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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM  

 
To the shareholders of  
RETALIX LTD.  
 
We have audited the accompanying consolidated balance sheets of Retalix Ltd. (“the Company”) and 
its subsidiaries as of December 31, 2007 and 2006, and the related consolidated statements of 
operations, changes in shareholders’ equity and cash flows for each of the years in the two year period 
ended December 31, 2007. We also have audited the Company’s internal control over financial 
reporting as of December 31, 2007, based on criteria established in Internal Control - Integrated 
Framework issued by the Committee of Sponsoring Organizations of the Treadway Commission 
(COSO). The Company’s Board of Directors and management are responsible for these financial 
statements, for maintaining effective internal control over financial reporting, and for its assessment of 
the effectiveness of internal control over financial reporting, included in the accompanying 
‘Management’s Annual Report on Internal Control over Financial Reporting’ under Item 15. Our 
responsibility is to express an opinion on these financial statements and an opinion on the company’s 
internal control over financial reporting based on our integrated audits.  

We conducted our audits in accordance with the standards of the Public Company Accounting 
Oversight Board (United States). Those standards require that we plan and perform the audits to obtain 
reasonable assurance about whether the financial statements are free of material misstatement and 
whether effective internal control over financial reporting was maintained in all material respects. Our 
audits of the financial statements included examining, on a test basis, evidence supporting the amounts 
and disclosures in the financial statements, assessing the accounting principles used and significant 
estimates made by management, and evaluating the overall financial statement presentation. Our audit 
of internal control over financial reporting included obtaining an understanding of internal control 
over financial reporting, assessing the risk that a material weakness exists, and testing and evaluating 
the design and operating effectiveness of internal control based on the assessed risk. Our audits also 
included performing such other procedures as we considered necessary in the circumstances. We 
believe that our audits provide a reasonable basis for our opinions.  

A company’s internal control over financial reporting is a process designed to provide reasonable 
assurance regarding the reliability of financial reporting and the preparation of financial statements for 
external purposes in accordance with generally accepted accounting principles. A company’s internal 
control over financial reporting includes those policies and procedures that: (i) pertain to the 
maintenance of records that, in reasonable detail, accurately and fairly reflect the transactions and 
dispositions of the assets of the company; (ii) provide reasonable assurance that transactions are 
recorded as necessary to permit preparation of financial statements in accordance with generally 
accepted accounting principles, and that receipts and expenditures of the company are being made 
only in accordance with authorizations of management and directors of the company; and (iii) provide 
reasonable assurance regarding prevention or timely detection of unauthorized acquisition, use or 
disposition of the company’s assets that could have a material effect on the financial statements.  

Because of its inherent limitations, internal control over financial reporting may not prevent or detect 
misstatements. Also, projections of any evaluation of effectiveness to future periods are subject to the 
risk that controls may become inadequate because of changes in conditions, or that the degree of 
compliance with the policies or procedures may deteriorate.  
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In our opinion, the financial statements referred to above present fairly, in all material respects, the 
financial position of the Company and its subsidiaries as of December 31, 2007 and 2006, and the 
results of their operations and their cash flows for each of the years in the two-year period ended 
December 31, 2007, in conformity with accounting principles generally accepted in the United States 
of America. Also in our opinion, as of December 31, 2007, the Company did not maintain, in all 
material respects, effective internal control over financial reporting as of December 31, 2007, based on 
criteria established in Internal Control - Integrated Framework issued by the Committee of 
Sponsoring Organizations of the Treadway Commission (COSO) because of a material weakness in 
internal control over financial reporting related to an  insufficient complement of personnel in one of 
the Company’s United States subsidiaries with an appropriate level of knowledge, experience and 
training in the application of generally accepted accounting principles commensurate with the 
Company’s financial reporting requirements. This material weakness, at the United States subsidiary, 
resulted in the miscalculation of a customer discount, certain revenue based on percentage of 
completion accounting and certain commission accruals. A material weakness is a deficiency, or a 
combination of deficiencies, in internal control over financial reporting, such that there is a reasonable 
possibility that a material misstatement of the annual financial statements will not be prevented or 
detected on a timely basis.  The material weakness referred to above is described in the accompanying 
‘Management’s Annual Report on Internal Control over Financial Reporting’ under Item 15.  We 
considered this material weakness in determining the nature, timing, and extent of audit tests applied 
in our audit of the 2007 consolidated financial statements, and our opinion regarding the effectiveness 
of the Company’s internal control over financial reporting does not affect our opinion on those 
consolidated financial statements.   

As discussed in note 1s to the consolidated financial statements, in 2006 the Company changed the 
manner in which it accounts for share-based compensation. In addition, as discussed in note 1w to the 
consolidated financial statements, in 2006 the Company changed the manner in which it accounts for 
quantifying of prior year misstatements. In addition, as discussed in note 1k to the consolidated 
financial statements, in 2007 the Company changed the manner in which it accounts for income tax 
uncertainties. 

 

 
/s/ Kesselman & Kesselman 
A member of PricewaterhouseCoopers International Limited 
Tel Aviv, Israel 
July 2, 2008 
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RETALIX LTD. 
CONSOLIDATED BALANCE SHEETS 

     
 December 31 
 2007  2006 
 U.S. $ in thousands 

A s s e t s     
CURRENT ASSETS (note 10)     

Cash and cash equivalents 22,484   55,186 
Marketable securities (notes 7c; 11b) 3,455   4,554 
Accounts receivable (note 11a)     

Trade 81,429   48,469 
Other 5,485   5,524 

Inventories 1,289   1,154 
Deferred income taxes (note 9g) 8,286   5,930 

T o t a l current assets 122,428   120,817 
NON-CURRENT ASSETS (note 10)     

Marketable securities (note 11b) 1,657   1,237 
Deferred income taxes (note 9g) 7,050   4,035 
Long-term receivables (note 11c) 5,681   3,395 
Amounts funded in respect of employee rights upon retirement (note 6) 8,806   6,759 
Other 795   747 

T o t a l non – current assets 23,989   16,173 
PROPERTY, PLANT AND EQUIPMENT, net (note 3) 12,568   11,180 
GOODWILL (note 4) 108,926   107,506 
OTHER INTANGIBLE ASSETS, net of accumulated amortization (note 4)     
     

Customer relationship 16,450   17,721 
Other 4,229   5,777 

 20,679   23,498 
T o t a l assets 288,590   279,174 

The accompanying notes are an integral part of the consolidated financial statements. 
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RETALIX LTD. 
CONSOLIDATED BALANCE SHEETS 

  December 31 
  2007  2006 

  
U.S. $ in thousands 
(except share data) 

   
Liabilities and shareholders’ equity     

CURRENT LIABILITIES (note 10):     
Short-term bank credit  11  4,742 
Current maturities of long-term bank loans (note 5)  258  224 
Accounts payable and accruals:     

Trade  15,410  11,535 
Employees and employee institutions  8,977  7,179 
Accrued expenses  6,393  7,288 
Other  3,005  7,443 

Deferred revenues  16,763  13,747 
T o t a l current liabilities  50,817  52,158 

LONG-TERM LIABILITIES (note 10):     
Long-term loans, net of current maturities (note 5)  786  1,058 
Employee rights upon retirement (note 6)  14,362  11,392 
Deferred tax liability (note 9g)  219  1,016 
Other tax payables  1,097  - 
Deferred revenues  -  206 

T o t a l long-term liabilities  16,464  13,672 
T o t a l liabilities  67,281  65,830 

COMMITMENTS, PLEDGES AND CONTINGENT LIABILITIES (note 7)     
MINORITY INTERESTS  2,791  2,293 
     
SHAREHOLDERS’ EQUITY (note 8):     

Share capital – Ordinary shares of NIS 1.00 par value (authorized: December 
31, 2007 and December 31, 2006 – 30,000,000 shares; issued and 
outstanding: December 31, 2007 – 20,001,382 shares; December 31, 2006 – 
19,613,454 shares)  5,273  5,178 

Additional paid in capital  166,752  156,583 
Retained earnings  46,195  49,188 
Accumulated other comprehensive income   298  102 

T o t a l shareholders’ equity  218,518  211,051 
T o t a l liabilities and shareholders’ equity  288,590  279,174 

The accompanying notes are an integral part of the consolidated financial statements. 
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RETALIX LTD. 
CONSOLIDATED STATEMENTS OF INCOME 

  
Year ended 

December 31 
  2007  2006  2005 

  
U.S. $ in thousands 

(except share and per share data) 
REVENUES: (note 13a)      

Product sales  80,511 73,195  91,692 
Services and projects  140,900 130,549  95,679 

T o t a l revenues  221,411 203,744  187,371 
COST OF REVENUES:      

Cost of product sales  39,132 36,690  31,521 
Cost of services and projects  65,281 44,562  34,465 

T o t a l cost of revenues  104,413 81,252  65,986 
GROSS PROFIT  116,998 122,492  121,385 
 
OPERATING EXPENSES:      

