company
referred to in this Prospectus as well as the Notes included
in this Prospectus for each of the years ended December 31,
1998, December 31, 1997 and December 31, 1996 in order to
identify any difference between the U.S. GAAP and the
French GAAP, that would affect either the consolidated
shareholders’ equity or net income.

We hereby confirm that the application of the French GAAP
would affect both the consolidated shareholders’ equity as at
December 31, 1998 and December 31, 1997 and net income
for each twelve-month period ended December 31, 1998,
December 31, 1997 and December 31, 1996 to the extent
detailed in Note 24 of the financial statements.

Ernst & Young France

1.3. Statement of the Listing Adviser/
Market Maker (Introducteur-
Teneur de Marché ("ITM")

Aurel S.A. (“AUREL”) in its capacity as ITM for the
Company in respect of its listing on the Nouveau Marché
of the Paris Stock Exchange (the “Nouveau Marché”)
hereby states as follows:

Based on the understanding that the documents which
have been provided to us by the Company are accurate
and complete and that the statements which have been
made to us are true, we have carried out the following
actions:

1.3.1. Review of the Following Documents

= Articles of Association, financial statements for the years
1996, 1997 and 1998, minutes of General Meetings and
Board of Directors Meetings for the years 1998 and 1997,



= Contracts and agreements which may have a material
effect on the Company.

1.3.2. Visit to the Company’s Premises

Meetings with representatives of the Company, their
auditor and legal advisor, visits to the Company’s
headquarters in Haifa, Israel, and meetings with the
Company’s officers, directors, management team and
operations personnel (technical support, marketing and
sales representatives, finance and administration
representatives, as well as research and development
personnel).

1.3.3. Undertakings of the Market Maker

Acting as Market Maker for the Company, AUREL has
undertaken:

= To issue and publish (i) a financial analysis of the
Company upon its Initial Public Offering (“IPO”) on the
Nouveau Marché and thereafter for three years (ii) an
annual financial analysis as well as a semi-annual
update in each of these three years.

= To make a market for the Company’s Shares for a period
of three years following the IPO on the Nouveau Marché
in accordance with the provisions of the Market Making
Agreement (the “Market Making Agreement”).

1.3.4. Information Policy in France

The Company commits to:

- Release to its shareholders in France the same
information as shall be released on other markets where
the shares may be listed, if any;

- notify its shareholders of the holding of General
Meetings of shareholders, and authorize them to
exercise their voting rights in such meetings;

- notify the shareholders in advance of the payment of any
dividend, issues of securities to the public and any other
transaction affecting the Company’s capital;

- advise the Commission des Opérations de Bourse of any
change in the documents of incorporation of the
Company;

- advise the Commission des Opérations de Bourse in the
event of: any substantial change in the composition of
the Company’s share capital from the situation as
previously published as well as of all resolutions of
shareholders relating to the Company'’s capital structure,
and of any notice received by the Company from any of
its shareholders stating that such shareholder has
become an “Interested Party” in the Company (i.e. holds
more than 5% of the Company’s issued share capital);

- publish in the B.A.L.O., within four months following the
end of each of the Company’s fiscal years, the financial
statements and accompanying reports of the Company
for such year, audited by its independent auditors;

publish in the B.A.L.O., within four months following the
end of each of the Company’s fiscal semesters, the semi-
annual financial statements of the Company for such
period, reviewed by its independent auditors;

provide the Commission des Opérations de Bourse
within two months following the release of the annual
financial statements reviewed by its independent
auditors, a Document de Reference, with an abstract in
French;

publish in the B.A.L.O., within 45 days following the end
of each of the Company’s fiscal quarters, the unaudited
quarterly accounts and related reports of the Company;

inform the Commission des Opérations de Bourse, as
soon as possible, of any additional information relating
to new material facts likely to have an effect on the
Company’s share prices, including changes in the Israeli
corporate taxation to which the Company is subject and
material amendments to the France-Israel Tax Treaty;

publish, as soon as possible, information relating to any
change in the rights attached to the Company’s shares;

provide the Commission de Opérations de Bourse with
any information requested by it within the framework of
its authority and the French laws and regulations
applicable to the Company;

communicate to the Société du Nouveau Marché any
public release concerning the Company and any
document published by the Company containing
economic and financial information;

- establish a service in France for the payment of
dividends and inform the Société du Nouveau Marché of
any material change in such service.

The Company further undertakes to maintain at its offices

in Israel any information released in France as set forth

above, and to allow access to such information by its

Israeli shareholders.



2. Information Relating to the Offering

2.1. Information Relating to the
Shares to be Listed on the
Nouveau Marché

2.1.1. Class of Shares Offered

Ordinary Shares.

2.1.2. Number of Shares Offered

The total number of shares prior to the increase in the issued
capital of the Company is 3,070,557 (3,571,519 assuming full
dilution upon the exercise of stock options granted under the
Company's stock options plans described in Section 3.2.6. of
this Prospectus) to which 595,177 new Shares shall be added
pursuant to this Offering.

2.1.3. Par Value of Shares Offered

One New Israeli Shekel (“NIS”).

2.1.4. Type of Shares Offered

All the Shares are registered Shares and are admitted to
the operations of the SICOVAM SA (“SICOVAM”).

2.1.5. Date of Enjoyment of Shares Offered

January 1, 1999.

2.1.6. First Day of Listing of Shares Offered

May 17, 1999.

2.1.7. Name under which the Shares Shall
be Listed

CMT.

2.1.8. Details of the Offering

The Company is hereby offering to the public 1,020,304
Shares, par value NIS 1 per Share (the “Offering”) as
follows:

The Company will issue 595,177 new Shares in
consideration for the increase in the issued capital
described in this Prospectus (the “New Shares”), and,;

425,127 existing Shares to be sold by current shareholders
(the “Existing Shares”).

2.1.9. Currency of Listing

Euros or €.

2.1.10. Underwriter and Market Maker

AUREL S.A.
Washington Plazza
29, rue de Berri
75008 Paris, France

2.1.11. Paying and Information Agent

The Company has appointed Caisse Centrale des
Banques Populaires, 10-12, avenue Winston Churchill,
94677 Charenton-le-pont Cedex, France, as its paying
and information agent.

2.1.12. Costs Relating to the Offering

The gross proceeds of the Offering and the estimate of
its net proceeds and related costs shall be determined
in accordance with the final terms of the Offering. The
Company is seeking to raise approximately € 6.5 million.
Costs borne by the Company are estimated to amount to
€ 1,150,000.

2.2. Information Relating to the
Offering

2.2.1. Terms of the Transaction

Pursuant to this Offering, 595,177 New Shares shall be
issued and offered as a result of an increase in the issued
capital of the Company decided upon by the Company’s
Board of Directors dated April 23, 1999.

All New Shares offered hereunder shall have the same
rights as the Existing Shares. The Shares shall be offered
to the public in accordance with Articles 3.2.2 and 3.2.5. of
the Operating Rules of the Nouveau Marché.

The shareholders, pro rata to their holdings in the
Company, have granted AUREL, in its capacity as
Underwriter for the Company, an option (the “Over-
allotment Option™), exercisable within 30 days from
May 4, 1999, to purchase at a price of € 10.89 up to 10% of
the Shares being offered hereunder solely for the purpose
of covering over-allotments. An additional number of up
to 102,030 Shares may be offered to the public pursuant to



the exercise of the Over-allotment Option. In such a case,
the additional number of Shares shall be sold to AUREL by
the Company’s shareholders pro rata to their holdings in
the Company.

This Offering is subject to the approval of its terms by
AUREL, in its capacity as Underwriter for the Company,
provided that AUREL subscribes for and purchases the
Shares. The Offering may be withdrawn, cancelled or
modified without prior written notice.

2.2.2. Offering Procedure

The New Shares shall be offered concomitantly and under
the same terms as the offering of the Existing Shares.

Out of the 1,020,304 Shares offered, 867,258 Shares shall be
placed by AUREL (the “Placement”) and 153,046 Shares
shall be offered to the public under a fixed price offering
(the “Fixed Price Offering”).

The foregoing allocation of Shares between the Placement
and the Fixed Price Offering may be adjusted in
accordance with the relative demand. Specifically,
AUREL, in coordination with the Company, will either
increase the number of Shares offered through the Fixed
Price Offering by way of a claw-back on the Placement, or
increase the number of Shares offered through the
Placement by way of a claw-back on the Fixed Price
Offering, provided that the transfer of Shares relating to
the claw-back shall not exceed 15% of the aggregate
number of Shares being offered (the “Allotment
Procedure”).

AUREL shall be in charge of coordinating the Placement.

2.2.3. Authorizations

2.2.3.1. Internal Decisions Authorizing the
Offering

The Company’s Board of Directors by decisions dated
December 4, 1998 and January 12, 1999, approved the IPO
of the Company’s shares on the Nouveau Marché. The
Extraordinary General Meeting of the Company’s
shareholders held on February 11, 1999 has approved the
following resolutions: (a) conversion of the Company’s
Preferred Shares and Non-Voting Ordinary Shares into a
single class of Ordinary Shares (each Preferred Share shall
be converted into 2.333 Ordinary Shares and each of the
Non-Voting Ordinary Shares shall be converted into one
Ordinary Share, subject to the remittance of $0.37 per share
(prior to the stock split undertaken in connection with this
Offering) to the Company by the holder of each Non-Voting

Ordinary Share), and (b) making all the necessary
amendments to the Articles of Association of the Company
for purposes of effecting the IPO of the Company’s Shares
on the Nouveau Marché. The foregoing conversion and the
amended Articles of Association will only become effective
upon the actual consummation of the IPO.

The final terms of the Offering will appear in the final
prospectus which will be subject to the approval of the

Commission des Opérations de Bourse.

2.2.3.2. Authorizations in France

The Offering is subject to the prior approval of the French
Ministry of Finance pursuant to Article 10 of the
Regulation No. 89-938 dated December 29, 1989.

In addition, the Company has filed its Articles of Association
translated into French and an information sheet with the
Clerk’s Office of the Court of Paris, France, as required by
Article 57 of the Regulation No. 84-406 dated May 30, 1984.

Pursuant to the Law dated January 30, 1907, a legal notice
shall be published in the B.A.L.O.

2.2.4. Common Features of the Fixed Price
Offering and the Placement

2.2.4.1. Determination of the Price

The price of the Shares offered in the Fixed Price Offering
and the Placement (the “Price”) shall not depend on the
offering procedure and shall be the same for both the New
Shares and the Existing Shares.

The Société du Nouveau Marché shall issue a notice

informing the public of the Price at which the Company’s
Shares shall be offered.

2.2.4.2. Proposed Price

The proposed Price is € 10.89 per Share.

2.2.4.3. Criteria of Determination of the
Price

In accordance with the Operating Regulations of the
Société du Nouveau Marché and in coordination with the
Company, the valuation has been determined by several
valuation methods.



31/12/98 31/12/99

31/12/00

31/12/01

Equity per Share in € (after the increase in the

Company's issued capital and minus cost of the Offering) 0.85 2.87 3.68 4.96
EBIT per Share in € 0.60 0.86 1.22 1.70
Net Income per Share in € 0.61 0.60 0.81 1.29
P/IE 17.85 18.15 13.44 8.44

The figures are before exercise of stock options. Exchange rate, used is € 1 = $1.08

Source: AUREL

2.2.4.4. Duration of the Placement and of
the Fixed Price Offering

The Fixed Price Offering and the Placement shall be
carried out simultaneously during a period of five days
preceding the IPO, or from May 10, 1999 to May 14, 1999.
However, the Placement may be closed, for persons other
than individuals, without notice.

2.2.4.5. Placement and Underwriting
Agreement

Pursuant to the Underwriting Agreement between the
Company and its Underwriter, AUREL undertakes to place
867,258 Shares and to purchase any remaining Shares
offered under the Placement and the Fixed Price Offering
after the expiration of the Placement and the Fixed Price
Offering provided that no major event seriously affecting
the stock markets nor any major change in the conduct of
the Company’s business or its environment shall cause
the IPO to be postponed or canceled.

2.2.5. Features of the Fixed Price Offering

The final terms of the Fixed Price Offering and, more
specifically, the opening and closing dates shall be
specified in a notice to be published by the Société du
Nouveau Marché (the “Fixed Price Offering Notice”) and
shall be included in the final prospectus to be approved by
the Commission des Opérations de Bourse.

2.2.5.1. Number of Shares Offered

153,046 Shares shall be offered under the Fixed Price
Offering.

The number of Shares offered under the Fixed Price
Offering may be increased by the transfer of up to 15% of
the aggregate number of Shares offered (i.e., a maximum
of 153,046 Shares) initially allocated to the Placement.

2.2.5.2. Purchase Orders

Individuals or entities wishing to participate in the Fixed
Price Offering shall deposit their purchase orders with a
financial intermediary authorized to operate in France.

Pursuant to Section 3.2.8. of the Operating Regulations of
the Société Nouveau Marché, purchase orders may be of
two types:

- Between one and 100 Shares inclusive (“A Orders”).

- Over 100 Shares (“B Orders”).

The Fixed Price Offering Results Notice, as defined
hereunder, shall specify the cut-back rate that is to be
applied to the purchase orders, if any, provided that A
Orders shall have priority over B Orders in the event that
the Fixed Price Offering is oversubscribed.

It is specified that:

- each purchaser may place only one purchase order,
which must be handled by a single financial
intermediary;

- the number of Shares in each purchase order shall not
be limited;

- if the application of the cut-back rate does not result in a
whole number of Shares, the number of Shares shall be
rounded down to the nearest whole number.

Purchase orders shall be irrevocable irrespective of the
application of the cut-back rate.

Registered financial intermediaries shall transmit the
purchase orders to the Société du Nouveau Marché, in
accordance with the terms and timetable contained in the
Fixed Price Offering Notice.

2.2.5.3. Term of the Fixed Price Offering

The duration of the Fixed Price Offering shall be five days.
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2.2.5.4. Results of the Fixed Price Offering

2.2.6.4. Settlement and Delivery of Shares

The Société du Nouveau Marché shall publish a notice
presenting the results of the Fixed Price Offering (the
“Fixed Price Offering Results Notice”), which shall specify
the cut-back rate applicable to the purchase orders.

2.2.5.5. Settlement and Delivery of Shares

The payment and delivery of Shares shall take place on the
third business day following the issue of the Fixed Price
Offering Results Notice. The Shares shall be registered to
the account of each purchaser. The Shares shall be
admitted to the operations of the SICOVAM.

2.2.6. Features of the Placement

The final terms of the Placement shall be specified in a
notice published by the Société du Nouveau Marché (the
“Placement Notice”) and shall be included in the final
prospectus to be approved by the Commission des
Opérations de Bourse.

2.2.6.1. Number of Shares to be Placed

867,258 Shares shall be offered under the Placement, in
France and abroad, to individuals and legal entities,
including mutual and pension funds, and such Placement
shall be carried out by AUREL.

Investors shall deposit their purchase orders directly with
AUREL. These orders will be maintained in the orders book.

The number of Shares offered through the Placement may
be increased by the transfer of up to 15% of the aggregate
number of Shares offered (i.e., a maximum of 153,046
Shares) initially allocated to the Fixed Price Offering.

In the Allotment Procedure, only purchase orders having a
price limit equal to or exceeding the Price of the Shares
offered through the Placement shall be considered.
Purchase orders may be reduced in part or in whole by
AUREL during the Allotment Procedure.

2.2.6.2. The Placement Price

The price of the Shares offered through the Placement (the
“Placement Price”) is € 10.89 per Share.

2.2.6.3. Results of the Placement

The Société du Nouveau Marché shall publish a notice
presenting the results of the Placement (the “Placement
Results Notice™).

The payment and delivery of Shares shall take place on
the third business day following the day of the issue of the
Placement Results Notice.

2.2.7. Market Making Agreement

Pursuant to a Market Making Agreement to be entered into
between the Company and its Market Maker, AUREL
agrees to make a market for the Company’s Shares for a
period of three years, renewable each year by tacit
agreement.

Under the Market Making Agreement, the Company’s
shareholders agree to lend their shares to the Market
Maker pursuant to a Loan Agreement in order to enable
the Market Maker to fulfill its obligations.

2.2.8. Use of Proceeds

The net proceeds to be received by the Company from the
sale of the 595,177 New Shares offered in this Offering are
estimated to be approximately € 5.3 million, assuming an
offering Price of € 10.89 per Share and after deduction of
the estimated underwriting discounts and commissions
and the offering expenses.

The Company intends to use approximately € 1,150,000 of
the estimated net proceeds to establish new sales and
service support centers, call centers, a customer support
information system and local stocks of spare parts, all in
order to strengthen the Company’s ability to market its
products to the add-on market; approximately € 900,000
for the development of an imaging system addressing the
general radiography X-ray machines (mainly for the chest
and orthopedics markets) utilizing a flat panel detector;
approximately € 500,000 to be invested in the
development of imaging modules to address the market of
C-arm X-ray machines and to provide a solution to certain
potential OEM customers; and approximately € 3,450,000
for working capital and general corporate purposes and to
finance the possible acquisitions of businesses and
technologies that complement the Company’s existing
technology. Such businesses may include an investment
of up to € 1,150,000 in GIM Systems Ltd. (“GIM”), an
Israeli early-stage company which is developing a digital
microscope, and an investment of up to € 1,600,000 in
Medibell Medical Vision Technologies Ltd. (“Medibell”),
an Israeli early stage company which is developing a
digital imaging diagnostic system for the ophthalmology
market. The ability of the Company to effect any such
acquisition depends on a number of factors, including the
availability of acquisition candidates ands other business
opportunities. Except with respect to GIM and Medibell,



the Company is not currently negotiating any acquisition
and has no agreements, arrangements or understandings
with any third party for any acquisition. There can be no
assurance that any acquisition will be consummated or
that, if consummated, any acquisition will be successful.

Pending specific uses of the net proceeds from this
Offering as described above, the Company intends to
invest the net proceeds primarily in high quality interest-
bearing instruments.

2.3. General Information Relating to
the Shares to be Listed

2.3.1. Rights Attached to the Shares

All the Shares are of the same class and benefit from the
same rights including rights to dividends and liquidation
rights.

All issued and outstanding shares of the Company are, and
the Shares offered hereby when issued and paid for will be,
validly issued, fully paid and non-assessable. The Shares
do not have pre-emptive rights. Neither the Articles of
Assaociation of the Company nor the laws of the State of
Israel restrict in any way the ownership of Shares by or
voting of non-residents of Israel, except with respect to
subjects of countries which are in a state of war with Israel.

2.3.2. Voting Rights

Holders of Shares shall have one vote for each Share held
on all matters submitted to a vote of the shareholders.
Such voting rights may be affected by the grant of any
special voting rights to the holders of a class of shares with
preferential rights that may be authorized in the future by a
special majority of at least 75% of the voting shareholders.

2.3.3. Transfer of Shares

Fully paid Shares are issued in registered form and may be
transferred freely. However, in accordance with applicable
laws, Shares held by shareholders in management
positions are subject to a lock-up. (See Section 3.2.7.).

2.3.4. Registration of Shares

The Shares offered by this Prospectus and listed on the
Nouveau Marché shall be in registered form.

The Company’s Shares shall be admitted to the operations
of the SICOVAM only.

2.3.5. Taxation

2.3.5.1. Israeli Tax Considerations

The following is a summary of the current tax laws of
the State of Israel that are material to the Company and
its shareholders, including non-Israeli shareholders. The
following also includes a discussion of certain Israeli
government programs benefiting various Israeli
businesses, including the Company. To the extent that the
discussion is based on legislation yet to be subject to
judicial or administrative interpretation, there can be no
assurance that the views expressed herein will accord
with any such interpretation in the future. This discussion
is not intended and should not be construed as legal or
professional tax advice and does not cover all possible tax
considerations. Naschitz, Brandes & Co. has advised the
Company with respect to Israeli taxation, foreign
exchange regulation and investment programs.

The following summary does not address the impact of an
investor’s individual tax circumstances. Accordingly, each
investor should consult his or her own tax advisor as to the
particular tax consequences of an investment in the Shares
including the effects of applicable Israeli and foreign or
other tax laws and possible changes in the tax laws.

e Tax Benefits and Government Support of
Research and Development

Tax Benefits

Israeli tax law has allowed, under certain conditions, a tax
deduction, in the year incurred, for expenditures
(including capital expenditures) in scientific research and
development projects, if the expenditures are approved or
funded by the relevant Israeli Government Ministry
(determined by the field of research). The research and
development is for the promotion of the enterprise and is
carried out by, or on behalf of, the company seeking such
deduction. Expenditures so approved or funded are
deductible over a one-year period, or, if not approved or
funded, over a three-year period.

The Law for the Encouragement of Industrial Research
and Development, 1984

Under the Law for the Encouragement of Industrial
Research and Development, 1984 (the “Research Law”),
research and development programs approved or funded
by a committee of the Office of the Chief Scientist (the
“0OCS”) of the Ministry of Industry and Trade of the
Government of Israel (the “Research Committee”) are
eligible for grants, if they meet certain criteria, against
payment of royalties from the sale of the product
developed in accordance with the program.
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Once a project is approved, the OCS will award grants of
up to 50% of the project's expenditures. Such grants were
awarded against payment of royalties amounting to
between 2% to 3% of the sales of products developed from
projects funded by the OCS, paid beginning with the
commencement of sales of such products and ending
when 100% to 150% of the dollar value of the grant was
repaid. In early 1996, the regulations relating to the terms
of such grants were amended. The amendments provide
for: (i) payment of royalties on all revenues received in
connection with the systems and products developed
from funded projects, including revenues from sales, from
maintenance service and from other sources; and (ii)
modification of the existing royalty schedule, as follows:
3% of revenues during the first three years, 4% during the
following three years, and 5% in the seventh year and
thereafter, provided that the total royalties shall not
exceed 100% of the dollar value of the OCS grant. The
terms of such Israeli government participation also require
that the manufacturing of products developed with
government grants be carried out in Israel, unless the OCS
in its discretion consents to foreign manufacturing.
However, under the new regulations, in the event that any
of the manufacturing rights are transferred out of Israel, if
approved by the OCS, the Company may be required to
pay royalties at a higher rate and an increased aggregate
pay-back amount in proportion to the volume of the
manufacturing carried out outside of Israel, i.e., an annual
royalty of approximately 33%-45% of the relevant
revenues, with the aggregate pay-back amount being up
to 120%, 150% or 300% of the grant if the manufacturing
volume that is performed in the State of Israel, is more
than 50%, between 10% and 50%, or less than 10%,
respectively. The technology developed pursuant to the
terms of these grants may not be transferred to third
parties without the prior approval of a governmental
committee formed under the Research Law. Such
approval is not required for the export of any products
resulting from such research or development. Approval of
the transfer of technology may be granted only if the
recipient abides by all of the provisions of the Research Law
and the regulations promulgated thereunder, including the
restrictions on the transfer of know-how and the obligation
to pay royalties in an amount that may be increased.

The Company has received significant grants under the
Research Law. The grants received by the Company bear
royalties of 2% to 3% ending when 100% of the dollar
value of the grants would be repaid.

Each application to the OCS is reviewed separately, and
grants are based on the program approved by the
Research Committee of the OCS. Generally, expenditures
supported under other incentive programs of the State of
Israel are not eligible for OCS grants. There can be no
assurance that future applications to the OCS will be

approved or that the grants awarded under the Research
Law will not be reduced or terminated.

e Capital Gains

Israeli law imposes a capital gains tax on the sale of capital
assets by both residents and non-residents of the State of
Israel. The law distinguishes between the “Real Gain” and
the “Inflationary Surplus”. The Real Gain is the excess of
the total capital gain over the Inflationary Surplus,
computed on the basis of the increase in the Israeli
Consumer Price Index ("CPI") between the date of
purchase and the date of sale. The Inflationary Surplus
accrued up to December 31, 1993, is taxed at a rate of 10%
for residents of the State of Israel (and is exempt from tax
for non-residents if calculated according to the exchange
rate of the dollar instead of the CPI), while the Real Gain is
added to ordinary income which is taxed at the ordinary
rate for individuals and 36% for corporations.
Inflationary Surplus accrued since December 31, 1993
is exempt from any capital gains tax in Israel and
purchasers of Shares offered by this Prospectus will
consequently be exempt from paying tax on the
Inflationary Surplus. Sales by both residents and non-
residents of Israel of securities of most Israeli companies
that qualify as Industrial Companies or Industrial Holding
Companies on recognized stock exchanges in Israel and in
some countries outside of Israel are presently exempt
from the capital gains tax. Under current law, gains on the
sale of Shares offered by this Prospectus are exempt from
Israeli capital gains tax as long as the Shares are listed on
the Nouveau Marché and the Company qualifies as an
Industrial Company or an Industrial Holding Company.

» Taxation Related to Non-residents of the
State of Israel

Dividends

Non-residents of the State of Israel are subject to income
tax on income derived from sources in Israel. On
distributions of dividends other than bonus shares (stock
dividends), income tax at the rate of 25% (15% for dividends
generated by an Approved Enterprise) is withheld at the
source, unless a different rate is provided in a treaty
between Israel and the shareholder’s country of residence.

Pursuant to Article 10-2 of the Convention Between the
Government of the Republic of France and the Government
of the State of Israel with Respect to Taxes on Income
(the “Tax Treaty”) which was signed on July 31, 1995 and
became effective on January 1, 1997, the withholding tax
with respect to dividends paid to a shareholder who is a
resident of the Republic of France for the purposes of the
Tax Treaty (a “Treaty French Resident”) is generally up to
15%, but is reduced to 5% in the case of a corporate
recipient that owns, directly or indirectly, at least 10% of



the share capital of the Company. Further, in the event
that the dividends so distributed to such corporate
recipient are generated by an Approved Enterprise they
shall be taxed at the rate of 10%.

Capital Gains

Pursuant to Article 13-2 of the Tax Treaty, the gains from
the sale, exchange or disposition of shares of an Israeli
company by a Treaty French Resident will not be subject
to the Israeli capital gains tax unless such Treaty French
Resident has held, directly or indirectly, shares
representing 10% or more of such company’s share
capital at any time during the 12-month period preceding
such sale, exchange or disposition. Such capital gains tax
in Israel shall not exceed 18% of such gains.

e Foreign Exchange Regulations

Under current Israeli regulations, any dividends or other
distributions paid in respect of shares purchased by non-
residents of Israel with certain non-Israeli currencies will
be freely repatriable in such non-Israeli currencies at the
rate of exchange prevailing at the time of conversion,
provided that Israeli income tax has been paid on, or
withheld from, such payments.

Israeli residents, including corporations that wish to
purchase securities outside of Israel must meet the
notification requirements set forth in a general permit
that was issued by the Controller of Foreign Currency of
the Bank of Israel. In general, remittances from Israel
equivalent to $50,000 or more must be notified to an
Israeli commercial bank, or other approved financial
intermediary in Israel.

2.3.5.2. French Taxation

The following summary sets forth the material French tax
regime that is applicable under the laws of the Republic of
France in force at the date hereof. However, it has been
updated with the new Finance Law, 1999.

The following summary does not address the impact of
an Investor’s individual tax circumstances. Accordingly,
each investor should consult his or her own tax advisor as
to the particular tax consequences to him or her of an
investment in the Shares, including the effects of
applicable state, local or foreign tax laws and possible
changes in the tax laws.

e Individual Shareholders

Dividends

An individual who is a French resident (a “French Resident
Individual®) is subject to income tax on the gross amount of
income derived from dividends distributed by an Israeli
company.

However, French Resident Individuals benefit from a tax
deduction on income from dividends in an amount of
€ 2,439.18 (FF 16,000) per annum in case of a married
couple, or € 1,219.59 (FF 8,000) per annum in case of a
single person.

Net proceeds from dividends (after any tax deductions)
shall be subject to the following tax rates:

- Income Tax

- General Social Contribution of 7.5%

- Social Tax of 2%

- Social Debt Reimbursement Contribution of 0.5%

Capital Gains

French Resident Individuals shall be subject to tax in
France on the capital gains derived from the disposal of
the Company’s Shares provided however that the said
sales of Shares exceed € 7,622.45 (FF 50,000).

Such capital gains shall be subject to the following tax
rates:

- Base rate of 16%;

- General Social Contribution of 7.5%;

- Social Tax of 2%;

- Social Debt Reimbursement Contribution of 0.5%;
Resulting in a total rate of 26%.

e Legal Entity Shareholders

Dividends

A French Resident who is a legal entity (a “French
Resident Entity”) receiving dividends from an lIsraeli
company is subject to the French corporate income tax
rate on the gross amount of any distributions paid on the
shares of the Israeli company held by the French Resident
Entity (including the amount of any Israeli taxes withheld
therefrom). The French income tax rate including all
surpluses shall be 40% in 1999 (base rate of 33.33% + 10%
additional contribution + temporary surplus reduced to
10% in 1999) and reduced to 36.66% thereafter (base rate
of 33.33% + 10% additional contribution + temporary
surplus reduced to 0% in 2000).

Credit for Israeli Taxes Withheld

Pursuant to Article 23-1a) of the Tax Treaty, subject to
certain conditions and limitations, any Israeli tax withheld
or paid with respect to dividends on the shares of an
Israeli company to a Treaty French Resident Entity may
not be claimed as a deduction but may be eligible for a tax
credit against such Treaty French Resident Entity’s income
tax liability in France. However, such tax credit shall not
exceed the French tax applicable to such income.
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Pursuant to Article 23-1 e) of the Tax Treaty, subject to
certain conditions and limitations, any Israeli tax withheld
or paid with respect to dividends derived from an
Approved Enterprise of an Israeli company to a Treaty
French Resident Entity may be credited, supplemented by
an additional 10% against such Treaty French Resident
Entity’s income tax liability in France. This additional 10%
shall cease to apply on January 1, 2004, unless extended
by mutual consent of the two countries. However, the tax
credit shall not exceed the income tax which would have
been due had the dividends not been derived from an
Approved Enterprise.

Capital Gains
The sale or exchange of the Company’s Shares generally
will result in the recognition of gain or loss.

Realized net gains are subject to French corporate income
tax which shall be 40% in 1999 (base rate of 33.33% + 10%
additional contribution + temporary surplus reduced to
10% in 1999) and reduced to 36.66% thereafter (base rate
of 33.33% + 10% additional contribution + temporary
surplus reduced to 0% in 2000).

However, realized net gains may be subject to lower tax
rates if such shares are or are deemed to be, for tax
purposes, participating shares and provided that such
participating shares have been held for a period of over
two years before their disposal and, provided further, that
such proceeds shall be held in a specific reserve. In such
case, realized net gains shall be subject to the long-term
capital gains regime, i.e., capital gains will be subject to a
tax rate of 22.8% in 1999 (base rate of 19% + 10%
additional contribution + temporary surplus reduced to
10% in 1999) and 20.9% thereafter (base rate of 19% + 10%
additional contribution + temporary surplus reduced to 0%
in 2000).

2.3.5.3. Tax Liability of Shareholders upon
Liquidation of the Company

e Shareholders Having their Tax Residence in
France

Individual Shareholders

With respect to French taxation, the distribution of a
“liquidation dividend” to a French Resident Individual in the
course of the Company’s liquidation will be tax exempt, up
to the amount of the reimbursement of such French
Resident Individual’s initial contribution. Should the
dividend distributed exceed the amount of the French
Resident Individual’s initial contribution, the “liquidation
surplus”, which is treated as a dividend for tax purposes, will
be subject to taxation as described under “Dividends”
above.

Legal Entity Shareholders

In general, if the shareholder is a French Resident Entity,
the amount received as a “liquidation dividend” will also
be tax exempt up to the amount corresponding to the
reimbursement of such French Resident Entity’s initial
investment (i.e., in practice, up to the book value of the
shares held in the liquidated company). However, if the
shares held by the French Resident Entity were purchased
at a price below the value of such shares on their issuance
date, the taxable amount shall be split between:

1) taxable capital gain equal to the difference between the
amount corresponding to the reimbursement of the
initial contribution and the book value of the shares as
reported in the French Resident Entity’s books; and,

2) income treated as a dividend for corporate income tax
purposes, in the amount equal to the difference
between the amount received as a “liquidation
dividend” and the amount of the initial contribution of
such French Resident Entity.

e Shareholders not Having their Tax Residence
in France or in Israel

Prospective shareholders not having their tax residence in
France or in Israel should consult their own tax advisor as
to the particular tax consequences of the purchase,
ownership and disposal of the Shares, including the
effects of applicable state, local or foreign tax laws and
possible changes in such tax laws.

2.4. Place of Listing

An application has been filed for the listing of the
Company’s Shares on the Nouveau Marché. The
Company has not applied for the listing of its Shares on
any other stock exchange.

2.5. Governing Law and Juridiction

This Company shall be governed in accordance with the
laws of the State of Israel.



3. General Information Concerning the Issuer

and its Shares

3.1. General Information Concerning
the Issuer

3.1.1. General

3.1.1.1. Company Name

CMT Medical Technologies Ltd.

3.1.1.2. Registration Number

52-090245-5.

3.1.1.3. Registered Office

Matam Advanced Technology Center
Haifa 31905, Israel

3.1.1.4. Date of Inception and Duration

The Company was incorporated as Fidelity Medical Services
(Israel) Ltd. on October 21, 1981, first changed its name to
Fidelity Medical (Israel) Ltd., on April 4, 1982, then changed
its name to CMT Computerized Medical Technologies Ltd.
on January 5, 1994 and finally adopted its current name,
CMT Medical Technologies Ltd., on February 8, 1994.

3.1.1.5. Type of Corporation

A public company limited by shares, incorporated
under the laws of the State of Israel. The Company’s
shareholders’ liability is limited to the amount paid in
respect of their shares in the Company. All of the issued
and outstanding share capital of the Company is fully
paid. There is no restriction on the number of
shareholders in the Company and on its power to effect a
public offering of its shares.