Research and development - net  58,653 60,375  44,683 
Selling and marketing  31,617 33,495  33,382 
General and administrative (note 14a)  27,539 27,426  23,131 
Other expenses - net (note 14c)  643 22  - 

T o t a l operating expenses  118,452 121,318  101,196 
INCOME (LOSS) FROM OPERATIONS  (1,454) 1,174  20,189 
FINANCIAL INCOME, net (note 14b)  1,032 79  202 
GAIN ARISING FROM ISSUANCE OF SHARES BY AN 

ASSOCIATED COMPANY   - -  83 
INCOME (LOSS) BEFORE TAXES ON INCOME  (422) 1,253  20,474 
TAXES ON INCOME  (TAX BENEFIT) (note 9)  (435) (507)  5,912 
INCOME AFTER TAXES ON INCOME  13 1,760  14,562 
SHARE IN LOSSES OF AN ASSOCIATED COMPANY  (3) (57)  (130)
MINORITY INTERESTS IN LOSSES (GAINS) OF 

SUBSIDIARIES  (508) (425)  189 
NET INCOME (LOSS)  (498) 1,278  14,621 
EARNINGS (LOSS) PER SHARE – in U.S. $ (note 14d):      

Basic  (0.02) 0.07  0.78 
Diluted  (0.02) 0.06  0.74 

WEIGHTED AVERAGE NUMBER OF SHARES USED IN 
COMPUTATION OF EARNINGS (LOSS) PER SHARE – 
in thousands (note 14d):      
Basic  19,851 19,491  18,710 
Diluted  19,851 20,127  19,659 

The accompanying notes are an integral part of the consolidated financial statements. 
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RETALIX LTD. 
STATEMENTS OF CHANGES IN SHAREHOLDERS’ EQUITY 

 
  Share capital  

Additional 
paid-in  
capital 

 

Retained 
earnings 

 
Accumulated 

other 
comprehensive 
Income (loss) 

 

Total 

 
  Ordinary shares      

  

Number of 
shares in 

thousands  Amount      
     U . S .  $  i n  t h o u s a n d s  

BALANCE AT JANUARY 1, 2005   17,577  4,717  116,277  34,910  267   156,171 
CHANGES DURING 2005:               

Net income         14,621     14,621 
Differences from translation of non 

dollar currency financial 
statements of a subsidiary and 
associated company           (555 )  (555) 

Comprehensive income              14,066 
Stock based compensation expenses        167       167 
Issuance of share capital in respect of 

acquisition of a subsidiary, net of 
issuance expenses   1,006  230  23,633       23,863 

Issuance of share capital to 
employees and non-employee 
resulting from exercise of options   826  185  9,965       10,150 

BALANCE AT DECEMBER 31, 
2005   19,409  5,132  150,042  49,531  (288 )  204,417 
Effect of SAB 108 adjustments (note 

1w)         (1,621)     (1,621) 
         47,910     202,796 
CHANGES DURING 2006:               

Net income         1,278     1,278 
Differences from translation of non 

dollar currency financial 
statements of a subsidiary and 
associated company           390   390 

Comprehensive income              1,668 
Stock based compensation expenses        3,891       3,891 
Issuance of share capital to 

employees and non-employee 
resulting from exercise of options   204  46  2,650       2,696 

BALANCE AT DECEMBER 31, 
2006   19,613  5,178  156,583  49,188  102   211,051 
Effect of FIN 48 adjustments (note 

9f)         (2,495)     (2,495) 
         46,693     208,556 
CHANGES DURING 2007:               

Net loss         (498)     (498) 
Unrealized losses on investments           (200 )  (200) 
Differences from translation of non 

dollar currency financial 
statements of a subsidiary and 
associated company           396   396 

Comprehensive loss              (302) 
Stock based compensation expenses        3,889       3,889 
Additional consideration  in respect 

of acquisition of a subsidiary   207  50  3,923       3,973 
Issuance of share capital to 

employees and non-employee 
resulting from exercise of options   181  45  2,357       2,402 

BALANCE AT DECEMBER 31, 
2007   20,001  5,273  166,752  46,195  298   218,518 

The accompanying notes are an integral part of the consolidated financial statements. 
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(Continued) - 1 

RETALIX LTD. 
CONSOLIDATED STATEMENTS OF CASH FLOWS 

  
Year ended 

December 31 
  2007  2006  2005 
  U.S. $ in thousands 

CASH FLOWS FROM OPERATING ACTIVITIES:      
Net income (loss)  (498) 1,278  14,621 
Adjustments required to reconcile net income to net cash 

provided by operating activities:      
Minority interests in gains (losses) of subsidiaries  508 425  (189)
Depreciation and amortization  6,947 8,362  6,422 
Gain arising from issuance of shares by an associated 

company  - -  (83)
Share in losses of an associated company  3 57  130 
Stock based compensation expenses   3,889 3,891  167 
Changes in accrued liability for employee rights upon 

retirement  2,739 2,102  989 
Losses (gains) on amounts funded in respect of employee 

rights upon retirement  (950) (580)  155 
Deferred income taxes - net  (6,570) (2,699)  (1,498)
Net decrease (increase) in trading securities  (216) 3,025  (2,969)
Amortization of discount on marketable debt securities  11 56  92 
Other  (109) (32)  (565)
Changes in operating assets and liabilities:      

Increase in accounts receivable:      
Trade (including the non-current portion)  (34,700) (10,588)  (5,212)
Other (including long term other tax payables)  1,278 (889)  (926)

Increase (decrease) in accounts payable and accruals:      
Trade  3,537 (730)  (300)
Employees, employee institutions and other  (2,290) 933  2,149 

Decrease (increase) in inventories  (118) 1,022  (1,045)
Increase (decrease) in deferred revenues (including the non-

current portion)  2,810 (2,616)  558 
      

Net cash provided by (used in) operating activities - forward  (23,729) 3,017  12,496 

The accompanying notes are an integral part of the consolidated financial statements. 
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(Continued) - 2 

RETALIX LTD. 
CONSOLIDATED STATEMENTS OF CASH FLOWS 

 Year ended December 31 
      
 2007  2006  2005 
 U.S. $ in thousands 

     
Net cash provided by (used in) operating activities - brought 

forward (23,729) 3,017  12,496 
CASH FLOWS FROM INVESTING ACTIVITIES:     

Maturity of marketable debt securities held to maturity 9,743 6,212  12,111 
Investment in marketable debt securities held to maturity (9,047) (2,066)  (1,876)
Acquisition of subsidiaries consolidated for the first time (a) (1,370) (2,653)  (50,312)
Additional investments in subsidiaries - (5,754)  (3,764)
Refund in respect of cost of investment - 651  - 
Purchase of property, plant, equipment and other assets (4,676) (2,567)  (3,069)
Proceeds from sale of property, plant and equipment 69 35  25 
Amounts funded in respect of employee rights upon retirement, 

net (1,097) (777)  (905)
Long-term loans collected from (granted to) employees 17 (4)  114 
Net cash used in investing activities (6,361) (6,923)  (47,676)

CASH FLOWS FROM FINANCING ACTIVITIES:     
Repayment of short-term bank loans - -  (2,284)
Repayment of long-term bank loans (352) (117)   (4,698)
Issuance of share capital to employees resulting from exercise of 

options 2,402 2,696  10,150 
Net increase (decrease) in short-term bank credit  (4,731) 760   (3,525)
Minority investment in a subsidiary - -  34 
Net cash provided by (used in) financing activities (2,681) 3,339  (323)

EFFECT OF EXCHANGE RATE CHANGES ON CASH 69 61  (218)
NET DECREASE IN CASH AND CASH EQUIVALENTS (32,702) (506)  (35,721)
BALANCE OF CASH AND CASH EQUIVALENTS AT 

BEGINNING OF YEAR 55,186 55,692  91,413 
BALANCE OF CASH AND CASH EQUIVALENTS AT END 

OF YEAR 22,484 55,186  55,692 

The accompanying notes are an integral part of the consolidated financial statements. 
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(Continued) - 3 

RETALIX LTD. 
CONSOLIDATED STATEMENTS OF CASH FLOWS 

SUPPLEMENTARY DISCLOSURE OF CASH FLOW INFORMATION: 

  Year ended December 31 
  2007  2006  2005 
  U.S. $ in thousands 

(a) Supplementary disclosure of cash flow information -      
Fair value of assets acquired and liabilities assumed of 

subsidiaries and activities acquired at the date of acquisition:      
Working capital (excluding cash and cash equivalents)  174 302  (1,441)
Deferred revenues   -  10,677 
Deferred income taxes   -  (396)
Property plant and equipment  (6) (54)  (1,867)
Short- term bank credit   -  2,230 
Goodwill and other intangible assets arising on acquisition  (1,679) (2,901)  (84,211)
Issuance of the Company’s share capital   -  23,863 
Increase in account payable- other  141 -  833 

  (1,370) (2,653)  (50,312)
      
(b) Supplementary disclosure of cash flow information -      

cash paid during the year for:      
      

Interest  1,766 1,508  1,895 
Income tax  6,713 4,605  4,236 

(c) Supplemental information on investing activities not involving cash flows: 

1) On April 1, 2005, the Company acquired substantially all of the assets of Integrated Distribution Solutions 
Inc. (“IDS”), in consideration for cash, as well as the issuance of share capital. In addition, in respect of this 
acquisition, in 2007 additional 207,236 shares valued at $3,973,129 that were released from escrow as 
certain customer retention milestones agreed upon were met.   