3.1.1.6. Fiscal Year

From January 1% to December 31" (a calendar year).

3.1.1.7. Object of the Company

According to its Memorandum of Association, the
Company can perform any activity which is not forbidden
by law including the design, development, manufacture,
marketing and provision of related services, of systems,

equipment, components, apparatus and products of any
kind in the medical, electrical, electronic, and mechanical
fields, both in Israel and abroad.

3.1.1.8. Disclosure on Percentage
Ownership

Pursuant to Law n°85-705 dated July 12, 1985 and
amended on June 17, 1987 and on August 2, 1989, any
person or entity acquiring or selling securities of any listed
company must notify the Company when its percentage
of ownership in the Company crosses each of the
following thresholds: 5%, 10%, 33.33%, 50% and 66%.

The penalties which may be imposed upon a person or entity
that fails to meet these disclosure obligations are detailed in
Section 481-1 of the Companies Law dated July 24, 1996.

However, according to legal opinions provided to the
Company, French Companies Law 66-537 dated July 24,
1966, and other French legal provisions, including
Commission des Opérations de Bourse rule 88-02 relating
to crossing thresholds shall not apply to the Company.

3.1.2. Selected Provisions of the Articles of
Association

The following is a summary of the material provisions of
the Company’s Articles of Association (the ‘“Articles”).
This summary does not purport to be complete. For more
detailed information, see the Articles of Association which
have been filed with the Société du Nouveau Marché and
with the Clerk’s Office of the Court of Paris.

3.1.2.1. General Meetings

* Annual General Meetings

An Annual General Meeting shall be held once in every
calendar year (no later than 15 months after the last
preceding Annual General Meeting) at such time and
place, either within or outside the State of Israel, as may
be determined by the Board of Directors. The matters
addressed at the Annual General Meeting include: reports
of the Board of Directors and of the Company's
independent auditors, approval of the Company's
financial statements, declaration of dividends and
appointment of the Company's independent auditors and
approval of their fees. All other General Meetings are
called Extraordinary General Meetings. (See Article 24).
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e Extraordinary General Meetings

The Board of Directors may, in its discretion, convene an
Extraordinary General Meeting at such time and place, either
within or outside the State of Israel, and shall be obligated to
do so upon a written request in accordance with Section 109
of the Israeli Companies Ordinance (New Version), 1983 (the
“Companies Ordinance”). (See Article 25).

 Types of Resolutions

Resolutions adopted at any General Meeting of the
Company may be of the following types: (a) an Ordinary
Resolution: a resolution adopted by a simple majority of
the shareholders entitled to vote and voting in person or by
proxy at a General Meeting of which notice was duly given
not less than seven days in advance; (b) an Extraordinary
Resolution: a resolution adopted by a majority of at least
75% of the shareholders entitled to vote and voting in
person or by proxy at a General Meeting, of which notice,
including the intention to propose an Extraordinary
Resolution, was duly given; and (c) a Special Resolution: a
resolution adopted by the majority required for the
adoption of an Extraordinary Resolution at a General
Meeting, of which notice, including the intention to
propose a Special Resolution, was duly given at least
21 days in advance. (See Articles 26 and 29).

Resolutions may also be made in a writing signed by all
the shareholders of the Company then entitled to attend
and vote at General Meetings or to which all such
shareholders have given their written consent (by letter,
telegram, telex, facsimile or otherwise), and such written
resolutions shall be deemed to have been unanimously
adopted by a General Meeting duly convened and held.
(See Article 30).

* Notices

A notice indicating the day, time and place of such
meeting as well as the general nature of each item to be
acted upon, shall be given no later than seven days in
advance to all shareholders entitled to attend and vote at
such meeting; provided, however, that such notice shall be
given no later than 21 days in advance whenever a Special
Resolution is proposed to be adopted at such meeting. A
resolution may be proposed and adopted without the prior
notice described herein provided that the consent of all the
shareholders entitled to vote thereon shall be obtained.
(See Article 26).

e Quorum

Two or more shareholders, present in person or by proxy
and holding in the aggregate at least 50% of the
outstanding voting power of the Company, shall constitute
a quorum for General Meetings. If within half an hour

from the time appointed for the meeting, a quorum is not
present, and if such meeting is convened upon request
pursuant to Section 109 of the Companies Ordinance, it
shall be dissolved. In any other case, such meeting shall
be adjourned to the same day in the next week at the same
time and place or any other day, time and place as the
Chairman of the Board of Directors may determine, with
the consent of the holders of a majority of the voting
power represented at the meeting in person or by proxy
and voting on the question of adjournment. At such
adjourned meeting, any two shareholders present in
person or by proxy shall constitute a quorum. No other
business than business that might lawfully have been
transacted at the meeting as originally called shall be
transacted at any adjourned meeting. (See Article 27).

e Chairman

The Chairman, if any, of the Board of Directors, shall
preside at every General Meeting of the Company. If, at
any meeting, the Chairman is not present within 15
minutes after the time fixed for such meeting, or if such
Chairman is unwilling to take the chair, the shareholders
present at such meeting shall choose a shareholder to be
the Chairman of such meeting. The office of Chairman
shall not, by itself, entitle such holder to vote or to a
second or casting vote. (See Article 28).

e Voting

Subject to any provision of the Articles conferring special
rights as to voting or restricting the right to vote, every
shareholder shall have one vote for each share held by
him regardless of whether the vote is conducted by a
show of hands, by written ballot or by any other means.
(See Article 32).

Any shareholder entitled to vote may vote either in person
or by proxy or, if the shareholder is a company or
other corporate body, by an authorized representative.
(See Article 33).

The instrument appointing a proxy shall be in writing and
in the form set forth in Article 34. Such proxy shall be duly
signed by the appointor or such person’s duly authorized
attorney and shall be delivered to the Company at its
principal place of business or at the offices of its registrar
or transfer agent not less than 24 hours before the time
fixed for such meeting.

3.1.2.2. Board of Directors

e Powers of the Board of Directors

The management of the business of the Company shall be
vested in the Board of Directors, which may exercise all



such powers and do all such acts as the Company is
authorized to exercise and do, and are not required by law
or the Articles to be done by the Company by action of its
shareholders at a General Meeting. The authority
conferred on the Board of Directors is subject to the
provisions of the Companies Ordinance, the Articles and
any regulation or resolution consistent with the Articles
adopted from time to time by the Company by action of its
shareholders at a General Meeting; provided, however,
that no such regulation or resolution shall invalidate any
prior act done by or pursuant to a decision of the Board of
Directors that would have been valid if such regulation or
resolution had not been adopted. (See Article 36).

 Number of Directors

The Board of Directors shall consist of no less than six and
no more than ten Directors, as may be fixed from time to
time by Ordinary Resolution of the Company. (See Article
39).

e Election of Directors

Directors shall be elected at the Annual General Meeting
by the vote of the holders of a majority of the voting
power represented at such meeting in person or by proxy
and voting on the election of Directors, and each Director
shall serve, subject to Article 43 (Vacation of Office, see
below), until the Annual General Meeting next following
the Annual General Meeting or General Meeting at which
such Director was elected and until his successor is
elected, or until his earlier removal. The holders of a
majority of the voting power represented at a General
Meeting in person or by proxy and voting thereon at such
meeting shall be entitled to remove any Director(s) from
office, to elect Director(s) instead of Director(s) so
removed or to fill any vacancy, however created, in the
Board of Directors. (See Article 40).

e Alternate Directors

A Director may, by written notice, given in person or sent
by mail to the Chairman of the Board of Directors or to any
other person as the Board of Directors may determine,
appoint any individual, whether or not such person is then
a Director, as an alternate for himself (an "Alternate
Director"), remove such Alternate Director and appoint
another Alternate Director in his place. Unless the
appointing Director, by the instrument appointing an
Alternate Director or by written notice to the Company,
limits such appointment to a specific period of time, or
restricts it to a specified meeting or action of the Board
of Directors, or otherwise restricts its scope, the
appointment shall be for all purposes, and for a period of
time concurrent with the term of the appointing Director.
An Alternate Director shall have all the rights and
obligations of the Director who appointed him; provided,

however, that (i) such Alternate Director may not in turn
appoint an alternate director for himself (unless otherwise
expressly provided by the instrument appointing him), (ii)
such Alternate Director shall have no standing at any
meeting of the Board of Directors or any Committee of the
Board of Directors while the Director who appointed him
is present, and (iii) such Alternate Director is not entitled
to any remuneration. An Alternate Director may act for
more than one Director and, in such case, shall have a
number of votes equal to the number of Directors for
whom he acts as an Alternate Director. An Alternate
Director shall cease to act as such when the Director who
appointed him ceases to be a Director. (See Article 46)

e VVacation of Office

The office of a Director shall be vacated, ipso facto, upon
his death or if he be found lunatic or becomes of unsound
mind, or if he becomes bankrupt or, if the Director is a
company, upon its winding-up. The office of a Director
shall be vacated by his written resignation. Such
resignation shall become effective on the date fixed
therein or upon delivery to the Company, whichever is
later. (See Article 43).

« Remuneration of Directors

A Director shall be paid remuneration by the Company for
his services as Director, to the extent such remuneration
shall have been approved by a General Meeting of the
Company. (See Article 44).

e Meetings of the Board of Directors

The Board of Directors may meet and adjourn its meetings
and otherwise regulate such meetings and proceedings,
as the Directors deem fit. Any Director may, at any time,
and the Chairman of the Board of Directors upon the
request of any Director shall, convene a meeting of the
Board of Directors upon a prior written notice of no less
than 14 days. A meeting of the Board of Directors at which
a quorum is present shall be competent to exercise all the
authorities and powers vested in or exercisable by the
Board of Directors. (See Articles 37 and 47).

e Quorum

Unless otherwise unanimously approved by the Board of
Directors, the presence, in person or by conference call, of
a majority in number of Directors shall constitute a
quorum. No business shall be transacted at a meeting of
the Board of Directors unless the requisite quorum is
present. (See Article 48).

e Chairman of the Board of Directors

The Board of Directors shall elect one of its members as
Chairman of the Board of Directors. The Chairman of the
Board of Directors shall preside at every meeting of the
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Board of Directors, but if there is no such Chairman, or if
he is not present within 30 minutes after the time fixed for
such meeting or if he is unwilling to act as Chairman, the
Directors present shall choose someone of their number
to be chairman of such meeting. The Chairman of the
Board of Directors shall not have an additional or casting
vote on the Board of Directors. (See Article 49).

* Appointments by the Board of Directors

The Board of Directors, may, from time to time, appoint
one or more persons, whether or not Directors, as Chief
Executive Officer, President, General Manager or Manager,
and may confer, modify and revoke, such title(s) and such
duties and authorities as the Board of Directors may deem
fit. Unless otherwise determined by the Board of
Directors, the General Manager shall have authority with
respect to the management of the Company in the
ordinary course of business. (See Article 51).

e Committees of the Board of Directors

The Board of Directors, may, subject to the provisions of
the Companies Ordinance, delegate any or all of its
powers to committees, each consisting of one or more
persons who are Directors and, from time to time, revoke
such delegation or alter the composition of such
committee. Any committee so formed shall, in the
exercise of its powers so delegated, conform to any
regulations imposed on it by the Board of Directors. (See
Article 38).

3.1.2.3. Dividends

e Declaration of Dividends

The Board of Directors may from time to time declare and
cause the Company to pay such interim dividend as may
appear to the Board of Directors to be justified by the
profits of the Company. A final dividend in respect of any
fiscal period shall be proposed by the Board of Directors
and shall be payable only if approved by a Special
Resolution of the Company’s shareholders, but no such
resolution shall provide for the payment of an amount
exceeding the amount proposed by the Board of Directors
for the payment of such final dividend, and no such
resolution or any failure to approve such final dividend
shall affect any interim dividend previously declared and
paid. The Board of Directors shall determine the time for
payment of such dividends, both interim and final, and the
record date for determining the shareholders entitled
thereto. (See Article 53).

e Funds Available for Payment of Dividends

No dividend shall be paid otherwise than out of the profits
of the Company. (See Article 54).

« Amount Payable by Way of Dividends

Subject to the rights of the holders of shares as to
dividends, any dividend paid by the Company shall be
allocated among the shareholders entitled thereto in
proportion to the sums paid up or credited as paid up on
account of the nominal value of their respective holdings
of the shares in respect of which such dividend is being
paid without taking into account the premium paid up for
the shares. The amount paid up on account of a share that
has not yet been called for payment or fallen due for
payment and upon which the Company pays interest to
the shareholder shall not be deemed to be a sum paid on
account of the share for purposes of determining the
amount payable by way of dividends. (See Article 55).

e Interest
No dividend shall carry interest. (See Article 56).

e Payment in Specie

Upon recommendation of the Board of Directors approved
by a Special Resolution of the Company’s shareholders, the
Company (i) may cause any moneys, investments or other
assets forming part of the undivided profits of the Company,
standing to the credit of a reserve fund or to the credit of a
reserve fund for the redemption of capital, or in the control
of the Company and available for dividends, or representing
premiums received on the issuance of shares and standing
to the credit of the share premium account, to be capitalized
and distributed among such of the shareholders as would be
entitled to receive the same if distributed by way of dividend
and in the same proportion, on the basis that they become
entitled thereto as capital, and may cause any part of such
capitalized fund to be applied on behalf of such shareholders
in paying up in full, either at par or at such premium as the
resolution may provide, any unissued shares or debentures
or debenture stock of the Company that shall be distributed
accordingly, in payment, in whole or in part, of the uncalled
liability on any issued shares or debentures or debenture
stock; and (ii) may cause such distribution or payment to be
accepted by such shareholder in full satisfaction of its
interest in the said capitalized sum. (See Article 57).

e Retention of Dividends

The Board of Directors may retain any dividend or other
moneys payable or property distributable in respect
of a share on which the Company has a lien, and may
apply the same in or toward satisfaction of the debts,
liabilities or obligations in respect of which the lien exists.
(See Article 60).

» Unclaimed Dividends

All unclaimed dividends or other moneys payable in
respect of a share may be invested or otherwise made use



of by the Board of Directors for the benefit of the
Company until claimed. The principal (and only the
principal) of an unclaimed dividend or such other moneys
payable in respect of a share, shall, if claimed, be paid to
the person(s) entitled thereto. (See Article 61).

3.1.2.4. Auditors

At least once in every fiscal year the accounts of the
Company shall be audited and the correctness of the profit
and loss account and balance sheet shall be certified by
one or more duly qualified auditors. (See Article 65).

The appointment, authorities, rights and duties of the

auditor(s) of the Company shall be regulated by applicable
law. (See Article 66).

3.1.2.5. Indemnity and Insurance

The Company may enter into a contract for the insurance
of its Directors and Managers (each an "Officer"), in whole
or in part, against any of the following: (i) breach of the
duty of care owed to the Company or a third party, (ii)
breach of the fiduciary duty owed to the Company,
provided that the Officer acted in good faith and had
reasonable grounds to believe that his action would not
harm the Company's interests, and (iii) a monetary
liability imposed on him in favor of a third party for an act
performed in his duty as an Officer of the Company.

The Company is entitled to indemnify any Officer for any
of the following: (i) a monetary liability imposed on him in
favor of a third party in a judgement, including a
settlement or an arbitral award confirmed by a court, for
an act performed in his duty as an Officer of the Company,
and (ii) reasonable costs of litigation, including attorneys'
fees, expended by an Officer or for which he has been
charged by court, in an action brought against him by or
on behalf of the Company or a third party, or in a criminal
action in which he was found innocent, for an act
performed in his duty as an Officer of the Company.
(See Article 69).

3.1.2.6. Winding Up

Subject to applicable law and to the rights of holders of
shares with special rights upon winding up, in case the
Company is wound up, the assets of the Company,
available for distribution, shall be distributed to the
shareholders of the Company in proportion to the nominal
value of their respective holdings in the shares of the
Company. (See Article 70).

3.1.3. Selected Provisions of the Israeli
Companies Ordinance

3.1.3.1. Approval of Certain Transactions
under the Companies Ordinance

e Audit Committee

The Companies Ordinance requires that certain
transactions, actions and arrangements be approved as
provided for in the articles of association of a company,
and under certain circumstances, by an audit committee
of the board of directors whose members meet certain
criteria of independence as defined in the Companies
Ordinance (the "Audit Committee"), by the Board of
Directors itself and/or by the shareholders. The vote
required by the Audit Committee and the Board of
Directors for approval of such matters, in each case, is a
majority of the disinterested directors participating in a
duly convened meeting. In addition to the foregoing, the
functions of the Audit Committee, according to the
Companies Ordinance, include inter alia: reviewing the
scope of the annual audit undertaken by the company's
independent public accountants and the progress and
results of their work; reviewing the financial statements of
the company and its internal accounting and auditing
procedures; bringing to the attention of the board of
directors improper practices of the business management
of the company; and proposing steps to correct these
deficiencies and approving actions or transactions of the
company, of which the Audit Committee's approval is
required by the Companies Ordinance.

e Disclosure Duty

The Companies Ordinance requires disclosure by an
Office Holder (as defined herein below) to the company in
the event that an Office Holder has a direct or indirect
"personal interest" (including a personal interest of certain
relatives of such Office Holder or of a corporation in which
the Office Holder or such relative is an interested party) in
transactions to which the company intends to be a party,
and codifies the duty of care and fiduciary duties which an
Office Holder has to the company. The company must
approve the transaction as being not adverse to the best
interests of the company, such approval to be in
accordance with the procedure specified in the articles of
association of the company. An "Office Holder" is defined
in the Companies Ordinance as a director, general
manager, chief business manager, executive vice
president, vice president, other manager directly
subordinate to the general manager and any other person
assuming the responsibilities of any of the foregoing
positions without regard to such person's title.
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e Approvals

The Companies Ordinance requires approval by both the
Audit Committee and the board of directors, for the
following transactions: (a) proposed transactions in which
an Office Holder has a direct or indirect personal interest
which are outside the ordinary course of the company's
business, or which are not in accordance with market
conditions, or which may materially influence the earnings,
assets or liabilities of the company; (b) actions or
arrangements which may otherwise be deemed to
constitute a breach of fiduciary duty or the duty of care of an
Office Holder to the company; (c) terms of service of
directors (including the terms of their employment as
officers of the company); and (d) indemnification of Office
Holders. The matters referred to in (c) above and in certain
circumstances, the matters referred to in (a), (b) and (d)
above, may also require shareholder approval (including, in
certain cases in companies publicly traded in Israel, a
specified percentage of non-interested shareholders). An
Office Holder with an interest in any of the foregoing matters
that is brought for approval may not be present at the
meeting when such matter is being approved, and may not
vote thereon.

3.1.3.2. Independent Directors

The Companies Ordinance requires publicly held Israeli
companies to appoint at least two (2) independent directors
("Independent Directors") who have been approved by a
statutory committee. The Independent Directors must be
residents of Israel and unaffiliated with the Company and its
principals. They are entitled to obtain all information
relating to the Company's management and assets and, in
special cases, to receive assistance from outside experts at
the Company's expense. Independent Directors are required
to report infringements of law and good business practice to
the Chairman of the Board of Directors of the Company and,
in some cases, to the Israeli Securities Authority. Any
committee of the Board of Directors which is authorized to
exercise any function of the Board of Directors must include
at least one Independent Director. Israeli case law suggests
that the requirement to appoint Independent Directors does
not apply to companies registered under the laws of Israel
that offer their shares to the public outside of Israel (like the
Company). To date, the Company does not intend to appoint
such Independent Directors, however, should the Company
be required to do so as a result of proposed new legislation,
it will comply with such requirements.

3.1.3.3. Prohibition of Own Share
Purchase

A company may not purchase its own securities. In
addition, a company may not extend to any person, directly
or indirectly, financial assistance - whether by a loan, a
guarantee or the provision of security, or in any other
manner - for the purchase or subscription of its shares, or in

connection with a purchase so made or to be made. The
foregoing does not apply to (a) the extension of a loan by a
company, for which the extension of loans is part of its
ordinary business, and the loan was extended in the course
of its ordinary business; (b) moneys provided by a company
to trustees in accordance with a valid program for the
purchase of the company's fully paid up shares, to be held
by the company's employees, including any director or
salaried officer employed by it, or for their benefit; (c) loans
extended by a company to its employees to enable them to
buy fully paid up shares of the company in order to hold
them for their own benefit, provided, that this exception
does not render the extension of a loan to a director lawful.

3.1.3.4. Voluntary Winding Up

A company may wind up voluntarily by adoption of a Special
Resolution. Once the winding up begins, the company must
cease to conduct its affairs, except for whatever is necessary
for orderly winding up. Generally, the liquidation procedure
in a voluntary winding up shall be as follows: (a) the
company's assets shall first serve to cover its liabilities; (b)
the company shall appoint, in a General Meeting, one or
more liquidators; and (c) the liquidator shall be vested with all
the powers given by the Companies Ordinance to a liquidator
in a winding up by court procedure, without the necessity for
him to require the court's approval.

3.1.4. Applicable Israeli Law

The Company has applied for an exemption from the
Israeli Securities Authority from the need to file a
prospectus in Israel and the applicability of the reporting
duties to which it would have been subject had this
offering been made in Israel under the Israeli Securities
Act, 1968, and the regulations promulgated thereunder
relating to, inter alia, public offerings and reporting duties,
including regulations relating to certain limitations on
private issuances effected by publicly traded companies
shall not apply to the Company.

3.1.5. Applicable French Law

Once the Company is listed on the Nouveau Marché, it will
have to abide by certain provisions of French securities laws
and regulations including the regulations No. 98-07 relating
to disclosure of information by publicly listed companies,
No. 90-04, notably Chapter 1 relating to the determination of
market price, No. 90-08 relating to the use of inside
information and No. 95-01 relating to disclosure of
information by companies listed on the Nouveau Marché.

3.1.6. No Ligitation

To the Company's knowledge, there is no outstanding
event or pending ligitation which may have a material
adverse influence on the financial situation, assets or
income of the Company.



3.2. General Information Concerning
the Share Capital

The issued and outstanding capital prior to the Offering

3.2.1. Authorized, Issued and Outstanding will consist of 3,070,557 (3,571,519 assuming full dilution

Share Capital upon the exercice of stock options granted the

Company's stock option plans as described in Section

The authorized capital of the Company consists of 3.2.6. of this Prospectus) Ordinary Shares NIS 1 par value
10,001,000 Ordinary Shares of NIS 1 par value per Share. per Share.

3.2.2. History of Share Capital

Nature of Transaction Price Fully Diluted
per Share Number
of Shares
21/10/81 Incorporation of Fidelity Medical Services (Israel) Ltd. NIS 1 0.002
8/11/82 Allotment of 193.945 Ordinary Shares NIS 1 193.95
27/07/92 Allotment of 804.055 Ordinary Shares NIS 1 998
12/08/92 Allotment of 0.998 Ordinary Shares NIS 1 999
8/12/92 Allotment of 266,600 Ordinary Shares NIS 24.31 267,599
11/10/93 Transfer of 267,598 Ordinary Shares from existing shareholders to a new shareholder 267,599
2/94 Transfer of 267,598 Ordinary Shares from existing shareholders to new shareholders 267,599
4/94 Allotment of 38,700 Ordinary Shares NIS 78.37 306,299
18/04/94 Allotment of 5,352 Ordinary Shares NIS 1 311,651
4/01/95 Allotment of 7,657 Options to Ordinary Shares $19.38 319,308
1/04/95 Allotment of 14,500 Options to Ordinary Shares $25.84 333,808 21
5/95 Transfer of Ordinary Shares between existing shareholders 335,339
13/08/95 Allotment of 1,531 Options to Ordinary Shares $19.38 335,339
13/03/96 Allotment of 900 Options to Ordinary Shares $19.38 336,239
13/08/96 Allotment of 1,964 Options to Ordinary Shares $19.38 338,203
11/12/96 Allotment of 22,261 Preferred Shares $25.84 390,145
22/01/97 Allotment of 7,150 Options to Ordinary Shares $19.38 397,295
1/03/97 Allotment of 1,000 Options to Ordinary Shares NIS 1 398,295
1/06/97 Allotment of 23,263 Preferred Shares $22.46 452,575
25/08/97 Allotment of 20,778 Ordinary Shares $22.46 473,353
19/10/97 Allotment of 3,000 Options to Ordinary Shares $19.38 476,353
20/11/97 Allotment of 2,500 Options to Ordinary Shares $19.38 478,853
3/12/97 Allotment of 1,250 Options to Ordinary Shares NIS 1 480,103
1/04/98 Cancellation of 14,500 Options to Ordinary Shares $25.84 465,603
19/02/98 Allotment of 1,018 Options to Ordinary Shares $19.38 466,621
16/08/98 Transfer of 125,772 Ordinary Shares from existing shareholders to new shareholders 466,621
15/09/98 Transfer of 16,363 Ordinary Shares and 2,597 Preferred Shares from existing
shareholders to new shareholders 466,621
1/10/98 Allotment of 9,946 Options to Ordinary Shares 476,567
6/10/98 Transfer of 26,759 Ordinary Shares from existing shareholders to new shareholders 476,567
4/11/98 Transfer of 4,452 Preferred Shares from existing shareholders to new shareholders 476,567
12/01/99 Allotment of 33,650 Options to Ordinary Shares 510,217
Upon IPO Conversion of Preferred Shares into Ordinary Shares and stock split

(6 bonus shares per share) 3,571,519




Changes in Capital

At December 31, 1996 At December 31, 1997 At December 31, 1998
Shareholders Fully diluted Fully diluted Fully diluted
Number Ownership Number Ownership Number Ownership
of Shares % of Shares % of Shares %

Nofit Center Ltd. 115,068 33.40% 125,456 26.10% 125,456 26.32%
Paul Capital Partners V, L.P. 0 0.00% 0 0.00% 96,533 20.26%
Israel Industrial Venture Group, L.P. 38,700 11.23% 56,879 11.83% 37,919 7.96%
Paul Capital Partners VI Holdings 0 0.00% 0 0.00% 36,182 7.59%
The Neuron Venture Capital Fund 0 0.00% 31,166 6.48% 31,166 6.54%
Israel Industrial Resources Fund, LLC 0 0.00% 0 0.00% 22,906 4.81%
Zvulun Hendler and Jacob Peri 0 0.00% 16,623 3.46% 16,623 3.49%
Richard A. Smith 0 0.00% 15,582 3.24% 15,582 3.27%
Thomas J. Niedermeyer 0 0.00% 15,582 3.24% 15,582 3.27%
Paul Capital Partners V (Domestic Annex Fund), L.P. 0 0.00% 0 0.00% 8,100 1.70%
Laurie Shahon 0 0.00% 5,714 1.19% 5,714 1.20%
Rahin Properties Limited 0 0.00% 5,194 1.08% 5,194 1.09%
The Rader Living Trust 0 0.00% 4,286 0.89% 4,286 0.90%
The Reinfrank Living Trsut 0 0.00% 4,286 0.89% 4,286 0.90%
Paul Capital Partners V International, L.P. 0 0.00% 0 0.00% 3,917 0.82%
Israel Industrial Resources Fund, L.P. 0 0.00% 0 0.00% 3,211 0.67%
Padani Lustig Investment Co. (1993) Ltd. 0 0.00% 0 0.00% 642 0.13%
Trust for the benefit of certain employees 5,352 1.55% 5,352 1.11% 5,352 1.12%
Options 32,902 9.55% 41,952 8.73% 37,916 7.96%
Avi Lazarovitz 26,759 7.77% 26,759 5.57% 0 0.00%
llan Charsky 85,068 24.69% 85,068 17.70% 0 0.00%
Zvi Kedem 30,000 8.71% 30,000 6.24% 0 0.00%
Interlink 10,704 3.11% 10,704 2.23% 0 0.00%

344,553 100.00% 480,603 100.00% 476,567 100.00%

3.2.3. List of Shareholders

Prior to the IPO after the Split After the IPO
Shareholders Fully diluted % of Fully diluted % of
Number % Voting Number % Voting
of Shares Ownership Rights of Shares Ownership Rights
Nofit Center Ltd. 878,192 24.59% 28.95% 756,604 18.16% 20.82%
Paul Capital Partners V, L.P. 675,731 18.92% 22.28% 582,174 13.97% 16.02%
Israel Industrial Venture Group, L.P. 265,433 7.43% 8.75% 228,683 5.49% 6.29%
Paul Capital Partners VI Holdings 253,274 7.09% 8.35% 218,208 5.24% 6.01%
The Neuron Venture Capital Fund 218,162 6.11% 7.19% 187,957 4.51% 5.17%
Israel Industrial Resources Fund, LLC 160,342 4.49% 5.29% 138,142 3.32% 3.80%
Zvulun Hendler and Jacob Peri 116,361 3.26% 3.84% 100,251 2.41% 2.76%
Richard A. Smith 109,074 3.05% 3.60% 93,972 2.26% 2.59%
Thomas J. Niedermeyer 109,074 3.05% 3.60% 93,972 2.26% 2.59%
Paul Capital Partners V (Domestic Annex Fund), L.P. 56,700 1.59% 1.87% 48,850 1.17% 1.34%
Laurie Shahon 39,998 1.12% 1.32% 34,460 0.83% 0.95%
Rahin Properties Limited 36,358 1.02% 1.20% 31,324 0.75% 0.86%
The Rader Living Trust 30,002 0.84% 0.99% 25,848 0.62% 0.71%
The Reinfrank Living Trust 30,002 0.84% 0.99% 25,848 0.62% 0.71%
Paul Capital Partners V International, L.P. 27,419 0.77% 0.90% 23,623 0.57% 0.65%
Israel Industrial Resources Fund, L.P. 22,477 0.63% 0.74% 19,365 0.46% 0.53%
Padani Lustig Investment Co. (1993) Ltd. 4,494 0.13% 0.15% 3,872 0.09% 0.11%
Trust for the benefit of certain employees 37,464 1.05% 0.00% 32,277 0.77% 0.00%
Options 500,962 14.03% 0.00% 500,962 12.02% 0.00%
Public 0 0.00% 0.00% 1,020,304 24.49% 28,08%

3,571,519 100.00% 100,00% 4,166,696 100.00% 100.00%

Nofit Center Ltd. is a company wholly owned by the Greenberg family who has been an investor in the Company since
1993, as described in Section 4.2.

The various Paul Capital Partners entities are limited partnerships managed by Paul Capital Partners, a U.S. private equity
firm.



3.2.4. Pledges

The Company did not use its shares as collateral for
guarantees provided or liabilities undertaken.

3.2.5. Other Securities

Except for the stock options described below, no other
security giving any access to the Company’s share capital
has been granted by the Company.

3.2.6. Stock Option Plans

The Company has adopted two stock option plans: the first
option plan relates to options granted in the years prior to
October 1, 1998 (the "First Option Plan") and the second
option plan relates to options granted since October 1, 1998
(the "Second Option Plan") (the "First Option Plan" and the
"Second Option Plan" are referred to together as the
"Plans"). The purpose of the Plans is to provide officers and
employees of the Company with an incentive to render
services to the Company and to acquire a proprietary
interest in the long-term success of the Company. The
Plans include the terms and conditions for options
(“Options”) to be granted to employees and officers, and
they are managed by a Compensation Committee
appointed by the Board of Directors for such purpose.

The Options are granted pursuant to a written notice to
the beneficiary, specifying conditions and terms, including
the number of shares covered, dates and rates of exercise,
and the exercise price. In order to receive tax benefits
provided in connection with employee stock option plans
under Section 102 of the Israeli Income Tax Ordinance
("Section 102"), the Options granted by the Company
under the Plans are required to be held for a period of at

Summary of data regarding the Plans

least two, and not more than ten years, in the name of the
beneficiary, by a trustee designated by the Board of
Directors and approved by the Israeli Commissioner of
Income Tax.

Under the First Option Plan, the Options vest following the
termination of the two years from the date of grant (the
"First Plan Vesting Period"), provided, that, a beneficiary
who ceases to be employed by the Company during the
First Plan Vesting Period shall not be entitled to receive
any Options. The Options may be exercised for a period
of three years following the later of (i) the date upon which
the First Plan Vesting Period ends and (ii) the date on
which the Company's shares become freely tradable (the
"Exercise Period"), provided, that a beneficiary who
ceases to be employed by the Company during the
Exercise Period must exercise his Options within 90 days
from the date his employment with the Company ceases.

Under the Second Option Plan, the Options vest pro rata
over a period of two years (1/24 of the amount of the
Options vests each month) following the date of grant (the
“Second Plan Vesting Period”). Each of the Options may
be exercised for a period of three years following the later
of i) the date upon which the Second Plan Vesting Period
ends and ii) the date on which the Company’s shares
become freely tradable. If the beneficiary ceases to be
employed by the Company during the Second Plan
Vesting Period, he shall be entitled to exercise the vested
portion of the Options, provided, that he exercises such
vested portion within 90 days from the date his
employment with the Company ceases, and, provided
further, that Section 102 shall not apply to such Options.

All tax consequences arising from the grant or exercise of
the Options shall be borne solely by the beneficiary.

First Option Plan Second Option Plan

Date of the General Meeting authorizing the Stock Option Plan

14/7/97 11/02/99

Date of the Board Meeting authorizing the Stock Option Plan

6/08/97 12/01/99

Before Stock Split After Stock Split

Number of Options authorized under the Plans 245,000 305,172
Number of Options granted under the Plans (to date) 195,790 305,172
Number of Options granted to the Senior Management and Directors under the Plans 172,340 288,722
Number of shares which may be purchased upon exercise of all of the Options granted

under the Plans (to date) 195,790 305,172
Number of beneficiaries under the Plans 23 18
Average exercise price under the Plans $2.54 $4.018
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3.2.7. Lock-up of Certain Shareholders

Under the current regulations of the Société du Nouveau
Marché and pursuant to Instruction NM3-02, the
shareholders in management positions shall undertake
to retain either at least 80% of their shares for a period of
one year from the date of the Offering or 100% of their
shares for a period of six months from the date of the
Offering.