 

 

The accompanying notes are an inStegral part of the consolidated financial statements. 
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RETALIX LTD. 
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 

NOTE 1 – SIGNIFICANT ACCOUNTING POLICIES: 

a. General: 

1)  Nature of operations: 

a) Retalix Ltd. (“the Company”), an Israeli corporation whose shares are listed on the 
Nasdaq Global Select Market (under the symbol “RTLX”) and on the Tel-Aviv Stock 
Exchange (“TASE”), separately and together with its subsidiaries and an associated 
company (“the Group”), develops, manufactures and markets integrated enterprise-wide, 
open software solutions for the sales operations and supply chain management operations 
of food and fuel retailers, including supermarkets, convenience stores and fuel stations as 
well as suppliers and manufacturers in the food industry. 

b) As to the Group’s geographical segments and principal customers, see note 13.  

c) Subsidiary - over which the Company has control and over 50% of the ownership.  

d)  Associated company - an investee company (which is not a subsidiary), over which 
financial and operational policy the Company exerts material influence.  

2) Accounting principles and use of estimates in the preparation of financial statements: 

The financial statements have been prepared in accordance with accounting principles 
generally accepted (“GAAP”) in the United States of America (“U.S. GAAP”). 

The preparation of financial statements in conformity with GAAP requires management to 
make estimates and assumptions that affect the reported amounts of assets and liabilities, and 
the disclosure of contingent assets and liabilities at the dates of the financial statements as 
well as the reported amounts of revenues and expenses during the reporting years. Actual 
results could differ from those estimates. 

3) Functional currency: 

The currency of the primary economic environment in which the operations of the Group and 
almost each member of the Group (except for one subsidiary and the associated company) are 
conducted is the U.S. dollar (“dollar”; “$”). Most of the Group’s revenues and also most of 
the Group’s expenses incur in dollars or in Israeli currency linked to the dollar. The Group’s 
financing is mostly in dollars. Thus, the functional currency of the Group is the dollar. 

Transactions and balances originally denominated in dollars are presented at their original 
amounts. Balances in non-dollar currencies are translated into dollars using historical and 
current exchange rates for non-monetary and monetary balances, respectively. For non-dollar 
transactions and other items (stated below) reflected in the statements of income (loss), the 
following exchange rates are used: (i) for transactions - exchange rates at transaction dates or 
average rates; and (ii) for other items (derived from non-monetary balance sheet items such as 
depreciation and amortization, changes in inventories, etc.) - historical exchange rates. 
Currency transaction gains or losses are carried to financial income or expenses, as 
appropriate. The functional currency of one subsidiary and of the associated company is their 
local currency  
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RETALIX LTD. 
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continued) 

NOTE 1 – SIGNIFICANT ACCOUNTING POLICIES (continued): 

(Euro and “New Israeli Shekel”, respectively) (“NIS”). The financial statements of the said 
subsidiary are included in the consolidation based on translation into dollars in accordance 
with Financial Accounting Standards Board (“FASB”) Statement No. 52 “Foreign Currency 
Translation” (“FAS 52”):  

Assets and liabilities are translated at year end exchange rates, while operating results items 
are translated at average exchange rates during the year. Differences resulting from translation 
are presented in shareholders’ equity under accumulated other comprehensive income (loss).  
The financial statements of the associated company are included in the financial statements of 
the Company in accordance with the equity method, based on translation into dollars in 
accordance with FAS 52- the resulting translation adjustments are presented under 
shareholders’ equity- accumulated other comprehensive income (loss). 

b. Principles of consolidation: 
1) The consolidated financial statements include the accounts of the Company and its 

subsidiaries. 
2) Intercompany balances and transactions have been eliminated in consolidation.  
3) As for goodwill and other intangible assets arising on business combinations, see h. below. 

c. Cash equivalents  
The Group considers all highly liquid investments, which include short-term bank deposits with an 
original maturity date of three months or less that are not restricted as to withdrawal or use, to be 
cash equivalents.  

d. Marketable securities  
Marketable securities consist of debt securities. The Company accounts for investments in 
marketable securities in accordance with FASB Statement No. 115, “Accounting for Certain 
Investments in Debt and Equity Securities”. 
Investments in certain marketable bonds are classified as held to maturity because the Company 
has the intent and ability to hold such bonds to maturity and are stated at amortized cost with the 
addition of computed interest accrued to balance sheet date (such interest represents the computed 
yield on cost from acquisition to maturity). Interest and amortization of premium discount for debt 
securities are carried to financial income or expenses. 
Investments in other bonds and marketable securities that are classified as “trading securities” are 
stated at market value. The changes in market value of these securities are carried to financial 
income or expenses. 
Sales of securities classified as trading securities are accounted for on specific cost basis. 
Investment in one marketable bond is classified as available-for-sale and is recorded at fair value. 
Since this security do not have an active market, fair value is determined using a valuation model. 
This model is based on reference to other instruments with similar characteristics, or a discounted 
cash flow analysis, or other pricing models making use of market inputs and relying as little as 
possible on entity-specific inputs. Changes in fair value, net of taxes, are reflected in other 
comprehensive income (loss). Unrealized losses considered to be other than temporary are charged 
to income as an impairment charge;  

e. Investment in an associated company 
This investment is accounted for by the equity method and included among other non-current 
assets. 
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RETALIX LTD 
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continued) 

NOTE 1 – SIGNIFICANT ACCOUNTING POLICIES (continued):  
f. Inventories  

Inventories include hardware products that are included in finished goods and are valued at the 
lower of cost or market. Cost is determined on a “first-in, first-out” basis.  

g. Property, plant and equipment:  

1) These assets are stated at cost; assets of acquired subsidiaries are included at their fair value at 
date of acquisition of these subsidiaries. 

2) The assets are depreciated by the straight-line method, on the basis of their estimated useful 
life. 

Annual rates of depreciation are as follows: 
 
   %  

 Computers and peripheral equipment  20-33  
 Vehicles  15  
 Office furniture and equipment                6-25 (mainly 6)  
 Building  4  
 Land leasing rights  3  

Leasehold improvements are amortized by the straight line method over the term of the lease, 
which is shorter than the estimated useful life of the improvements. Land lease rights are 
amortized by the straight line method over the term of the lease. 

h. Goodwill and other intangible assets  

Goodwill is the excess of the purchase price over the fair value of identifiable net assets acquired 
in business combinations accounted for as purchases. The goodwill is not amortized to earnings, 
but instead is subject to periodic testing for impairment at least annually or between annual tests if 
certain events or indicators of impairment occur.  

Other intangible assets are amortized over a period of one to fifteen years.  

 i. Impairment in value of long-lived assets 

Assets that are to be held and used by an entity are being reviewed for impairment whenever 
events or changes in circumstances indicate that the carrying amount of the assets may not be 
recoverable.  

j. Contingent Consideration 

The aggregate consideration for certain of the Company’s acquisitions increased when certain 
future internal performance goals were later satisfied. Such additional consideration was paid in 
the form of additional shares of the Company, which were reserved for that purpose. The 
measurement and recognition of contingent consideration are accounted in accordance with SFAS 
No. 141, Business Combinations (“SFAS 141”), contingent consideration is recorded when a 
contingency is satisfied and additional consideration is issued or become issuable. The Company 
records the additional consideration issued or issuable in connection with the relevant acquisition 
when a specified internal performances goal is met. For additional consideration paid in stock, the 
Company calculates the amount of additional consideration using the closing price of its stock on 
the date the performance goal is satisfied. 
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RETALIX LTD 
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continued) 

NOTE 1 – SIGNIFICANT ACCOUNTING POLICIES (continued):  

k. Income taxes:  

1) The Company accounts for income taxes in accordance with FASB Statement No. 109, 
“Accounting for Income Taxes”. Deferred income taxes are determined by the asset and 
liability method based on the estimated future tax effects of differences between the financial 
accounting and the tax bases of assets and liabilities under the applicable tax law. Deferred 
tax balances are computed using the tax rates expected to be in effect at time when these 
differences reverse. Valuation allowances in respect of the deferred tax assets are provided 
when it is more likely than not that all or a portion of the deferred income tax assets will not 
be realized. See note 9g for additional information regarding the composition of the deferred 
taxes.  

2) Upon the distribution of dividends from the tax-exempt income of “Approved Enterprises” 
(see also notes 8c and 9g), the amount distributed will be subject to tax at the rate that would 
have been applicable had the Company not been exempted from payment thereof. The 
Company intends to permanently reinvest the amounts of tax exempt income and it does not 
intend to cause distribution of such dividends. Therefore, no deferred income taxes have been 
provided in respect of such tax-exempt income.  