All of the Company's shareholders, as listed in the table
shown (Prior to the IPO and after the Split) in Section
3.2.3., more undertaken to retain 100% of their shares for
a period of six months from the date of the Offering.

3.2.8. Agreements with Shareholders

No agreements providing special rights to shareholders
shall remain in effect after the consummation of the IPO.

3.2.9. Dividends

The Company has not paid any cash dividends on its
shares in the past and does not expect to pay cash
dividends on its Shares in the foreseeable future. The
Company currently intends to retain its future earnings to
finance the development of its business.

3.2.10. Previous Listings

The Company’s Shares are not listed on any other market,
but the admission of the Company’s Shares on the
Nouveau Marché of the Paris Stock Exchange has been
applied for and obtained.



4. Information Concerning the Issuer's Business,
Recent Changes and Prospects for the Future

4.1. Qverview

The Company designs, develops, manufactures and
markets digital image processing systems that allow X-ray
pictures to be viewed and processed in high-resolution
digital form. The Company’s systems are currently used
in medical diagnostic imaging applications, primarily in
cardiac catheterization, interventional radiology and
general radiology applications. Digital image processing
provides real-time acquisition and display of X-ray
images, allowing physicians to monitor critical
procedures and make diagnoses. In addition to marketing
its products through distributors as upgrades to existing
systems, the Company markets its products on an original
equipment manufacturer (“OEM”) basis through General
Electric (“GE”) and Toshiba (“Toshiba”), two of the
worldwide leaders in medical diagnostic imaging
systems.

The Company intends to continue to strengthen its
position in the digital diagnostic imaging market while
exploring new applications based upon or
complementary to the Company’s technology.

4.2. History of the Company

The Company was founded in 1981 as Fidelity Medical
Services (Israel) Ltd. At that time, the Company was
engaged in the development, manufacturing and
marketing of a product line used by cardiologists in the
detection and diagnosis of heartbeat irregularities.

In 1982 the Company was acquired by Fidelity Medical
Inc., a U.S. company, and became its wholly owned
subsidiary. The subsidiary’s business was refocused to
medical imaging leading to the launch of the FluoroPlus
family of products in 1987.

In 1993, a group of investors led by two Israeli individuals,
Ms. Greenberg and Mr. Charsky, the former still an
investor through a controlled entity, Nofit Center Ltd.,
purchased the subsidiary from Fidelity Medical Inc. In
1994, a U.S.-based venture capital fund, the Israel
Industrial Venture Group, L.P. (“lIVG”), one of the
principals of which is Mr. Pinchas Dror, the current
Chairman of the Company’s Board of Directors, invested
$1 million in exchange for a 12.6% stake in the Company.
In April, 1995, Mr. Shaul Dukeman joined the Company as

its new CEO. Since then, the Company developed a new
line of products, the SmartSpot family of products. The
introduction of this new product line enabled the
Company to enter into an OEM agreement with major
X-ray manufacturer, resulting in the turnaround of the
Company’s business and the Company’s positive results
since the second half of 1997.

In 1996, a wholly-owned U.S. subsidiary was established
by the Company to sell and market its products in North
America as well as provide technical support to the North
American installed base.

4.3. Market and Competition

4.3.1. Overview

The electromedical equipment market is divided into two
segments: the diagnostic market and the therapeutic
market. The diagnostic equipment market is the larger
with a 65% share. The diagnostic imaging equipment
market represents the portion of diagnostic medical
equipment which enables diagnosis by producing an
image of a chosen area of the body. The diagnostic
imaging market comprises five sectors: X-rays,
ultrasound, magnetic resonance imaging (“MRI”),
computed tomography (“CT”) and nuclear imaging.

e X-rays

An X-ray is an electromagnetic wave similar to visible
light or radio wave but at a much higher frequency. X-
rays are beamed through the part of the body under
examination and are absorbed to different extents by
different types of tissues resulting in images of anatomical
parts such as bones, organs and tissues.

e Ultrasound

Ultrasound involves the transmission of sound waves of
much higher frequency than audible sound. The
ultrasound equipment involves a transducer, which
produces ultrasonic waves passing into the body and
echoing when they hit tissues resulting in images.

e MRI

The MRI system comprises a magnet, which produces a
strong homogeneous magnetic field throughout the body.
The magnetic field causes the body’s hydrogen atoms to
align themselves in relation to the field, and when radio-

25



26

frequency pulses are applied, the hydrogen atoms
resonate generating “echoes” which are analyzed by a
dedicated computer to produce images.

e CT

In a CT procedure, the patient lies on a narrow table, which
slides into the scanner. The X-ray radiation passing
through the body is recorded by detectors which emit
signals in proportion to the amount of radiation received.
Such signals are measured by a computer to produce
images.

e Nuclear Imaging

In nuclear imaging procedures, radioactive compounds
are injected (occasionally they can be inhaled or
swallowed) into the patient. Such compounds emit
gamma rays that are detected by a specific camera which
produces images.

4.3.2. The Diagnostic Imaging Equipment
Market

The size of the diagnostic imaging equipment market
worldwide is estimated to amount to $9.5 billion. It is a
mature market, which has remained constant for the past
ten years mostly due to cost control policies both in the
U.S. and in Europe, the two largest regional consumer
markets of imaging products in the world.

As shown in Chart | below, the U.S. dominates the market
with a 52.3% market share, but is not growing as rapidly
as the Japanese market which accounts for 25.5% of the
total market. Germany is the third largest market with an
11.2% market share and dominates the European market.
France is the second largest European market
representing 4.4% of the total market.

Chart I: The Diagnostic Imaging Equipment
Market in 1995 by Country
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Germany

Source: Financial Times "Trends in Diagnostic Imaging to 2000"

Although it is the oldest diagnostic imaging modality,
X-ray imaging still represents the largest segment with
over 51% of the total worldwide diagnostic imaging
market as reflected in Chart Il below. Furthermore, almost
70% of the total number of diagnostic imaging procedures
performed worldwide are X-ray based. Not only is
conventional radiography the most widely spread
modality, it is also the most frequently chosen and most
commonly indicated as an initial diagnostic procedure.

Chart II: Diagnostic Imaging Market
in 1995 by Modality
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Source: Financial Times "Trends in Diagnostic Imaging to 2000"

4.3.2.1. Past and Current Trends

In the U.S., two trends have negatively affected the
diagnostic imaging equipment market during the past
decade. The first relates to the Clinton healthcare reform
proposals, which caused some confusion and uncertainty
over potential changes and resulted in decision delays
regarding healthcare purchases. The second relates to the
wave of consolidation among purchasers increasing their
power over providers.

In Europe, governments facing escalating medical
expenses have implemented cost control policies resulting
in cuts that have disproportionately disadvantaged large
capital purchases such as diagnostic imaging equipment.

Emerging markets have represented the only area of
growth driven by an increasing level of demand.

In this cost control environment and given the erosion of
customer loyalty, diagnostic imaging companies face
stronger pressure for more value-based products at lower
prices resulting in the emergence of new trends.



The diagnostic imaging companies focussed on
increasing the quality of the low-end range of products
and developed products providing long-term cost benefits
for the buyers. They also tried to find new ways of
gaining revenues such as developing services and more
specifically after-sales and maintenance services.
Accordingly, several manufacturers introduced a range of
different service packages such as call centers, faster
response times and lower-priced upgrades.

In addition, purchasers have tried to reduce the cost of
their equipment by either purchasing refurbished systems
at considerably lower prices than new systems or
increasing the lifetime of their systems by upgrading them.

The value of the upgrade or add-on market is estimated to
amount to approximately 15% of the total diagnostic
imaging equipment market. Some believed that relying
on upgrades did not allow customers to have access to
the latest technology and that was therefore reducing
their diagnostic capabilities. However, the share of the
upgrade market as part of the total systems market has
continuously increased.

The refurbished market is diversely developed around the
world. It is very popular in the U.S., whereas it is
traditionally small in Japan, as customers prefer to buy
new systems rather than refurbished ones.

4.3.2.2. Future Trends

Over the next five years, the diagnostic imaging industry
is forecasted to show moderate growth, largely driven by
demography and new technology. According to a
Financial Times study “Trends in Diagnostic Imaging to
20007, the overall global value of the diagnostic imaging
market is estimated to amount to $10.8 billion. All sectors
are expected to grow, though at different paces. The
largest sector will remain X-rays with over 50% of the
market, due to falling prices, increased technological
capabilities and improved after-sales service. The move
to digital systems will also help maintain the dollar value
of the X-ray equipment market.

The United States is predicted to remain the largest market.

Manufacturers will only be able to stay competitive by
providing products incorporating the latest technology to
the upper segment of the market while providing cost-
effective products to the lower segment of the market.
Service and maintenance is expected to continue to
increase and represent a larger portion of the total
diagnostic imaging market. Leasing of diagnostic
imaging equipment is expected to develop as interest is

currently growing and more hospitals are investigating
this method of financing.

4.3.3. The X-ray Equipment Market

The Company currently addresses the X-ray equipment
market and, more specifically, the radiography and
fluoroscopy market and the angiography and vascular
market (see below).

The diagnostic X-ray equipment may be divided into the
following categories:

- general radiography, including units for chest and
radiographic table systems;

- radiography and Fluoroscopy (“R&F”) and Fluoroscopy
radiography
fluoroscopy equipment;

(“F”), including equipment, and

- angiography and vascular equipment, including Digital
Subtraction Angiography (“DSA”);

- mammography; and,

- other X-rays, including dental systems.

4.3.3.1. Definitions

e Radiography

In this procedure the patient is exposed to X-ray radiation
passing through the body and detected on a film. The
image acquired on the film shows the information on the
part of the body through which X-rays were transmitted.

e Fluoroscopy

Whereas Radiography is useful for producing static
images, the examination of moving organs such as the
heart requires moving pictures. Fluoroscopy enables this
type of dynamic imaging. A fluoroscope comprises an X-
ray tube and a fluoroscopic screen which glows where it
is hit by X-ray beams. Digital Fluoroscopy is used in
gastro-intestinal applications.

e Angiography and Digital Subtraction
Angiography

Angiography involves the study of blood vessels by
injecting a contrast medium into the blood stream and
following the passage of the medium by Fluoroscopy. A
refinement of this procedure is the DSA which involves the
comparison of two images of the same organ before and
after the injection of the contrast medium. Images are then
subtracted from one another by a computer. DSA is used
in catheterization laboratories (“cath labs”) and more
generally for diagnosing the vascular system of the body.
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4.3.3.2. The Global X-ray Equipment
Market

The following is an overview of the X-ray equipment
market in the U.S. and in the two major European markets,
Germany and France, from a Financial Times report
“Trends in Diagnostic Imaging to 2000”.

e The United States

In 1995, the U.S. diagnostic imaging market amounted to
$4.8 billion, out of which X-ray equipment accounted for
60%. The installed base in the U.S. is the largest in the
world, half of it being dental X-rays. The second largest
sector is R&F. The total market value of X-ray equipment
is expected to amount to $3.5 billion by 2000.

e Germany

In 1995, the German diagnostic imaging market was the
largest in Europe in terms of value, amounting to
$1 billion, out of which 80% was X-ray equipment. Dental
X-rays represent the largest sector with a 33% share,
followed by R&F.

The German X-ray equipment market has been impacted
positively by the reunification, but negatively by the recent
healthcare reforms and the economic recession.

The German X-ray equipment market is anticipated to
experience strong growth in the upcoming four years,
principally driven by a strong demand from the former
East Germany where X-ray machines are obsolescent and
due for replacement. As a result, Germany is believed to
represent a great opportunity for the Company .

e France

The medical imaging market in France has suffered from a
drop in healthcare spending due to considerable efforts
made by governments to curb medical costs and reduce
the deficit of the healthcare system.

In 1995, the French diagnostic imaging market amounted
to $395 million, out of which X-ray equipment accounted
for 46% and dental X-rays represented over 50%.

The French X-ray equipment market is expected to grow at
a steady pace over the next four years.

4.3.3.3. The Move from Conventional to
Digital X-rays

Historically, X-ray technology has involved film-based
systems, in which an image is processed on special film.
In such systems, the physician examines a single image or

a series of single images to form the diagnosis. Although
the quality of film-based X-rays is excellent, the process is
better suited to the diagnosis of a single image than to
diagnosis based on rapidly changing circumstances.

Film-based X-ray systems have a number of inherent
limitations, the most important of which is the time delay
between the exposure and the diagnosis. In the case of
sophisticated procedures, physicians often need real-time
information as well as they may need to refer to X-ray
images throughout the procedure.

The need for instantaneous, high quality monitoring
gave rise to digital processing of X-ray images. Digital
processing systems combine real-time data acquisition
with advanced digital enhancement, high-resolution
display, printing and archiving capabilities. These systems
convert X-ray images into images that can be viewed on
monitors, allowing the physician to see the image when
captured. The physician can then compare the image on
the screen with the images that were captured earlier in the
procedure. He can also print the image on a conventional
X-ray film and archive the image in digital format.

In addition to speed, digital imaging systems afford the
ability to enhance and manipulate the image. Reduced
radiation exposure for both the patient and the operator is
also a major advantage of these systems.

However, current technology is unable to capture X-ray
imaging data in digital format for certain applications such
as general radiography, mammography, etc. In order to
successfully replace conventional film-based systems, a
digital radiographic device must provide image quality
that at least matches that of analog X-ray images.
Accordingly, manufacturers are working in several areas
to produce digital X-ray systems including dedicated chest
systems, general radiography systems, and digital
mammography systems that would provide image quality
equivalent to today’s film-based technology. In addition,
such systems are expected to provide improvements in
efficiency for acquisition, networking and image retrieval.

Development of digital X-rays could then well be the
catalyst to a move to the all-digital radiology department,
digital X-ray networks being the backbone of an integrated
picture archiving communications system.

4.3.3.4. The Current Digital X-ray Market

According to a Theta Report on "Diagnostic Imaging
Markets”, an estimated 75,000 to 100,000 film-based X-ray
systems are installed in the U.S. There are also over
14,000 R&F systems in the U.S., between 5,000 and 7,000



angiography rooms and 10,000 cardiac cath labs as
well as 9,000 to 11,000 mammography systems.
A conservative estimate of the cost to replace all these
analog systems with digital systems is an astonishing
$15.5 billion.

The Company has developed digital imaging systems for
both the DSA and the digital R&F markets and is
considering developing digital systems for other markets
such as the radiography of lungs and orthopedics
applications.

e The Digital Fluoroscopy Market

Introduced in 1984, Digital Fluoroscopy enables high
storage capacity, fast retrieval as well as less exposure to
radiation. Images are produced on a 1024 x 1024 matrix.
Until 1993, sales grew with market acceptance. The
selling price dropped by one-third resulting in an
expansion of the installed base. In 1996, Digital
Fluoroscopy sales represented $200 million worldwide.
The installed base was estimated at 9,400 units worldwide
and geographically allocated as reflected in Chart Il
Digital penetration of R&F in 1996 reached 36% in the U.S.
and 13% in the Rest of the World (“ROW?”). Integrated
digital models have represented most of the units sold,
the balance consisting mainly of add-ons.

Chart lli:Digital Fluoroscopy Sales in 1996
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Source: Theta

In 2001 the size of the Digital Fluoroscopy market is
projected to grow to $368 million worldwide, almost
equally split between the U.S. and Rest of the World.

e The DSA Market

Introduced in 1981, the DSA technology generated a
widespread interest because of its potential in the cath lab
and in the diagnostic imaging market. After a drop in
sales due to lower image quality than that provided by
conventional systems, improvements in equipment and
procedural techniques led to a resurgence in sales. In

1991, a speed of 30 frames per second in a 1,024 x 1,204
format was attained. However, from 1993, sales slowed
down due to restrictions in healthcare expenditures.

In 1996, the DSA market amounted to $102.5 million for an

installed base of 1,200 units, geographically allocated as
shown in Chart IV below.

Chart IV: DSA Sales in 1996

22%

Source: Theta

It is anticipated that population growth, particularly
among the geriatric population, will stimulate the growth
of the DSA market worldwide. Worldwide sales are
projected to reach $577.3 million in 2001, the Rest of the
World increasing its share to 32% while all the other
regions will see their market shares decreasing.

Further improvements in digital angiography systems are
likely to be made in the future including direct digital
image data transfer from digital systems to archiving
systems, real-time image transfer due to the expansion of
fast commercial networks and systems integration.

4.3.4. Competition

The market for diagnostic imaging equipment in general,
and for digital image processing systems for diagnostic
imaging applications in particular, is characterized by
intense competition, price erosion over the life of the
product, and rapidly changing business conditions,
customer requirements and technology.