3) The Group may incur an additional tax liability in the event of an inter-company dividend 
distribution from foreign subsidiaries; no additional deferred income taxes have been 
provided, since it is the Group’s policy not to distribute, in the foreseeable future, dividends 
which would result in additional tax liability. 

4) Taxes which would apply in the event of disposal of investments in foreign subsidiaries have 
not been taken into account in computing the deferred income taxes, as it is the Company’s 
policy to hold these investments, not to realize them. 

5  As of January 1, 2007, the Company adopted FASB Interpretation No. 48, “Accounting for 
Uncertainty in Income Taxes – an Interpretation of FASB Statement No. 109” (FIN 48). FIN 
48 specifies how tax benefits for uncertain tax positions are to be recognized, measured, and 
derecognized in financial statements; requires certain disclosures of uncertain tax positions; 
specifies how reserves for uncertain tax positions should be classified on the balance sheet; 
and provides transition and interim-period guidance, among other provisions. On May 2, 
2007, the FASB issued FASB Staff Position No. FIN 48-1, “Definition of Settlement in 
FASB Interpretation No. 48-1”(“FSP FIN 48-1”). FSP FIN 48-1 provides guidance on how an 
entity should determine whether a tax position is effectively settled for the purpose of 
recognizing previously unrecognized tax benefits. The Company adopted FSP FIN 48-1 As of 
January 1, 2007. The Company’s policy to include interest and penalties relating to uncertain 
tax positions, within the provision for income taxes has not change as a result of 
implementing FIN 48. 

. The adoption of FIN 48 resulted in the recording as of January 1, 2007, of an increase of the 
tax liabilities totaling $2,495,000 (including interest in the amount of $222,000) associated 
with tax benefits and other uncertainties related to tax returns, which was accounted for as a 
reduction of the retained earnings balance as of January 1, 2007. 
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RETALIX LTD 
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continued) 

NOTE 1 – SIGNIFICANT ACCOUNTING POLICIES (continued):  

l. Revenue recognition  

The Group derives its revenues from the licensing of integrated software products, and to some 
extent from the sale of complementary computer and other hardware equipment, all of which it 
classifies as revenues from product sales. The Group also derives revenues from maintenance and 
other professional services which are principally software changes and enhancements requested by 
customers as well as on-line application, information and messaging services, mostly associated 
with products sold by the Group and which it classifies as revenues from services and projects. 

Revenues from sales of products and software license agreements are recognized when all of the 
criteria in Statement of Position (“SOP”) 97-2, “Software Revenue Recognition” as amended by 
SOP 98-9, “Modification of SOP 97-2, Software Revenue Recognition With Respect to Certain 
Transactions”, herein referred to as SOP 97-2, are met. Revenues from products and license fees 
are recognized when persuasive evidence of an agreement exists, delivery of the product has 
occurred, the fee is fixed or determinable, no further obligations exist and collectability is 
probable.  

Revenues from software licenses and or sale of products that require significant customization, 
integration and installation are recognized based on SOP 81-1, “Accounting for Performance of 
Construction-Type and Certain Production-Type Contracts”, according to which revenues are 
recognized on a percentage of completion basis. Percentage of completion is determined based on 
the “Input Method” when collectability is probable. Provisions for estimated losses on 
uncompleted contracts are recognized in the period in which the likelihood of the losses is 
identified. As of December 31, 2007, no such estimated losses were identified. 

Where software license arrangements involve multiple elements (mostly software licenses, 
maintenance and other professional services), the arrangement consideration is allocated using the 
residual method. Under the residual method, revenue is recognized for the delivered elements 
when (1) Vendor Specific Objective Evidence (“VSOE”) of the fair values of all the undelivered 
elements exists, and (2) all revenue recognition criteria of SOP 97-2, as amended, are satisfied. 
Under the residual method, any discount in the arrangement is allocated to the delivered element. 
The Company’s VSOE of fair value for maintenance is based on a consistent renewal percentage. 
Revenues from maintenance services are recognized ratably over the contractual period or as 
services are performed.  

Revenues from professional services that are not bundled or linked to a software sale are 
recognized as services are performed.  

Hardware sales are recognized on a gross price basis, in accordance with Emerging Issues Task 
Force (“EITF”) 99-19, “Reporting Gross Revenue as a Principal versus Net as an Agent”.  

In cases where the products are sold to smaller retailers, through resellers, revenues are recognized 
as the products are supplied to the resellers in accordance with the provisions of Statement of 
FASB Statement No. 48 – “Revenue Recognition When Right of Return Exists”. In specific cases 
where resellers have right of return or the Company is required to repurchase the products or in 
case the Company guarantees the resale value of the products, revenues are recognized as the 
products are delivered by the resellers.  

Revenues from on-line application, information and messaging services, are recognized as 
rendered in accordance with the provisions of Staff Accounting Bulletin No. 104 of the Securities 
and Exchange Commission.  
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RETALIX LTD 
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continued) 

NOTE 1 – SIGNIFICANT ACCOUNTING POLICIES (continued):  

l. Revenue recognition (continued) 

Deferred revenue includes advances and payments received from customers, for which revenue 
has not yet been recognized as well as obligations related to the provision of maintenance services.   

The Company recognizes revenues net of VAT. 

m. Research and development 

Research and development expenses are charged to expenses as incurred. Participations received 
from the Government of Israel for development of approved projects are recognized as a reduction 
of expenses when the related costs are incurred. Development costs incurred subsequent to the 
establishment of technological feasibility are capitalized in accordance with the principles set forth 
in FASB Statement No. 86, “Accounting for the Costs of Computer Software to be Sold, Leased 
or Otherwise Marketed”. Based on the Company’s product development process technological 
feasibility is established upon completion of a working model i.e. only when all planning, 
designing, coding and testing have been completed according to design specifications. Costs 
incurred by the Company between completion of the working models and the point at which the 
products are ready for general release has been insignificant. Therefore, all research and 
development costs have been expensed. 

n. Issuance of shares by associated company 

Capital gains arising from the issuance of shares by an investee company to third parties are 
reflected in the statement of income (loss) on current basis.  

o. Concentration of credit risk  

Financial instruments, which potentially subject the Company to credit risk, consist principally of 
trade receivables and interest bearing investments. The cash and cash equivalents as of December 
31, 2007 are deposited mainly with leading Israeli and U.S. banks. As of December 31, 2007, the 
Company had an investment of $1 million of a security held in auction rate security – see note 1d. 
In the opinion of the Company, the credit risk inherent in these balances is remote. In addition, the 
Company performs on-going credit evaluations of its clients and generally does not require 
collateral.  

p. Allowance for doubtful accounts 

The allowance for doubtful accounts is determined on the basis of rates applied to customer 
balances in accordance with aging and on the basis of analysis of specific debts which are doubtful 
of collection. In determining the allowance for doubtful accounts, the Group considers, among 
other things, its past experience with such customers, the economic environment, the industry in 
which such customers operate, financial information available on such customers, etc. 

q. Earnings per share (“EPS”) 

Basic EPS is computed by dividing net income (loss) by the weighted average number of shares 
outstanding during the year. Diluted EPS reflects the increase in the weighted average number of 
shares outstanding that would result from the assumed exercise of options, calculated using the 
treasury-stock method in accordance with FASB Statement No. 128, “Earnings Per Share” (“FAS 
128”). The options of certain subsidiaries (see note 8b) have no effect on the Company’s diluted 
EPS since their effect on the subsidiaries EPS is anti-dilutive. As to the data used in the per share 
computation, see note 14d.  
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RETALIX LTD 
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continued) 

NOTE 1 – SIGNIFICANT ACCOUNTING POLICIES (continued):  

r. Other comprehensive income (loss) 

Other comprehensive income, presented in shareholders’ equity, represents currency translation 
adjustments of non-dollar currency financial statements of a subsidiary and of an associated 
company (accumulated balance at December 31, 2007, 2006 and 2005, is $498,000, $102,000 and 
($288,000), respectively) and in 2007 the unrealized losses of investment in available for sale 
security. 

s. Stock based compensation 
 
Effective January 1, 2006, the Company adopted FASB Statement No. 123 (Revised 2004), 
"Share-Based Payment," a revision of FASB Statement No. 123 ("SFAS 123(R)"). SFAS 123(R) 
supersedes Accounting Principles Board ("APB") Opinion No. 25, "Accounting for Stock Issued 
to Employees" ("APB No. 25") and related interpretations, and amends FASB Statement No. 95, 
"Statement of Cash Flows" Generally, the approach in SFAS 123(R) is similar to the approach 
described in SFAS 123. However, SFAS 123(R) requires all equity-based payments to 
employees, including grants of employee stock options, to be recognized in the income statement 
based on their fair values. Pro forma disclosure is no longer an alternative. In March 2005, the 
SEC issued Staff Accounting Bulletin No. 107 ("SAB 107"), which provides supplemental 
implementation guidance on SFAS 123(R). The Company has applied the provisions of SAB 107 
in its adoption of SFAS 123(R). 