The worldwide medical diagnostic imaging market is
dominated by four companies: General Electric, Philips,
Siemens and Toshiba. Their rank in terms of market share
varies from one country to another, however, based upon
discussions with key people in the field, their worldwide
market share may be estimated, as follows:
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General Electric ~ Philips  Siemens  Toshiba
u.s. 40% 20% 20% 5%
Europe 15% 30% 35% 7%
Japan 2% 4% 5% 50%
Rest of the World 25% 20% 30% 10%

The remainder of the medical diagnostic imaging market
is shared by other companies with significantly lower
market shares, including Acuson Corporation, ADAC
Laboratories, Advanced Technologies Laboratories Inc.,
Hewlett Packard Corporation, Hitachi Corp., Picker
International, Shimadzu Corporation, the Continental
Division of Trex Medical Corporation and many smaller
companies.

The systems manufactured by the Company form part
of a comprehensive diagnostic imaging system.
Accordingly, the market for the Company’s products
consists of manufacturers of comprehensive diagnostic
imaging systems who purchase the digital image
processing component from outside vendors such as the
Company (the OEM market) and of customers who
already have a comprehensive medical diagnostic
imaging system and wish to upgrade the digital image
processing component (the add-on market).

The Company faces competition from:

1) the manufacturers of comprehensive diagnostic
imaging systems that are enumerated above. They
develop their own digital imaging processing systems
for certain of their product lines while purchasing such
systems on an OEM basis from outside vendors for
other product lines; and,

2) from numerous small to medium-sized companies
providing digital imaging systems that can be integrated
with such comprehensive diagnostic imaging systems.

Among the Company’s competitors in digital diagnostic
imaging applications, the Company has identified three
principal competitors: InfiMed, Inc., Camtronics Medical
Systems Inc. (a subsidiary of Analogic Corporation) and E-
Four-M. Since none of these companies is a public
company, financial information is not publicly available.

4.4. Products

4.4.1. Current Products

The basic components of each of the Company’s products
are a camera for data acquisition, a workstation for the
processing of the image, an interface that allows the

Company’s product to be integrated with the other
systems in the room, and a monitor for displaying the
picture.

e SmartSpot®

The SmartSpot family of products includes a range of
high-resolution digital imaging systems that is especially
designed to meet the needs of standard R&F rooms and
special procedure suites. SmartSpot is based upon a high-
resolution, advanced video frame transfer CCD camera,
which was developed by the Company in conjunction with
a European manufacturer. By combining CCD technology
with special camera circuits, the system is able to provide
video images with excellent sharpness, contrast and
sensitivity. The Company has developed a sophisticated
algorithm that incorporates motion correction techniques,
to improve the quality of the image and reduce noise. The
features include: "autoset”, the Company’s computer-
controlled system for optimization of exposure
parameters; last image hold, which allows the operator to
freeze the image on the monitor; a high speed convolver,
allowing the user to select different filters for improved
image quality; custom control of the window settings;
image inversion; and, optional, real-time edge
enhancement.

The images are transmitted to SmartSpot’s PCl-based
workstation, which runs under the Windows NT operating
system. SmartSpot incorporates state-of-the-art object
oriented software, and is compliant with the Digital Image
Communications Protocol DICOM 3.0 connectivity standard.

SmartSpot’s interactive image viewer allows the operator
to display and edit a single large image or a matrix of
multiple images. Using the trackball-driven user interface,
the operator can quickly manipulate the image in a variety
of ways, such as zooming, panning, scrolling, windowing
and multi-formatting. The operator can also annotate the
images with text, lines and grids, arrows and the like. The
images can be reviewed, processed and transmitted to
film without interfering with the patient examination. The
Company offers both a workstation color display monitor,
in 17 or 21” versions, with 1,600 x 1,200 pixels and
150 MHz bandwidth, and a 17” black and white in-room
monitor with 1,280 x 1,024 pixels.

The Company began shipping the initial version of the
SmartSpot system in August 1997, and began shipping an
advanced version of SmartSpot, that features faster
acquisition rates, in the first quarter of 1998. The current
SmartSpot systems feature a CCD camera with a 1,024 x
1,024 image and the acquisition of eight or 16 images per
second, depending on the number of bits per image. The



Company sells each system for a price ranging from
$35,000 to $80,000, depending on the features selected by
the customer. The Company recently introduced and
began shipping a high-resolution version of the advanced
SmartSpot that incorporates a camera with a 2,048 x 2,048
image. The Company constantly upgrades the SmartSpot
family of products by introducing new software versions
in order to maintain its competitive edge.

e FluoroPlus®

The FluoroPlus family of products is based upon the
Company’s proprietary imaging technology, which was
developed to enable the real-time acquisition and display
of images during diagnostic and interventional
procedures. FluoroPlus was originally designed to
provide a state-of-the-art, cost-effective medical imaging
solution that could be added on to existing X-ray systems.
The FluoroPlus product line has been widely sold in
developing countries, where there was a need to upgrade
existing catheterization laboratories and angiography
suites while budgets for the installation of entirely new
equipment were unavailable. Through the years the
Company has introduced innovative features to
FluoroPlus, such as the industry’s first pixel-by-pixel
motion correction, maximum opacification techniques,
low-noise roadmapping and simultaneous bi-plane
acquisition. The Company has shipped over 1,000
FluoroPlus systems worldwide and is currently selling
such systems at a price ranging from $17,000 to $20,000.

4.4.2. New Fields of Development

The Company is pursuing new fields of development, both
internally and by seeking technology projects in areas
complementary to its field of expertise. The Company
intends to invest in the development of imaging modules
to address the market of OEM platforms and C-arm X-ray
machines as well as in the flat panel detectors technology.

The Company may also invest or otherwise cooperate with
the developers of complementary technology projects, with
the goal of facilitating the transition of such projects from
the R&D stage to the output of a marketable product. As of
the date of this Prospectus, the Company has identified
two such technology projects which relate to the fields of
ophthalmology (Medibell) and microscopy (GIM), respectively,
and which are described in further detail as below.

4.4.2.1. Modules for Low-end and OEMs

The Company is evaluating the development of specific OEM
sub-systems to be integrated into existing platforms used by
leading medical imaging companies. A sub-system will be a
single printed circuit board (“PC board”) containing basic
interfacing with the generator of the X-ray machine, an
embedded microprocessor performing the different real-
time tasks (unlike SmartSpot: tasks are performed by the
processor of the computer). Such PC board is to be installed
into a workstation and will deliver data to the PCI bus of the
computer using a software driver developed especially for
such sub-system. The software driver will be on a diskette
and installed in the same manner as the driver of a printer is
installed. The workstation, monitor, laser printer interface,
data archiving and user interface software are not part of the
sub-system to be developed by the Company but are to be
designed by the OEM. The whole system will give the end-
user the impression that the system was designed in-house
by the OEM.

The size of this market is estimated at approximately 10,000
units per annum, including R&F, Angiography rooms,
cardiac and orthopedic and surgical X-ray systems. The
total market, including the TV-camera required for these
applications, is estimated at $80 million per annum.

This module has the potential to satisfy the needs of
companies who wish to develop a product in-house using
their own R&D force rather than buy a finished product
such as SmartSpot from an outside vendor. With OEM
modules, CMT addresses different market needs than
those addressed by SmartSpot, and thereby enlarges its
market. A joint-venture comprising the Company and a
European TV-camera manufacturer is currently negotiating
an OEM agreement with a large manufacturer of
comprehensive diagnostic imaging systems to purchase
the sub-system described above from the joint-venture.

4.4.2.2. New Digital Detectors or Flat
Panel Detectors (“FPD”)

The Company intends to develop new digital imaging
systems incorporating a new high-resolution technology
to address the chest, orthopedics and mammography
markets which are still film-based and will gradually move
to digital format (see table on next page).

As explained above, current applications systems are well
suited for R&F rooms and DSA applications but are
inappropriate for general radiography and mammography
which require a higher resolution and larger detectors.
The flat panel detectors technology should provide a
solution for such applications.
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The following table summarizes the current state of the worldwide installed base of X-ray imaging equipment and the
expected move from conventional analog or current digital X-rays to flat panel detectors technology:

Equipment type Installed base Present situation

Near future Far future expectations

(more than 4 years)

expectations (3 - 4 years)

General Radiography 100,000 95% film based, analog FPD expected FPD to become
to penetrate* popular
R&F systems 50,000 20% digital imaging FPD expected to start FPD expected
intensifier based to penetrate while digital to penetrate
imaging intensifier based
systems expected to dominate**
Vascular angiography 10,000 90% digital imaging FPD expected to start to FPD expected
intensifier based penetrate while digital to penetrate
imaging intensifier based
systems expected to dominate**
Cardiac angiography 10,000 90% digital imaging FPD expected to start to FPD expected
intensifier based penetrate while digital to penetrate
imaging intensifier based
systems expected to dominate**
Mammography 30,000 100% film based, analog FPD expected to start FPD expected
to penetrate to penetrate
* FPDs are expected to penetrate mainly via the upgrade market and to a lesser extent via new integrated systems.

falad FPDs are expected to penetrate mainly via integrated systems and to a lesser extent via upgrading of existing systems.

The Company estimates this market at approximately $400 million per annum. A recognized expert in the field of digital
detectors joined the Company in October 1998 to lead the development of flat panel-based systems.

4.4.2.3. Ophthalmology

The Company has decided to pursue the development
of a digital imaging diagnostic system for the
ophthalmology market.

The diagnostic devices for the ophthalmology market
were developed at the beginning of the century and have
benefited from no upgrade so far.

Ophthalmic imaging is the principal diagnostic procedure
for eye related disorders. The most popular imaging
equipment currently used is the ophthalmoscope.
Comprised of two sets of lenses, it provides a narrow field
of view and does not produce a printed image of the
retina. Heavy and expensive camera systems used in
hospitals can produce a printed image but they require the
cooperation of the patient. No retained image system is
available for ophthalmic diagnostic of uncooperative
patients. Among these patients are two groups which
draw special attention:

- Premature infants who often suffer from Retinopathy of

Prematurity.  This relatively common disease in
premature newborns is characterized by “wild” growth of
eye blood vessels and, in some cases, may result in
severe irreversible sight disabilities up to complete

blindness.

- Emergency unit patients who are routinely checked, not
only to diagnose direct damage to the eye but also since
such inspection may reveal other disorders such as
brain damage, diabetes, etc.

A handheld ophthalmic imaging system that requires no
patient cooperation is a very valuable tool for the
diagnosis of these patients.

The size of the overall handheld ophthalmic imaging
market is conservatively estimated at an annual $320
million out of which the emergency units patients market
accounts for 75%, the balance being premature infants.

To enter this market, the Company has made an
investment of $200,000 in consideration for a 20% stake in
Medibell, an Israeli start-up founded by Mr. Eduardo
Svetliza in 1999 and engaged in the development of
projects related to ophthalmology. The Company has an
option to invest, contingent upon the fulfillment of certain
milestones, and subject to the sole discretion of the
Company, an additional amount of up to $1.4 million
resulting in a potential aggregate investment of $1.6
million for a 66.7% stake in Medibell.

Medibell has applied for two U.S. patents in respect
of a wide-angle view, low-weight, handheld ophthalmic



imaging system developed by its founders, which
incorporates a digital camera and a computer. This
technology allows images to be displayed on a screen and
printed immediately or stored for later retrieval.

Medibell is currently building a prototype to be tested in a
hospital. The Company has already reached an oral

agreement with a hospital willing to conduct the trials.

4.4.2.4. Microscopy

The Company has decided to pursue the development of
a digital microscope to be used in the semiconductor
industry.

Classical optical microscopy is the most popular system
used but is limited both in terms of magnification and
resolution. The performance of the optical microscope is
very poor when observing features below 1 micron.
Electron microscopes provide considerably higher
resolution, but also have severe limitations: Transmission
Electron Microscopes (“TEM”) can provide information on
interior layers of semiconductors but can damage the
microelectronics structure, while Scanning Electron
Microscopes (“SEM”) do not damage the
microelectronics structure but can provide information
only on the exterior surface. The need for three-
dimensional imaging gave rise to Confocal microscopes
which use laser and very small apertures to scan an object
and produce a clear image of thin layers. Confocal
microscopes are primarily used for biology applications
and for quality control in the semiconductor industry.

The world market for microscopes, including optical,
electron and confocal microscopes is estimated at $1.5
billion, out of which optical microscopes account for 63%.
The world market for confocal microscopes is estimated at
$105 million and is growing at a pace of 14% per annum.
The average unit price of a microscope ranges from
$20,000 for an optical microscope to between $150,000
and $300,000 for an electron microscope.

The Company intends targeting the confocal microscope
segment of the market where it believes it can have
significant price and image quality advantages. To
achieve this objective, the Company has made an
aggregate investment of $234,000 (as of December 31,
1998) in consideration for a 17% stake in GIM, an Israeli
start-up founded in 1996 by Dr. Ben-Levy and engaged in
the development of holographic image processing. The
Company has an option to make an additional investment
of up to $1.1 million, resulting in an aggregate potential
investment of $1.35 million for a 51% stake in GIM.

GIM has developed a technology that integrates a
digital camera and computer with a conventional
optical microscope, to provide a high-resolution, three
dimensional image of objects that cannot otherwise be
viewed with optical microscopes and for which electron
microscopes are inappropriate. The GIM microscope can
be used in failure analysis tasks in which confocal
microscopes are currently utilized. Confocal microscopes
are limited in their special and focal depth resolution in
the growing density of semiconductors (currently from
0.25 micron to 0.18 micron) and therefore cannot perform
adequately. The GIM microscope has better depth
resolution, it does not contain moving parts, it is very
stable and is not sensitive to environmental noise, thus
providing much better repeatability.

GIM has a patent already available in the U.S. and has
applied for one in Europe (Germany, England and Ireland).
The Company's initial investment was used to finance the
building of a prototype for failure analysis in the
semiconductor industry. The prototype is to be tested and
evaluated by Intel over a period of six months (which may
be extended by Intel) commencing on March 1, 1999.

The Company believes that GIM’s technology could also
have applications in the clean-rooms market of the
semiconductor industry and in biotechnology.

4.5. Development Strategy

The Company’s objective is to strengthen its position in
the global market for digital image processing systems in
diagnostic imaging applications, while exploring new,
non-medical applications that are based upon or
complementary to the Company’s technology. The key
elements of the Company’s strategy to achieve this
objective are as follows:

e Offer a Broad Line of Technologically
Innovative Products.

The Company is currently focusing on developing new
SmartSpot products that embody innovative features and
address a broad variety of medical applications. The
Company believes that digital imaging technology offers
significant performance and cost advantages over
conventional imaging technology, and that these
advantages will become more pronounced as related
technologies, such as those involved in displays, become
more sophisticated. In order to meet the increased need
that the Company anticipates for digital imaging
technology, the Company must ensure that its products
remain at the cutting-edge of digital image processing
technology.
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e Establish Relationships with Key Industry
Participants.

Four companies dominate the worldwide diagnostic
imaging market. Other companies share the remainder of
the medical diagnostic imaging market with significantly
lower market shares. To increase the distribution and
visibility of the Company’s products, the Company has
established strategic relationships with two of the
dominant companies, and is currently negotiating an
agreement with a third company. The Company intends to
continue to strengthen and expand the scope of its
existing relationships and seek to establish new
relationships with other key industry participants.

e Enhance Marketing and Customer Support
in Key Markets.

In addition to continuing its penetration of existing
markets, the Company intends to capitalize on its
established success in selling its products to the add-on
market by enhancing its marketing and customer support
in key markets. The Company intends to establish new
sales and service support centers, call centers, a customer
support information system and local stocks of spare parts
in Europe and the Far East. These new sales and service
support centers will establish a local presence to
coordinate and support the marketing and sales efforts by
the Company’s agents and distributors.

e Develop, Acquire or License Complementary
Technologies.

The Company has historically focused on medical
applications for its products, and has developed its
products internally. The Company intends to leverage
its business and technology experience to expand
into complementary markets with similar technologies.
As described above, the Company has thus far made two
investments, pursuant to which it has options to acquire a
majority interest, in two Israeli start-ups which develop a
digital microscope and a digital imaging diagnostic
system for the ophthalmology market, respectively.

4.6. Operations

4.6.1. Sales and Marketing

The Company markets both the SmartSpot and the
FluoroPlus product lines on an OEM basis and, through a
network of agents and distributors, as add-ons to existing
X-ray systems.



Breakdown of Revenues by Product

In 1998 In 1997

Smart Spot

Fluoro Plus

Fluoro Plus
25% Smart Spot

75%

Breakdown of Revenues by Market

In 1998

Addon In 1997

Add-on

OEM A
20%

OEM A and OEM B, which are large X-ray manufacturers, are the Company's major clients.