 
Prior to January 1, 2006, The Company accounted for employee stock-based compensation in 
accordance with Accounting Principles Board Opinion (“APB”) No. 25, “Accounting for Stock 
Issued to Employees” and related interpretations. In accordance with FASB Statement No. 123, 
“Accounting for Stock-Based Compensation” (“SFAS 123”), the Group disclosed proforma 
information on the net income and earning per share assuming the Group had accounted for 
employee stock option grants using the fair value-based method defined in SFAS 123.  

 
The Company adopted SFAS 123(R) using the modified prospective method. Under this 
transition method, compensation costs recognized as from January 1, 2006 include (a) 
compensation costs for all equity-based payments granted prior to, but that had not yet vested as 
of, January  1, 2006, based on the grant date fair value estimated in accordance with the pro forma 
provisions of SFAS 123 adjusted for estimated forfeitures, see below, and (b) compensation costs 
for the equity-based payments granted subsequent to January 1, 2006 based on the grant date fair 
value estimated in accordance with SFAS 123(R). The Company's consolidated financial 
statements for prior periods have not been restated to reflect, and do not include, the impact of 
SFAS 123(R). The Company selected the Black-Scholes option pricing model as the appropriate 
fair value method for its stock-options awards based on the market value of the underlying shares 
at the date of grant. The Company recognizes compensation costs using the multiple option award 
approach that results in an accelerated recognition of compensation costs in comparison to the 
straight line method. 

 
The Company uses historical stock price volatility as the expected volatility assumption required 
in the Black-Scholes option valuation model. As equity-based compensation expense recognized 
in the Company's consolidated statement of income for fiscal 2006 is based on awards ultimately 
expected to vest, such expense has been reduced for estimated forfeitures. SFAS 123(R) requires 
future forfeitures to be estimated at grant date and at each balance sheet date thereafter. In the 
Company's pro forma information required under SFAS 123 for the periods prior to fiscal 2006, 
the Company accounted for forfeitures as they occurred. As a result of the adoption of SFAS 
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RETALIX LTD 
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continued) 

NOTE 1 – SIGNIFICANT ACCOUNTING POLICIES (continued):  

s. Stock based compensation (Continued) 
 
123(R), starting 2006, the Company recorded the compensation cost based on an expected 
forfeiture rate. 
 
The Company accounts for equity instruments issued to third party service providers (non-
employees) in accordance with the fair value based on an option-pricing model, pursuant to the 
guidance in EITF 96-18 “Accounting for Equity Instruments That Are Issued to Other Than 
Employees for Acquiring, or in Conjunction with Selling Goods or Services”. The fair value of 
the options granted is revalued over the related service periods and recognized over the vesting 
period using the accelerated method.  

 
The total compensation costs recognized in the year ended December 31, 2007 and 2006 income 
statement for stock-based employee compensation awards were $3,017,000 and $2,923,000, 
respectively, net of the tax effect of $40,000 and $45,000, respectively.  
 
The total compensation costs recognized in the year ended December 31, 2007 and 2006 income 
statement for stock-based non employee compensation awards were $799,000 and $516,000, 
respectively, net of the tax effect of $33,000 and $237,000, respectively.  
 
As discussed above, prior to fiscal 2006, the Group followed the disclosure-only provisions of 
SFAS 123. The following table illustrates the effect on net income and earnings per share 
assuming the Group had applied the fair value recognition provisions of SFAS 123 to its stock-
based employee compensation in the year ended December 31, 2005, before the adoption of 
SFAS 123(R): 

 

 
Year  ended December 

31 
 2005 

 

U.S. $ in thousands, 
except per share 

data 
   
Net income, as reported 14,621
Deduct – the stock based employee compensation effect 
determined under the fair value method for all awards * (3,832) 

Pro forma net income 10,789
 
Earnings per share: 
Basic - as reported 0.78
Basic - pro forma 0.58
Diluted - as reported 0.74
Diluted - pro forma 0.55

* The fair value of each option granted is estimated on the date of grant using the Black-Scholes 
option-pricing model. See note 8b for weighted average assumptions: 
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RETALIX LTD. 
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continued) 

NOTE 1 – SIGNIFICANT ACCOUNTING POLICIES (continued): 
 

t. Advertising expenses  

These costs are charged to selling and marketing expenses as incurred. Advertising expenses 
totaled $2,820,000, $2,095,000 and $2,716,872 in the years ended December 31, 2007, 2006 and 
2005, respectively.  

u. Derivative financial instruments 

The Company has only limited involvement with foreign exchange derivative financial 
instruments (forward exchange contracts). The transactions are designed to hedge the currency 
exposure on identifiable assets and liabilities in currencies other than the functional currency. 
These contracts do not qualify for hedge accounting under FAS 133. As a result, changes in the 
fair value of derivatives are reflected, as incurred, in the statements of income and included in 
“financial expenses - net”.  

v.  Sale of receivables  

The Group factors some of its trade receivables. The factoring is effected through banks, on a non-
recourse basis. The transfer of accounts receivable qualify as a sales transaction under the 
provisions of FASB Statement No.140, “Accounting for Transfers and Servicing of Financial 
Assets and Extinguishments of Liabilities” (“FAS 140”). The resulting costs are charged to 
financial expenses - net, as incurred. The balance of factored receivables amounted approximately 
$10,448,000 and $35,900,000 as of December 31, 2007 and 2006, respectively. The expenses 
resulting from the sales of trade receivables in the years ended December 31, 2007, 2006 and 2005 
amounted to $1,862,000, 1,482,000 and $1,836,000, respectively, and are included in financial 
expenses. In the fourth quarter of the year the company decided to discontinue the factoring of 
receivables. 

w. Adoption of Staff Accounting Bulletin No. 108, "Considering the Effects of Prior Year 
Misstatements when Quantifying Misstatements in Current Year Financial Statements." 
(“SAB 108”): 

 

In September 2006, the SEC staff issued SAB 108. SAB 108 was issued in order to eliminate the 
diversity of practice surrounding how public companies quantify financial statement 
misstatements.  

Traditionally, there have been two widely-recognized methods for quantifying the effects of 
financial statement misstatements: the “roll-over” method and the “iron curtain” method. The roll-
over method focuses primarily on the impact of a misstatement on the income statement—
including the reversing effect of prior year misstatements—but its use can lead to the 
accumulation of misstatements in the balance sheet. The iron-curtain method, on the other hand, 
focuses primarily on the effect of correcting the period-end balance sheet with less emphasis on 
the reversing effects of prior year errors on the income statement. Prior to our application of the 
guidance in SAB 108, the Group used the roll-over method for quantifying financial statement 
misstatements.  

In SAB 108, the SEC staff established an approach that requires quantification of financial 
statement misstatements based on the effects of the misstatements on each of the company's 
financial statements and the related financial statement disclosures. This model is commonly 
referred to as a "dual approach" because it requires quantification of errors under both the iron 
curtain and the roll-over methods.  
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RETALIX LTD. 
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continued) 

NOTE 1 – SIGNIFICANT ACCOUNTING POLICIES (continued): 

SAB 108 permitted existing public companies to initially apply its provisions either by (i) 
restating prior financial statements as if the "dual approach" had always been applied or (ii) 
recording the cumulative effect of initially applying the "dual approach" as adjustments to the 
carrying values of assets and liabilities as of January 1, 2006 with an offsetting adjustment 
recorded to the opening balance of retained earnings.  

The Group elected to record the effects of applying SAB 108 using the cumulative effect transition 
method. The adoption of SAB 108 resulted in a cumulative effect in an aggregate amount of 
$1,621,000 being recorded against the Group's retained earnings as of January 1, 2006. 

 

x. Newly issued accounting pronouncements: 

 
1)  In September 2006, the FASB issued Statement of Financial Accounting Standards No. 157, “Fair 

Value Measurements” (“SFAS 157”). SFAS 157 defines fair value, establishes a framework and 
gives guidance regarding the methods used for measuring fair value, and expands disclosures 
about fair value measurements. SFAS 157 is effective for financial statements issued for fiscal 
years beginning after November 15, 2007, and interim periods within those fiscal years (January 
1, 2008, for the Company). Subsequent to the issuance of SFAS 157, the FASB issued FASB 
Staff Positions (FSP) 157-1, "Application of FASB Statement No. 157 to FASB Statement No. 13 
and Other Accounting Pronouncements That Address Fair Value Measurements for Purposes of 
Lease Classification or Measurement under Statement 13" and FSP 157-2 "Effective Date of 
FASB Statement No. 157." FSP 157-1 excludes, in certain circumstances, SFAS 13 and other 
accounting pronouncements that address fair value measurements for purposes of lease 
classification or measurement under Statement 13 from the provision of SFAS 157. FSP 157-2 
delays the effective date of SFAS 157 for nonfinancial assets and nonfinancial liabilities, except 
those that are recognized or disclosed at fair value in the financial statements on a recurring basis 
(at least annually). FSP 157-2 defers the effective date of SFAS 157 for such instruments to fiscal 
years beginning after November 15, 2008, and interim periods within those fiscal (January 1, 
2009, for the Company). The Company is currently assessing the impact that SFAS 157 will have 
on its consolidated financial statements. 

 
2) In February 2007, the Financial Accounting Standards Board (FASB) issued Statement of 

Financial Accounting Standards (SFAS) No. 159, “The Fair Value Option for Financial Assets 
and Financial Liabilities, Including an Amendment of FASB Statement No. 115,” which will 
become effective in 2008. SFAS No. 159 permits entities to measure eligible financial assets, 
financial liabilities and firm commitments at fair value, on an instrument-by-instrument basis, that 
are otherwise not permitted to be accounted for at fair value under other generally accepted 
accounting principles. The fair value measurement election is irrevocable and subsequent changes 
in fair value must be recorded in earnings.  
 

3) In December 2007, the FASB issued FAS No. 141 (revised 2007), Business Combinations, and 
FAS No. 160, Noncontrolling Interests in Consolidated Financial Statements-an amendment of 
ARB No. 51 . FAS No. 141 (revised 2007) requires an acquirer to measure the identifiable assets 
acquired, the liabilities assumed and any noncontrolling interest in the acquiree at their fair values 
on the acquisition date, with goodwill being the excess value over the net identifiable assets 
acquired. This standard also requires the fair value measurement of certain other assets and 
liabilities related to the acquisition such as contingencies and research and development. FAS 
No. 160 clarifies that a noncontrolling interest in a subsidiary should be reported as a component 
of shareholders’ equity in the consolidated financial statements. Consolidated net income should 
include the net income for both the parent and the noncontrolling interest with disclosure of both 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continued) 

NOTE 1 – SIGNIFICANT ACCOUNTING POLICIES (continued): 
 
 amounts on the consolidated statement of income. The calculation of earnings per share will 

continue to be based on income amounts attributable to the parent. The effective date for both 
Statements is for fiscal years beginning after December 15, 2008. The adoption of FAS No. 141 
(revised 2007) is prospective. The adoption of FAS No. 160 is prospective. The impact to 
presentation and disclosure are applied retrospectively. We are currently in the process of 
evaluating the impact, if any, that the adoption of FAS No. 141 (revised 2007) and FAS No. 160 
will have on our financial position, consolidated results of operations and cash flows. 

 

x. Newly issued accounting pronouncements (continued): 

 
4) In March 2008, the Financial Accounting Standards Board (FASB) issued Statement of Financial 

Accounting Standards (SFAS) No. 161, “Disclosures about Derivative Instruments and Hedging 
Activities-an amendment of FASB Statement No. 133.” SFAS No. 161 expands the current 
disclosure requirements of SFAS No. 133, “Accounting for Derivative Instruments and Hedging 
Activities,” such that entities must now provide enhanced disclosures on a quarterly basis 
regarding how and why the entity uses derivatives; how derivatives and related hedged items are 
accounted for under SFAS No. 133 and how derivatives and related hedged items affect the 
entity’s financial position, performance and cash flow. Pursuant to the transition provisions of the 
Statement, the company will adopt SFAS No. 161 in fiscal year 2009 and will present the 
required disclosures in the prescribed format on a prospective basis. This Statement will not 
impact the Consolidated Financial Statements as it is disclosure-only in nature. 

 

y. Reclassification 

Certain comparative figures have been reclassified to conform to the current year presentation.  

 

NOTE 2 – ACQUISITIONS: 

The results of the following acquisitions done by the Company to further expand its product 
offerings and market position are included in the Company’s consolidated statement of operations 
as of the date of the acquisition of each company.  

a. In May 1, 2007, the Company, through its subsidiary Retalix Holdings Inc. acquired substantially 
all of the assets and certain identified liabilities of BGI International for $1,370,000 in cash 
(including transaction costs in amount of $20,000) and an additional $150,000 amount to be paid 
on the two years anniversary date of the acquisition. In addition, up to an additional $1.4 million 
will be payable by the Company over the next three years based on the excess of revenues derived 
from the BGI acquired assets over certain defined thresholds. The identified intangible assets 
acquired amounted to approximately $736,000 and included customer relationships of 
approximately $200,000 to be amortized over an estimated useful life of 6 years and Acquired 
Technology of approximately $536,000 to be amortized over an estimated useful life of 3 years. 
Goodwill arising on the acquisition amounted to approximately $943,000. The goodwill will be 
amortized for tax purposes over a period of 15 years. The Company expects that this acquisition 
will enhance the suite of software solutions to include grocery and transportation management 
tools and save time on development of such solutions on a standalone basis. Accordingly, the 
acquisition resulted in a significant allocation to goodwill. 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continued) 

NOTE 2 – ACQUISITIONS (continued):  

b. In February 2006, the Company, through its subsidiary Retalix Holdings Inc. acquired 
substantially all of the assets and liabilities of Base Products, Inc., a provider of a suite of 
hardware and software products and services for food and consumer goods retailers, for 
$2,653,000 in cash.  The identified intangible assets acquired amounted to approximately 
$1,287,000 and included mainly customer relationships of approximately $1,277,000 to be 
amortized over an estimated useful life of 15 years. Goodwill arising on the acquisition amounted 
to approximately $1,614,000. The goodwill will be amortized for tax purposes over a period of 15 
years. The Company expects that this acquisition will strengthen and significantly widen its 
customer relationship in the independent food and consumer goods retail industry and thus 
improve its position in its target markets. Accordingly, the acquisition resulted in a significant 
allocation to goodwill. 

c. In March 2006, the Company through its subsidiary Retalix Holdings Inc., acquired an additional 
45% of the equity of StoreNext Retail Technology LLC (“StoreNext USA”) and increased its 
holdings in StoreNext USA to 95%. The consideration the Company paid for this acquisition was 
approximately $4,875,000 in cash. The identified intangible assets acquired amounted to 
approximately $1,553,000 and included mainly customer relationships of approximately $833,000 
to be amortized over an estimated useful life of 15 years - see also note 4b. Goodwill arising on 
the acquisition amounted to approximately $3,323,000.  The Company expects that this 
acquisition will strengthen StoreNext USA and widen its access to hardware sources and thus 
increase its customer relationship and improve its position in its target markets. Accordingly, the 
acquisition resulted in a significant allocation to goodwill. In March 2008, the Company exercised 
its right and option to purchase from a third party additional 5% of StoreNext USA for an 
aggregate amount of $625,000. 

d. In August 2006, the Company acquired an additional 31% of the equity of P.O.S. (Restaurant 
Solutions) Ltd., or PRS.  This acquisition increased the Company’s holdings in PRS to 100%. The 
consideration the Company paid for this acquisition was approximately $730,000 in cash.  
Goodwill arising on the acquisition amounted to approximately $288,000.   

e. On April 1, 2005, the Company, through its subsidiary Retalix Holdings Inc., acquired 
approximately 73.4% of the issued and outstanding shares (on an as-converted-to-common-stock 
basis) of TCI Solutions Inc. (“TCI”), a provider of retail store and headquarters solutions, 
including pricing, promotions, inventory, management and DSD solutions for the grocery industry 
in consideration of $32,600,000, comprised of $15,603,000 in cash, including direct costs 
consisting mostly of legal, consulting and registration fees, and 715,730 of the Company’s 
Ordinary shares valued at approximately $16,980,000. The identified intangible assets acquired 
amounted to approximately $9,596,000 and included mainly acquired technology of 
approximately $2,810,000 and customer relationship of approximately $6,506,000 to be amortized 
over their estimated useful lives (4 to 15 years). Goodwill arising on the acquisition amounted to 
approximately $29,413,000. The Company expects that this acquisition will strengthen and widen 
its product offerings and thus improve its position in its target markets. In addition, the Company 
believed it would gain the ability to increase sales of both its traditional products and the new 
products gained from the acquisition by cross selling into each other’s established markets. 
Synergies may also be realized through the use of some common corporate overhead resources. 
Accordingly, the acquisition resulted in a significant allocation to goodwill due to the above 
factors. Also in April, 2005, the Company through its subsidiary Retalix Holdings Inc., executed 
an agreement and plan of merger with TCI, pursuant to which in November 2005, TCI merged 
with and into one of the Company’s subsidiaries and all the additional outstanding common stock 
and Preferred stock of TCI (other than shares held by the Company and shares as to which 
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NOTE 2 – ACQUISITIONS (continued):  

 appraisal rights had been properly perfected under Delaware law), were acquired by the 
subsidiary for an aggregate of approximately $2,570,000 in cash. Goodwill arising from this 
transaction amounted to approximately $2,570,000.  