Breakdown of Revenues by Geographic Region

In 1998 In 1997
U.S. Israel
3%

U.S. Israel
South America

Far East

Far East
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4.6.1.1. OEM Agreements

The Company has entered into a purchase agreement with
Toshiba (the “Purchase Agreement”) that specifies the
terms pursuant to which Toshiba and certain of its
subsidiaries will purchase SmartSpot products from the
Company. It is a master agreement providing the
framework for the parties to discuss price changes on an
annual basis, with the revised prices to apply to all orders
to be purchased by Toshiba and its subsidiaries during
Toshiba’s following fiscal year, ending March 31. The
Purchase Agreement does not include a substantial
minimum order commitment. The Purchase Agreement
provides that Toshiba will cooperate with the Company in
developing and enhancing the specifications for the
SmartSpot products.

The Purchase Agreement is for an initial term through
November 1999, and will automatically be renewed for
additional periods of one year each unless either party
gives notice of non-renewal at least six months prior to
any scheduled renewal date.

Since January 1994, General Electric has been distributing
one of the FluoroPlus products on an OEM basis, pursuant
to a Memorandum of Understanding. Although a more
comprehensive agreement was never executed, General
Electric continues to submit purchase orders to the
Company. Typically, General Electric provides the
Company with a non-binding, rolling twelve-month
forecast. General Electric then submits master purchase
orders which each cover a period of six months to one
year, and draw down against the master order by
submitting more specific orders six to eight weeks prior to
the requested delivery date.

The Company is currently negotiating other OEM
agreements with both first and second-tier manufacturers.

4.6.1.2. Add-on Market

Apart from the OEM agreements detailed above, the
Company also sells both SmartSpot and FluoroPlus
products as add-ons to customers through a network of
agents and distributors worldwide. In addition, the
Company sells SmartSpot directly to customers in Israel,
and through dealers in North America who are coordinated
by the Company’s U.S. subsidiary. The Company’s
agreements with its agents and distributors are non-
exclusive, and generally provide for volume discounts.

4.6.1.3. Marketing

The Company conducts a number of marketing programs

to support the sale and distribution of its products. These
programs are designed to inform existing and potential
OEMs, distributors, agents and end-user customers about
the capabilities and benefits of the Company’s products.
Marketing activities include: beta site-tests in selected
hospitals; participation in industry trade shows, such as the
annual RSNA in Chicago, product/technology conferences
and seminars; competitive analysis; sales training;
advertising; development and distribution of Company
literature; and the maintenance of the Company’s site on
the Worldwide Web (http:/imww.cmt-med.com).

4.6.2. Manufacturing

The Company’s manufacturing operations consist
primarily of the assembly and testing of subassemblies
and components purchased from third parties and the
performance of testing and quality assurance procedures
with respect to the assembled final products. The
Company believes that it is able to keep fixed production
costs relatively low while maintaining the ability to
increase production volume rapidly by using
subcontractors. The assembly and testing operations are
performed in an area of approximately 560 m? located
in the Company’s headquarters. The Company’s current
assembly capacity enables it to assemble and test over
12 systems per week, which corresponds to three times
the Company’s sales volume in 1998. The Company has
sufficient space available to double this amount.

The Company places great emphasis on manufacturing
products with a high degree of reliability, and accordingly
it has designed and implemented strict quality assurance
and quality control procedures with respect to
components and subassemblies as well as the final
products. Among other things, the Company audits its
subcontractors’ quality control systems and implements
such changes as are deemed desirable. The Company
then performs its own internal testing of all subassemblies
using automated test equipment.

The Company has held I1ISO 9001 and EN46001 certificates
since December 24, 1996 which are valid for three years
during which bi-annual audits are performed. The last
audit was conducted in August 1998, and confirmed
certification. The Company also holds CE Marking of
conformity for Medical Devices as a Digital Diagnostic
Systems Manufacturer, received on May, 1998 and valid for
three years during which bi-annual audits are performed.

4.6.3. Customer Support and Service

The Company’s OEMs, agents and distributors generally
provide installation, training, maintenance and support for



their customers, with the Company providing high-level
technical backup support. The Company maintains a
repair facility at its headquarters, and the Company’s
OEMs maintain a supply of spare parts.

The Company typically provides a 12-month warranty for
its products. The warranty provision is accounted for in
the Cost of Goods Sold and amounted to $31,000 for the
year ended December 31, 1998. Both the FluoroPlus and
the SmartSpot systems incorporate extensive built-in
diagnostic features, which facilitate the identification of
problems and the necessary corrective measures. Certain
problems can be corrected by adjusting the system’s
settings, while others may require the replacement of a
component or a board. In addition, SmartSpot has been
designed with modular components, which further
simplifies the location and correction of any problems.
The Company offers ongoing service training to its OEM
partners and other distribution channels. The OEM
partners, agents and distributors are responsible for
providing service to the end-users. In the event that
their technicians are unable to rectify a problem, the
Company provides telephone support and, if necessary,
dispatches support personnel to the customer’s site.
The customer support hot line operates 24 hours per day,
seven days per week.

The Company intends to establish new sales and service
support centers, to provide local pre-and post-sales

support and service in Europe and the Far East. These
new sales and service support centers will establish a
local presence to coordinate and support the marketing
and sales efforts by the Company’s agents and
distributors. The Company also intends to establish
reference sites, at which the Company’s products can be
demonstrated and training can be provided. In addition,
the Company will expand its marketing infrastructure for
the add-on market by establishing call centers, a customer
support information system and local stocks of spare
parts.

4.6.4. Research and Development

The Company conducts extensive research and
development activities to develop products with
enhanced features and improved performance. The
Company works closely with its distribution channels
and major customers, who provide significant feedback
for product development and innovation. As of December
31, 1998, the Company had 19 employees dedicated to
research and development activities and is planning to
increase that number by the year 2000.

The Government of Israel encourages research and
development programs oriented towards products for
export. The Company has received grants from the Office
of the Chief Scientist.
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The following table sets forth the Company’s gross research and development expenditures, the amounts of grants
accrued with respect to benefits granted by the Office of the Chief Scientist, and the amounts of net research and
development expenses for the periods indicated:

Research and development costs 1998 1997
In Thousands  In % of Revenues In Thousands  In % of Revenues
Gross Research and Development expenditures $1,755 18.44% $1,804 36.97%
Office of the Chief Scientist Grants ($548) -5.76% ($488) -10.00%
Research and Development costs, net $1,207 12.68% $1,316 26.97%

1998 1997

Number of persons in R&D 19 17
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4.6.5. Organization

President & CEO
Shaul Dukeman

Administration
Finance Marketing Business Operations Sales Quality Assurance R&D
Rilly Maayan Arnon Muck Development Yossi Katzav Dr. Mario Kuszpet Yeshaayahu Raz Gershon Nir
Dr. Mario Kuszpet
Izzy Hakalir
U.S. Subsidiary

As of December 31, 1998, the Company had 53
employees, of whom 19 were engaged in research and
development, 14 were engaged in manufacturing, nine
were engaged in marketing, sales and customer support
and 11 were engaged in administration and finance as
reflected in the opposite chart.

Allocation of staff

Finance

Administration
13%

Marketing, sales
& support

Manufacturing
26%




4.6.6. Premises and Machinery

The Company’s premises are located at the Matam
Advanced Technology Center in Haifa, Israel. The
Company leases an industrial building for production
and office use of 1,850 m?. Rent expenses amounted to
$156,000 in 1998.

The Company owns its own technical equipment,
including test equipment, IT equipment, electronic
measurement equipment, electro-optical equipment, etc.,
as well as manufacturing and tooling equipment.

4.6.7. Trademarks and Patents

SmartSpot and FluoroPlus are both registered trademarks
in the United States.

The Company has registered two patents in the U.S. and
one in lIsrael relating to digital X-ray technology,
proprietary methods and algorithms.

4.7. Business Plan

The discussion of the Company’s Business Plan set
forth in this Section 4.7. contains forward-looking
statements which, by their nature, are uncertain and
based on estimates. Actual results could differ
materially from those projected in the forward-looking
statements as a result of numerous factors including,
but not limited to, certain of the risk factors set forth
in this Prospectus. Accordingly, potential investors
should not rely on the realization of the projections
contained in this Section in making their decision to
purchase Shares hereunder.

4.7.1. Development Strategy

The Company intends to diversify its product line, thus
reducing its dependency on a limited number of major
customers.

4.7.2. Revenues

The Company anticipates its top line growth to come
from increased volumes of current products in 1999 and
2000 while new products are expected to provide a
share of its revenues in 2000 and ensure the Company’s
continued growth from 2001, then expected to
represent approximately 40% of sales, as reflected in
the chart below.

Allocation of sales

"

1999 2000 2001
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80 [

60 [~
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Allocation of gross margin

1®
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60 [~

40

20

Il Current Products [ New Products

The Company generally receives forecasts of anticipated
volumes and price indications from its major customers on
an annual or semi-annual basis. Actual commitments are
usually delivered to the Company in two-month intervals.
Accordingly, the Company does not maintain backlogs.

4.7.2.1. Current Products

e FluoroPlus

The sales of the FluoroPlus line are mainly to an OEM
customer and are anticipated to continue at current levels
until the second half of 2001.

e SmartSpot

The various products of the SmartSpot line are sold both
to OEM and to add-on customers. Volume estimates are
based on the number of units sold during 1998 and on
indications from customers.
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4.7.2.2. New Products

e OEM Modules

The Company is currently in negotiations with a large
manufacturer to develop modules to be integrated in its
systems as described in Section 4.4.2.1.

e Flat Panels

The Company is currently developing high resolution
digital imaging systems as described in Section 4.4.2.2.
The Company expects to have a working prototype by the
end of 1999. Sales are estimated to start slowly in 2000
and to increase in 2001.

e Ophthalmology

The ophthalmology product is the digital imaging diagnostic
system for the ophthalmology market developed by Medibell
as described in Section 4.4.2.3. The Company has an option
to become a majority shareholder in Medibell, which option
is likely to be exercised by 2000 if, as the Company expects,
Medibell will have a working prototype by the end of 1999. In
such a case, Medibell will be consolidated prorata temporis
in 2000 and fully consolidated in 2001.

The Company anticipates that selling such product will
require “educating” the market. The “education” period
is estimated to require up to two years from the time the
prototype is produced (i.e., until 2001). During this period,
several luminary sites (i.e., hospitals and/or clinics which
are early adopters of new technologies and considered
industry opinion leaders) in the U.S. and Europe are
expected to purchase a limited number of products. Larger
quantities are expected to be sold in the following year.

e Microscopy

The microscopy product is a digital microscope developed
by GIM as described in Section 4.4.2.4. The Company has
an option to become a majority shareholder in GIM, which
option is likely to be exercised by 2001. In such a case,
GIM will be consolidated prorata, temporis in 2001.

The first prototype is being evaluated by Intel. The size of
the failure analysis market in the semiconductor industry
is estimated at $45 million annually. The Company’s
target is to capture a 15% share of this market. There is
real growth potential in this market, since the product
would be based on new technology. However, it will
probably take some time to take off.

4.7.3. Operating Expenses

4.7.3.1. Research and Development Expenses

Research and Development ("R&D") expenses are based
on current cost of the Company’s R&D personnel including

all necessary material (subcontractors + material), while
deducting participation of the Office of the Chief Scientist
from gross expenses.

4.7.3.2. Selling and Marketing Expenses

Selling and marketing expenses include the following:

= Cost of personnel providing sales, logistic and technical
support;

Costs associated with participation in shows, advertising in
magazines, marketing brochures, etc. Such expenses are
anticipated to increase from approximately $230,000 in
1999 to approximately $270,000 in 2001, mainly due to
higher expenditures for participation in shows and to
increased marketing efforts relating to flat panel detectors;
and,

Travel expenses.

4.7.3.3. General and Administrative
Expenses

General and Administrative (“G&A”) expenses represent
investments in additional staffing, expansion and related
occupancy costs and in information systems necessary to
manage the Company’s growth.

The Company maintains and expects to continue to
maintain strict control over G&A expenses.

The Company believes that it will keep its current staff
level in administration and finance in 1999 and 2000,
and hire an additional person in 2001. However,
communication costs are expected to increase by 20%
during this period.

CMT is providing all administrative and finance services to
both Medibell and GIM for which they pay a fee. As a result,
Medibell and GIM’s G&A expenses are expected to remain flat.

4.7.4. Other Costs

The Company assumes that being a public company will
generate additional costs such as public relations, press
releases, market making, etc. Such expenses are expected
to amount to approximately $150,000 annually.

4.7.5. Taxes

The Company believes that due to losses carried forward,
its applicable tax rate will be approximately 10% in 1999
and approximately 25% in 2000 and 2001.

Medibell and GIM are not expected to pay taxes in 2000
and 2001.



4.7.6. Consolidated Income Statement

(In Thousands of U.S. Dollars)

Total Revenues 12,007 100% 16,304 100% 22,435 100%
Cost of sales 5,079 42% 7,443 46% 10,570 47%
Gross Profit 6,929 58% 8,861 54% 11,865 53%
E BIT 3,411 28% 4,844 30% 6,725 30%
Profit Before Tax 3,261 27% 4,694 29% 6,575 29%
Net Profit 2,365 20% 3,200 20% 5,095 31%

4.7.7. Capital Needs/Resources

(In Thousands of U.S. Dollars)

Capital Ressources:

Net Income 2,935 3,610 4,565
Depreciation + Amortization 200 250 250
Capital Increase (IPO Net) 5,500 - -
Loans

Total 8,635 3,860 4,815

Capital Needs:

Dividends - - -

Loan Return - - -

Capital Investments 2,100 3,150 4,000
Working Capital + Inventories 2,000 3,000 2,500
Total 4,100 6,150 6,500

Balance 4,535 (2,290) (1,685)




42

4.8. Glossary of Terms

Angiography

Cardiac angiography
systems

Chest radiography

Computed
Radiography (CR)

Digital angiography
systems

Flat panel detector

General radiography
system

Mammography

Mobile X-ray systems

Radiography

Radiography and
Fluoroscopy (R&F)
systems

A diagnostic procedure involving the study of blood vessels by injecting a contrast medium into
the bloodstream and then following the passage of this material by fluoroscopy. Images are also
recorded for later diagnoses. Angiography is used extensively in vascular diagnosis and therapy,
such as angioplasty or "ballooning" of clogged blood vessels.

Angiography systems dedicated to cardiology applications.

A procedure usually performed in an upright special unit. This unit contains a film cassette in a
special holder and tray and additional features, such as a scatter removal grid (for the
improvement of the image) and an exposure control device. Chest radiography is very popular
and can be performed in either dedicated chest X-ray units, or general radiography equipment.
Remark: The upright unit can be used also for radiography of other body parts in an upright
position.

A procedure based on the storage phosphor technology for film replacement. The storage
phosphor (SP) plate is used in a cassette (similar to that used for film), exposed and then read in a
special reader. A digital image is generated. After review, the SP plate is erased then and can be
reused.

Image intensifier-based angiography systems in which images (both fluoroscopic and recorded
ones) are handled digitally. Digital Subtraction Angiography (DSA) relies on subtracting pre-
contrast medium injection images from the ones with contrast medium. DSA significantly
enhances the image quality in angiography.

A digital detector based on the amorphous silicon technology. A two-dimensional matrix of small
picture elements is operated in conjunction with a scintillator in the case of an “indirect”
conversion detector. X-ray photons are converted into light photons, which are then converted
into electrons by a photodiode present in each pixel. These electrons are then read out through
highly sensitive dedicated electronics and a digital image is generated. Alternatively, a “direct”
conversion detector will use a selenium layer in which the absorbed X-ray photons will generate
electrons. These electrons, collected on each pixel, are read out to generate the digital image.

A system consisting of an upright unit, a radiographic table, an X-ray tube and tube holder, a
generator and an operator console.

A special radiographic procedure performed for breast imaging. The equipment used is specialized
in terms of the X-ray tube, special films and film cassettes used. Mammaography is considered to be
the most demanding diagnostic X-ray procedure because of the very high spatial resolution
required and the very low contrast of the lesions of clinical interest.

Systems intended to image patients at their bed site, instead of moving the patient to the
Radiology Department. They are based on film or CR as detector.

A medical diagnostic procedure based on X-rays. The patient is exposed to X-rays that penetrate
the body. Upon their exit from the body, the X-rays are detected on film. The distribution of the
emerging X-rays reflects the relative absorption in different organs. The image acquired on film,
i.e., the radiography, contains the information on the organs through which the radiation was
transmitted. Radiographies are static images i.e., they do not depict the organ’s motion, if any.

Systems that operate with an “image intensifier” which enables dynamic imaging, i.e. following
in "fluoroscopy"”, or real time, the movement of an organ or contrast medium. At the operator's
choice, a "radiographic" image which the radiologist will examine subsequently may be printed as
a hard copy. Barium enema is an example of a procedure performed in order to image the
digestive tract.

Mobile Fluoroscopy systems are designed for use mainly, but not only, in operation rooms.



Radiographic film

Film used in conjunction with an intensifying screen, the role of which is to enhance the exposure

of the film. The film and the intensifying screen are of standard industry dimensions.