f. On April 1, 2005, the Company through its subsidiary Retalix Holdings Inc., acquired 
substantially all of the assets of Integrated Distribution Solutions Inc. (“IDS”), a provider of ERP 
and distribution solutions for the food service, convenience store and grocery industries in 
consideration of $44,859,000, comprised of $37,976,000 in cash, including direct costs consisting 
mostly of legal, consulting and registration fees, and 290,128 of the Company’s Ordinary shares 
valued at approximately $6,883,000. In addition, the sellers were issued additional 207,236 shares 
valued at $3,973, 000 that were released from escrow to the sellers after certain customer retention 
milestones were met as of April 1, 2007. 69,481 shares and approximately $1.1 million in cash are 
still being held in escrow pending third party claim that has not yet been resolved. The identified 
intangible assets acquired amounted to approximately $15,463,000 and included mainly acquired 
technology of approximately $4,120,000 and customer relationship of approximately $ 10,852,000 
to be amortized over their estimated useful lives (2 to 15 years). Goodwill arising on the 
acquisition amounted to approximately $33,356,000. The goodwill will be amortized for tax 
purposes over a period of 15 years. The Company expects that this acquisition will strengthen and 
significantly widen its product offerings and thus improve its position in its target markets. In 
addition, the Company believed it would gain the ability to increase sales of both its traditional 
products and the new products gained from the acquisition by cross selling into each other’s 
established markets. Additionally, IDS’s reputation in the industry and its name recognition are 
also factors in the valuation of IDS’s goodwill. Accordingly, the acquisition resulted in a 
significant allocation to goodwill due to the above factors. 

g. In July 2005, the Company, through its subsidiary Retalix Italia S.p.A., acquired in whole M.P.S. 
Millennium Pos Solution S.r.l. in consideration of $604,000 in cash. The identified intangible 
assets acquired amounted to approximately $239,000 consisting primarily from acquired 
technology of approximately $193,000 and customer relationship of approximately $46,000, to be 
amortized over their estimated useful lives (5 years). - see also note 4b. Goodwill arising on the 
acquisition amounted to approximately $305,000.  

h.  The following presents certain unaudited pro forma combined condensed income statement 
information for the years ended December 31, 2007 and 2006, assuming that acquisition taken 
place during 2007, had taken place on January 1, 2006 and January 1, 2007 and that the 
acquisitions taken place in 2006 had taken place on January 1, 2006, after giving effect to certain 
adjustments, including amortization of identifiable intangible assets of $71,000 and $227,000 in 
2007 and 2006, respectively: 

 
  2007  2006 

  
U.S. $ in thousands 

(except per share data) 
  (Unaudited)  (Unaudited) 

Revenues  221,811   206,114 
      
Net income (loss)  (569 )  1,140 
Earnings (losses) per share:      

Basic  (0.03 )  0.06 
Diluted  (0.03 )  0.06 
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The amounts are based upon certain assumptions and estimates and do not reflect any benefits 
which might be achieved from combined operations. The pro forma results do not necessarily 
represent results, which would have been achieved if the acquisition had taken place on the basis 
assumed above, nor are they indicative of the results of future combined operations. 

Following is the allocation of the purchase price of the 2007 acquisitions: 

 

 

   

 

 

 

 

 

NOTE 3 – PROPERTY, PLANT AND EQUIPMENT:  

a.  Composition of property, plant and equipment, grouped by major classification is as follows: 

  December 31  
  2007  2006  
  U.S. $ in thousands  

Computers and peripheral equipment  18,729 17,630 
Land lease rights and building  9,901 7,140 
Vehicles  538 797 
Office furniture and equipment  5,137 4,799 
Leasehold improvements  2,404 1,935 
  36,709 32,301 
    
Less - accumulated depreciation  24,141 21,121 
  12,568 11,180 

b. As to geographical locations, see note 13b.  

c. Depreciation expenses totaled $3,352,000 $3,431,000 and $2,996,000, in the years ended 
December 31, 2007, 2006 and 2005, respectively. 

 
Year ended 

December 31, 2007

 

Initially 
consolidated 

 
 U.S. $ in thousands

Current liabilities, net of current assets (315)
Property and equipment 6
Goodwill arising on Acquisitions 943
Identified intangible assets 736

 1,370
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NOTE 4 – GOODWILL AND OTHER INTANGIBLE ASSETS:  

a. Goodwill 

The changes in the carrying amount of goodwill for each reportable geographical segment are as 
follows: 

  U.S.  Israel  
International

(Europe)  Total 
  U.S $ in thousands 
 
Balance as of January 1, 2006  93,827 3,541  3,841  101,209 
Goodwill attributed to new subsidiaries 

acquired during 2006 and additional 
investments in subsidiaries  4,937 288  -  5,225 

Differences from translation of non 
dollar currencies  - -  335  335 

Other adjustments*  765 (28)  -  737 
Balance as of December 31, 2006  99,529 3,801  4,176  107,506 
Goodwill attributed to new subsidiaries 

acquired during 2007 and additional
investments in subsidiaries  4,916 -  -  4,916 

Differences from translation of non 
dollar currencies  - -  387  387 

Other adjustments*  (3,883) -  -  (3,883)
Balance as of December 31, 2007  100,562 3,801  4,563  108,926 

* Resulting mainly from changes in deferred tax assets resulting from business combinations. 

The Company identified its various reporting units, which consist of geographical areas, and for 
which separately identifiable cash flow information is available. The Company uses a valuation 
model of future discounted cash flows to determine the fair value of the reporting units and 
whether any impairment of goodwill exists. 

b. Intangible assets: 

1) The following table presents the components of the Company’s acquired intangible assets 
with definite lives: 

  Weighted average
amortization 

period 

 Original amount  Amortized balance 
   December 31  December 31 
   2007  2006  2007  2006 
  Years  U.S. $ in thousands 

Customer relationship  14.3 24,572 24,372  16,450 17,721 
Maintenance and license 

agreements  - 2,638 2,638  - - 
Acquired technology  4.5 10,777 10,242  3,516 4,810 
Distribution rights  - 759 759  19 113 
Other identified 

intangible assets  2.9 1,937 1,937  694 854 
Total   40,683 39,948  20,679 23,498 

2) Intangible assets amortization expenses totaled $3,595,000 $5,130,000 and $4,474,000 in the 
years ended December 31, 2007, 2006 and 2005, respectively. Future annual amortization 
expenses are approximately $3,353,000, $2,808,000, $1,724,000, $1,298,000 and $1,298,000 
in 2008, 2009, 2010, 2011 and 2012, respectively.  



Retalix Ltd. – Notes to Consolidated Financial Statements  
 

RETALIX ANNUAL REPORT 2007   35 

RETALIX LTD. 
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continued) 

NOTE 5 – LONG-TERM LOANS, NET OF CURRENT MATURITIES: 

a. Long- term loans classified by currency of repayment are as follows: 

  
Interest rate as of 

December 31, 2007  December 31 
  %  2007  2006 
    U.S. $ in thousands 

Bank loan -        
In EURO  Fixed at 2%   911  1,153 

Other:        
Loan from shareholders of a 

subsidiary  LIBOR*+0.75%   133  129 
     1,044  1,282 

Less - current maturities     258  224 
     786  1,058 

* The $ LIBOR rate as of December 31, 2007 – 4.70%. 

b. The loans (net of current maturities) mature in the following years after the balance sheet date: 

  December 31 
  2007  2006 
  U.S. $ in thousands 

2008     229 
2009   263  233 
2010    269  241 
2011 and thereafter (through 2012)   254  355 
   786  1,058 

 

NOTE 6 – EMPLOYEE RIGHTS UPON RETIREMENT:  

a. Israeli, Italian, U.K. and Australian labor laws generally require payment of severance pay upon 
dismissal of an employee or upon termination by the employees of employment in certain other 
circumstances. The severance pay liability of the Israeli companies and one of the Italian 
subsidiaries in the Group to their employees, which reflects the undiscounted amount of the 
liability, is based upon the number of years of service and the latest monthly salary, and is partly 
covered by insurance policies and by regular deposits with recognized severance pay funds. The 
amounts funded as above are presented among non-current assets. The Israeli companies in the 
Group may only make withdrawals from the amounts funded for the purpose of paying severance 
pay.  

b. Some of the Company’s U.S. subsidiaries provide 401 (k) plans for the benefit of their employees. 
Under these plans, contributions are based on a specified percentage of pay.  

c. The severance expenses amounted to $3,417,000, $2,469,000 and $1,308,000 in the years ended 
December 31, 2007, 2006 and 2005, respectively. The 401(k) plans expenses as mentioned in b. 
above amounted to $985,000, $1,029,000 and $826,000 in the years ended December 31, 2007, 
2006 and 2005, respectively. 

d. The profits (loss) on the amounts funded totaled $950,000, $580,000 and $ (155,000) in the years 
ended December 31, 2007, 2006 and 2005, respectively.  

e. Cash flow information regarding the Company’s liability for employee rights upon retirements: 
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NOTE 6 – EMPLOYEE RIGHTS UPON RETIREMENT (continued):  

1) The Group expects to contribute in the year ending December 31, 2008, $2,690,000 to the 
insurance companies and severance pay funds in respect of its severance pay obligation. 