Radiographic table
systems

Radiographic tables accommodate the patient in a great variety of positions. These tables operate
with film, in an under-the-table device containing the film cassette, the cassette holder in a special

tray, and a scatter removal grid and an exposure control device.

4.9. Risk Factors

This Prospectus contains certain forward-looking
statements. Actual results could differ materially from
those projected in the forward-looking statements as a
result of certain of the risk factors set forth below and
elsewhere in this Prospectus. In addition to the other
information contained in this Prospectus, investors should
carefully consider the following risk factors.

4.9.1. Business, Market and Shareholder
Risk Factors

4.9.1.1. Dependence Upon Limited
Number of Key Customers

The Company derives most of its revenues from two
customers to which it sells products on an OEM basis. The
Company’s revenues from the OEM market have
accounted for approximately 92% and 84% of the
Company's total revenues in 1998 and 1997, respectively.
The Company does not have any long-term agreement
with one of these OEM customers. Although the Company
believes that its relationship with such OEM customer is
satisfactory, there can be no assurance that such OEM
customer will maintain its current purchase levels or that
it will continue its relationship with the Company. In
addition, although the Company believes that its
relationship with the other OEM customer is satisfactory,
the Company's Purchase Agreement with such other OEM
customer does not provide for minimum purchase
requirements. There can also be no assurance that such
OEM customers will not acquire products that are
competitive with the Company’s products from other
sources, or independently develop such products. The
Company expects that a significant portion of its revenues
will continue to depend upon transactions with a limited
number of OEM customers. Accordingly, the Company is
currently negotiating OEM agreements with additional
OEM customers in order to enlarge its customer base and
reduce its dependence upon a limited number of
customers. There can be no assurance that such OEM
agreements will be executed.

4.9.1.2. Product Concentration

The Company has derived substantially all of its revenues
from the sale of its FluoroPlus and SmartSpot products.
The Company’s future financial performance will depend
on the successful development, enhancement, marketing
and customer acceptance of additional models of the
SmartSpot products and on the development and
introduction of new products, some of which are currently
being defined, designed or developed by the Company.

4.9.1.3. Rapid Technological Change and
New Products

The digital image processing industry for medical diagnostic
imaging applications is characterized by increasingly rapid
technological advances, changes in customer requirements,
frequent new product introductions and enhancements, and
evolving industry standards in hardware and software
technology. As a result, the Company is continually required
to change and improve its products. The Company’s future
operating results will depend upon the Company’s ability to
continue to enhance its current products and to develop and
introduce new products, such as its development of a flat panel
detector-based imaging system, on a timely basis that keeps
pace with technological developments, new competitive
product offerings and emerging industry standards.

4.9.1.4. Competition

The market for medical diagnostic imaging systems in
general, and for digital image processing systems for
medical diagnostic imaging applications in particular, is
characterized by intense competition, which the Company
expects to increase in the future. Increased competition
may result in price reductions, reduced gross margins and
loss of market share.

Four companies —General Electric, Philips, Siemens and
Toshiba— dominate the worldwide medical diagnostic
imaging market. The remainder of the medical diagnostic
imaging market is shared by other companies with
significantly lower market shares, including Acuson
Corporation, ADAC Laboratories Inc., Advanced
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Technologies Laboratories Inc., Hewlett Packard
Corporation, Hitachi Corp. Ltd., Picker International,
Shimadzu Corporation, the Continental Division of Trex
Medical Corporation and many smaller companies. The
Company faces competition from two types of
competitors:

= manufacturers of comprehensive medical diagnostic
imaging systems which develop their own digital
imaging processing systems for certain of their product
lines while purchasing such systems on an OEM basis
from outside vendors such as the Company for other
product lines, and;

= numerous small to medium-sized companies that
provide digital imaging systems that can be integrated
with such comprehensive medical diagnostic imaging
systems.

Among the Company’s major competitors in digital image
processing systems for medical diagnostic imaging
applications are InfiMed Inc., Camtronics Medical Systems
Inc. (a subsidiary of Analogic Corporation) and E-Four-M.

4.9.1.5. Dependence Upon Key Personnel;
Need for Additional Personnel

The Company’s future performance depends, in significant
part, upon the continued service of its key technical, sales
and management personnel. The Company’s future
success also depends on its continuing ability to attract
and retain highly qualified technical, sales and managerial
personnel. The Company has adopted the stock option
plans as described in Section 3.2.6. for such purposes.

4.9.1.6. Uncertainty in the Health Care
Industry

The health care industry is subject to changing political,
economic and regulatory influences that may affect
the procurement practices and operations of industry
participants. During the past several years, there have
been a variety of government initiatives in various
countries to control health care costs and capital
expenditures. Health care industry participants may react
to these proposals by curtailing or deferring purchases of
medical equipment, including purchases of the Company’s
products.

4.9.1.7. Dependence on Proprietary
Rights; Risks of Infringement

In order to protect its proprietary rights, the Company
relies primarily on a combination of patent, copyright and

trademark laws, trade secrets, confidentiality procedures
and contractual provisions. The Company seeks to protect
its software, documentation, and other written materials
under trade secret and copyright laws, which afford only
limited protection. There can be no assurance that others
will not develop technologies that are similar or superior
to the Company’s technology, design around any patents
that may be issued to the Company, copy aspects of the
Company’s products or obtain and use the Company's
proprietary information. There can be no assurance that
third parties will not claim infringement by the Company
with respect to current or future products which could,
regardless of merit, be costly, cause product shipment
delays or require the Company to enter into royalty or
licensing agreements.

4.9.1.8. Government Regulation

The testing, manufacture and sale of the Company’s
products are subject to regulation by numerous
governmental authorities, principally the U.S. Food and
Drug Administration (the "FDA") and the CE Marking in
Europe. Such government bodies regulate the pre-clinical
and clinical testing, manufacturing, labeling, distribution
and promotion of medical devices, and approvals must be
obtained by companies wishing to sell medical devices
prior to the sale of such products. Noncompliance with
applicable requirements can result in certain penalties
including the withdrawal of marketing clearances or
approvals.

The Company has obtained clearance from the FDA under
Section 510(K) of the United States Federal Food, Drug
and Cosmetic Act to market its current SmartSpot and
FluoroPlus products. The FDA may require that the
Company submit a new 510(K) notice for any
modifications or changes to such products. In such case,
the Company may be prohibited from marketing the
modified device in the United States until the 510(K) notice
is cleared by the FDA. The Company has also received CE
Marking from KEMA — a European notified body — to
market its current SmartSpot and FluoroPlus products.

4.9.1.9. Reliance on International Sales;
International Operations

Substantially all of the Company's revenues are generated
from sales outside of Israel. In order to expand worldwide
sales, the Company intends to establish additional
marketing and sales operations, hire additional personnel
and recruit additional distribution channels internationally.
In addition, as the Company expands its international
operations, a portion of revenues generated in
international jurisdictions may be subject to taxation by



such jurisdictions at rates higher than those to which the
Company is subject in Israel. The Company’s worldwide
business activities may also be affected by unexpected
changes in regulatory requirements, tariffs and other trade
barriers, costs of adapting products for foreign markets
(including compliance with a variety of foreign laws),
difficulties in operations management, potentially adverse
tax consequences, and potential political instability.

4.9.1.10. Impact of Inflation and Currency
Rate Fluctuations

The prices of the Company’s products are denominated
worldwide in dollars. An increase in the value of the
dollar relative to foreign currency would make the
Company’s products more expensive and, therefore,
potentially less competitive in those markets. Moreover,
although most of the Company’s raw materials are priced
in dollars, a portion of the Company’s expenses (primarily
salaries) is paid in NIS and is affected by changes in the
Israeli CPI. If inflation in Israel exceeds the rate of
devaluation of the NIS against the dollar (as has been the
case in recent years), or if the timing of such devaluation
lags behind inflation, the dollar value of the Company’s
CPI-linked expenses will increase.

4.9.1.11. Year 2000

All of the Company’s products are Year 2000 compliant. All
the administrative, production and management
computerized systems are currently in the process of
adapting to Year 2000 requirements. However, the
Company may be adversely affected if its customers,
suppliers or other third parties have failed to address
successfully the Year 2000 problem. The implementation
of a new ERP system, which is Year 2000 compliant, is
projected to cost approximately $100,000 over a period of
two years commencing at the end of 1998.

4.9.1.12. Litigation

The Company is not a defendant in any material litigation.

4.9.2. Risks Relating to the Company’s
Location in Israel

4.9.2.1. Principal Operations in Israel

The Company is incorporated under the laws of, and its
principal offices and research and development facilities
are located in, the State of Israel. Although substantially
all of the Company’s sales currently are being made to
customers outside Israel, the Company is nonetheless

directly influenced by the political, economic and military
conditions affecting Israel. Any major hostilities involving
Israel, or the interruption or curtailment of trade between
Israel and its present trading partners, could have a
material adverse effect on the Company’s business,
operating results and financial condition.

4.9.2.2. General Information on Israel

Israel is a highly developed, industrialized democracy.
Israel has made substantial progress in opening its
economy to international trade, but continues to
experience high trade deficits. Most trade barriers and
tariffs have been removed and Israel has concluded free
trade agreements with its major trading partners. Israel is
the only nation that is a party to free trade agreements
with both the United States and the European Union.

Since 1990 Israel’s fiscal, monetary and exchange rate
policies have been designed and coordinated with the
goals of reducing Israel’s high tax burden, narrowing
the Government’s fiscal deficits, attaining levels of
inflation similar to those in other industrialized countries,
and enhancing economic growth. In connection with
these policies and partly to advance these goals, the
Government has also pursued a policy of privatizing
State-owned enterprises, including banks. After periods
of high inflation in the early 1980s, inflation has been
stabilized. The domestic budget deficit (excluding credit)
has also been reduced from 4.9% of Gross Domestic
Product ("GDP") in 1992 to 2.4% in 1998. Unemployment,
which peaked at 11.2% in 1992, was reduced to an average
of 8.6% during 1998.

4.9.2.3. Political Environment

Since the establishment of the State of Israel in 1948, a
state of hostility has existed, varying in degree and
intensity, between Israel and the Arab countries. In
addition, since 1948 the members of the Arab League
have maintained a trade boycott of Israel. In September
1994 a number of the Gulf states (Qatar, Oman, Bahrain,
United Arab Emirates, Saudi Arabia and Kuwait) declared
their intention to partly lift trade boycotts of Israel.

In 1979 a peace agreement between Israel and Egypt was
signed under which full political relations were
established; however, economic relations have been very
limited. In September 1993, a joint Israeli-Palestinian
Declaration of Principles was signed by Israel and the
Palestine Liberation Organization, outlining interim
Palestinian self-government arrangements. Since then,
Israel has transferred the civil administration of the Gaza
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Strip, Jericho and certain other areas of the West Bank to
the Palestinian Self-Rule Authority and the Israeli army
has withdrawn from these areas. Israel has since entered
into additional agreements with the Palestinian Authority,
including the agreement leading to withdrawal from
Hebron and the Wye Plantation Accord. Israel has also
signed a peace treaty with Jordan, in October 1994, which
provides, among other things, for the commencement of
full diplomatic relations between the two countries,
including the exchange of ambassadors and consuls and
economic relations have been established.

Notwithstanding the foregoing, the peace process
(including Israel’s relations with the Palestinians, Egypt,
Jordan and other Arab countries) has, from time to time,
been beset by difficulties and setbacks and there can be no
assurance as to any future developments. Moreover, to
date, Israel has not entered into a peace treaty with either
Lebanon or Syria.

To date, the state of hostility affecting Israel and the
boycott described above have not had a material adverse
impact on the financial condition or operations of the
Company, although there can be no assurance that their
continuation will not have such an impact in the future.

All male adult permanent residents of Israel under the age
of 50 are, unless exempt, obligated to perform up to
approximately 30 days of military reserve duty annually.
Additionally, all such residents are subject to being called
to active duty at any time under emergency
circumstances. Some of the employees of the Company
currently are obligated to perform annual reserve duty.
While the Company has operated effectively under these
requirements in the past, no assessment can be made of
the full impact of such requirements on the Company in
the future, particularly if emergency circumstances occur.

4.9.2.4. Population

Israel’s population, including Israeli citizens living in the
West Bank and the Gaza Strip, was estimated to be 5.9
million in 1997. During the period from 1990 through 1996
Israel’s population grew by over 2.6% per annum, primarily
as a result of immigration. This wave of immigration has
provided a stimulus for the Israeli economy. Although the
short-term impact of this wave of immigration was to raise
the budget deficit in 1990 (to cover costs associated with
the absorption of immigrants), increase domestic demand
and contribute to trade deficit expansion (to provide capital
investment and satisfy the increased demand for products)
and temporarily raise unemployment, this immigration
served to promote overall private-sector growth. The
lower economic growth rates in 1997 and 1998 resulted in
part from reduced immigration in these years.

4.9.2.5. Economic Conditions

Israel’s economy is industrialized and diversified. Based
on Israeli Government data, GDP per capita in 1997 was
$16,700. GDP growth slowed to an annual rate of 1.9% in
1997, compared with a 4.4% increase in 1996, and an
average annual growth rate of 6% from 1990 through
1995. The 1997 GDP growth rate was less than the
economy’s potential, and lower than the 2.4% increase in
Israel’s population, resulting in a 0.3% decrease in per
capita GDP.

Israel’s economy has been subject to numerous
destabilizing factors, including a period of rampant
inflation in the early to mid-1980s, low foreign exchange
reserves, fluctuations in world commodity prices, military
conflicts and civil unrest. In response to these problems,
the Israeli Government has intervened in various sectors
of the economy, employing, among other means, fiscal
and monetary policies, import duties, foreign currency
restrictions and controls of wages, prices and foreign
currency exchange rates.

There can be no assurance that the Israeli Government will
be successful in its attempts to keep prices and exchange
rates stable. Price and exchange rate instability may have
a material adverse effect on the Company.

4.9.2.6. Trade Agreements

Israel is a member of a number of international
organizations, including the United Nations, the World
Bank Group (including the International Monetary Fund
and the International Finance Corporation), the European
Bank for Reconstruction and Development, and the Inter-
American Development Bank.

Israel is a signatory to the General Agreement on Tariffs
and Trade ("GATT”), which provides for reciprocal
lowering of trade barriers among its members. Under
GATT, Israel is eligible to receive a number of trade
preferences that are available only to certain GATT
participants, including duty-free treatment of its exports to
certain countries pursuant to the GATT Generalized
System of Preferences. Israel is also a founding member
of the World Trade Organization.

Israel has concluded Free Trade Area ("FTA”) agreements
with its major trading partners and is the only nation that
is a party to free-trade agreements with both the United
States and the European Union. Israel’s FTA agreements
allow Israel to export products with little or no duties to
both the United States and most Western industrialized
nations. In 1995, the FTA agreement with the European



Union became an association agreement with the
European Union and its member states. This agreement
provides for the elimination of most non-tariff barriers to
bilateral trade in industrial products and for the
liberalization of the trade in agricultural products. In
March 1996 the Council of Ministers of the O.E.C.D.
approved Israel’s request to participate in the
organization’s activities. In addition, Israel has three free-
trade agreements with (i) the European Free Trade
Association (EFTA), whose members include Switzerland,
Norway, Iceland and Liechtenstein, (ii) with Canada and
(iii) with the Czech and Slovak Republics, and is in the
process of negotiating such agreements with other
countries.

4.9.2.7. Assistance from the U.S.

The State of Israel receives significant amounts of
economic and military assistance from the United States,
averaging approximately $3 billion annually over the last
several years. In addition, in 1992 the United States
approved the issuance of up to $10 billion of loan
guarantees during United States fiscal years 1993-1998 to
help Israel absorb a large influx of new immigrants,
primarily from the republics of the former Soviet Union.
Under the loan guarantee program, Israel may issue up to
$2 billion in principal amount of guaranteed loans each
year, subject to reduction in certain circumstances. There
is no assurance that foreign aid from the United States
will continue at or near amounts received in the past. If
the grants for economic and military assistance or the
United States loan guarantees are eliminated or reduced
significantly, the Israeli economy could suffer material
adverse consequences.

4.9.2.8. Approved Enterprise Status;
Research and Development Grants

The Company receives certain tax benefits in Israel,
particularly as a result of the Approved Enterprise status
of the Company’s capital investments in its facilities and
programs, and has benefited from certain Israeli
government research and development grants. To be
eligible for the tax benefits, the Company must meet
certain conditions, relating principally to adherence to the
investment programs filed with the Investment Center of
the Israeli Ministry of Industry and Trade and to periodic
reporting obligations. The Company believes that it will
be able to meet such conditions. However, the failure to
do so could subject the Company to corporate tax in Israel
at the standard rate of 36%. Moreover, the terms of the
research and development grants received by the
Company impose certain restrictions on the Company,

including limitations on the transfer of the know-how
developed with such grants and on the use of such know-
how to manufacture products outside of Israel. There can
be no assurance that such tax benefits and grants will be
continued in the future at their current levels or otherwise.
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