2) The Company expects to pay $747,000 future benefits to its employees during 2008 to 2017 
upon their normal retirement age - see breakdown below. The amount was determined based 
on the employee’s current salary rates and the number of service years that will be 
accumulated upon the retirement date. These amounts do not include amounts that might be  

paid to employees that will cease working for the Company before their normal retirement age.  

  
U.S. $ 

in thousands  
Year ending December 31:   

2008  216 
2009  58 
2010  210 
2011  57 
2012  54 
Thereafter (through 2013)  152 
  747 

NOTE 7 – COMMITMENTS, PLEDGES AND CONTINGENT LIABILITIES:  

a. Commitments:  

1) Lease agreements:  

The Group has entered into operating lease agreements for the premises it uses; the last lease 
expires in 2012. In addition, the Company leases vehicles under standard commercial leases 
for periods of three years per vehicle.  

The projected charges under the above leases are mainly denominated in U.S. $, at rates in 
effect as of December 31, 2007, as follows: 

  
U.S. $ 

in thousands 
Year ending December 31:    

2008   6,108 
2009   3,991 
2010   1,247 
2011   435 
2012   322 
   12,103 

Office and vehicles lease expenses totaled $5,594,000, $5,509,000 and $4,844,000 in the 
years ended December 31, 2007, 2006 and 2005, respectively. 
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NOTE 7 – COMMITMENTS, PLEDGES AND CONTINGENT LIABILITIES (continued):  

2) Effective April 1, 1998, the Company’s Chief Executive Officer (“the CEO”), is entitled to 
receive a bonus subject to the Company’s attaining certain performance milestones: For the 
first $1,000,000 of the Company’s net income, he is entitled to a bonus of $65,000 and for 
every subsequent $1,000,000 of net income $5,000 less than the entitlement in respect of the 
previous $1,000,000, but not less than a bonus of $35,000 for every million dollars over the 
seventh million of net income.  

In addition, according to the same arrangement, the CEO is entitled to options to be granted 
beginning each calendar year equal to 1% of the Company’s issued share capital per grantee 
for each year. The exercise price of the options is equal to the closing market price of the 
shares at the day preceding the grant date. The options are fully vested and blocked over three 
years from grant date, and become exercisable in three equal portions at the end of each year 
during said three-year period. 

3) Royalty commitments: 

The Company and some of its subsidiaries are committed to pay the Government of Israel 
royalties on revenues derived from certain products, the research and development of which, 
is partly financed by royalty-bearing Government participations. These funding programs are 
managed by the Israeli government within the jurisdiction of The Ministry of Commerce and 
Industry and specifically by the Office of the Chief Scientist. At the time the grants were 
received, successful development of the related projects was not assured.  

In case of failure of a project that was partly financed, the Company is not obligated to pay 
any such royalties. Under the terms of these funding programs, royalties of 3%-3.5% are 
payable on sales of products developed under such funding programs, up to 100% of the 
amount of funding received (dollar linked and bearing annual interest at the LIBOR rate). 
Payment of royalties on account of development projects funded as above is conditional upon 
the ability to generate revenues from products developed under such projects. Accordingly, 
the Group is not obligated to pay any royalties on account of funded projects, which fail to 
generate revenues. 

As of December 31, 2007, total royalty to be paid by the Group in the future on account of 
projects funded under the Office of the Chief Scientist is $5,455,000, including interest. 

b. Contingent liabilities:  

Lawsuits against the Company and its subsidiaries: 

1) Prior to the acquisition of Retail Control Systems Inc., or RCS, a legal claim was filed against 
RCS in the Circuit Court of the Seventeenth Judicial Circuit, County of Winnebago, Illinois, 
by a dealer who sold one of RCS’s products early in 1994, and claims that RCS promised 
features and enhancements were never delivered. The damages claimed in this suit are in 
amount of $569,000. 

The claim is covered and handled by RCS’s errors and omissions insurers. The limit of 
liability under the relevant errors and omissions insurance policy was $1,000,000 per claim 
and in aggregate. The Company is of the opinion that RCS has meritorious defenses against 
this claim and that it will not result in any material expense and therefore no provision was 
recorded in regard to this claim as of December 31, 2007.  
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NOTE 7 – COMMITMENTS, PLEDGES AND CONTINGENT LIABILITIES (continued): 
 
2) In March, 2005, a former dealer in the U.S. (Sierra Nevada Cash Register) filed in the Third 

Judicial District Court of Salt Lake County, Utah, a complaint against StoreNext USA, 
seeking actual and subsequent damages in excess of $300,000 for breach of the distributorship 
agreement and unfair competition. In addition, the Company filed a counter claim against 
Sierra Nevada for unpaid receivables for product in the amount of $119,000.  As of December 
31, 2007 this matter has been settled, according to which the customer will return the products 
and no mutual payment will be needed. 

3) In June 2006, a customer in the U.S (“the customer”), filed in the District Court of Madison 
County, Nebraska, complaint against the Company’s subsidiary, Retalix USA Inc. (“Retalix 
USA”) and IDS, in which it asserts claims for misrepresentation and concealment, breach of 
contract and breach of warranties arising from its contract with IDS. In August, 2006, the 
action was removed to the U.S. District Court for the District of Nebraska, and IDS filed a 
motion to compel arbitration and Retalix USA filed a motion to dismiss the complaint on 
various grounds. In September, 2006, the customer opposed to these motions. In October, 
2006, the court granted IDS’s motion to compel arbitration and reserved judgment on Retalix 
USA’s motion to dismiss the complaint and stayed the federal action, all pending the outcome 
any arbitration. In February, 2007, Retalix USA filed a Demand for Arbitration against the 
customer with the American Arbitration Association in Dallas, Texas, seeking to recover 
damages, interest and attorney’s fees in excess of $2.3 million as a result of the customers 
failure to pay for products delivered and services rendered as well as other misconducts. In 
February, 2007, the customer filed a Counterclaim and Demand for Arbitration seeking to 
recover damages, interest, taxable arbitration costs and attorney’s fees in excess of $9.9 
million for breach of contract, breach of warranties and other misconducts.  In August 30, 
2007 the arbitrators approved a preliminary hearing scheduling order, according to which the 
parties exchanged discovery requests, written responses and documents. On November 1, 
2007 the customer filed a statement of damages alleging total damages in excess of 
$22,000,000. The arbitration is currently scheduled to November 2008, in Omaha, Nebraska. 
Retalix USA intends to vigorously pursue its claims, to contest the counterclaims asserted in 
the arbitration proceeding and to assert its indemnification rights, if necessary. As of 
December 31, 2007, the balance of debt of this customer for services supplied by the 
Company approximately $2,569,000, was fully reserved as doubtful debts. The Company is of 
the opinion that it does not have any additional exposure due to this claim and thus no 
additional provision was recorded as of December 31, 2007.  

 
 4) In March 2007, a customer in the U.S., filed in the District Court of El Paso County, Texas, a 

complaint against Retalix USA Inc., seeking actual and consequential damages in excess of 
$270,000 and in addition, other damages totaling three times the actual damages, as well as 
attorney’s fees, expenses and interest for breach of contract, breach of warranty and other 
misconducts. In April 2007 Retalix USA filed its Original Answer and counterclaim against 
the customer for breach of contract, pursuant to which Retalix USA seeks $ 214,000 plus 
interest and attorney’s fees for breach of contract. Since no discovery has actually been 
compelled as of December 31, 2007 in this matter, no provision was recorded in regard to this 
claim as of December 31, 2007.  
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5) In August, 2005, an Italian distributor of Retalix Italia approached the Company and Retalix 
Italia claiming that the acquisition of M.P.S. Millennium Pos Solution S.r.l. (“MPS”) by 
Retalix Italia in July 2005 formed an act of unfair competition. No further action has been 
taken by the above party, in connection with its above allegation to date. In addition, in April, 
2006, the above distributor exercised arbitration proceedings in order to enforce its claims of 
co-ownership to a certain product of M.P.S., as well as indemnity for certain damages 
allegedly suffered by him within this context. In May 2006, MPS requested the arbitral court 
to reject all claims filed by the above party. In May 2007, the parties to this dispute signed a 
settlement agreement according to which all previous agreements in connection with the 
relationship between the parties are cancelled and MPS and the distributor are the sole owners 
of the product may further develop and sell the product - each at its own discretion, and such  
action by either will not create any obligation towards the other party. In addition, and 
regardless of any further sales of the product by either party, the distributor is to pay MPS use 
fees totaling approximately $53,000, in installments, during the period of June 2007 to June 
2010. The agreement also stipulates that MPS is to provide the distributor training for a 
consideration totaling approximately $40,000 as well as support services to continue until the 
end of January 2008, for a consideration totaling approximately $66,000.  

6) In September, 2006, a former employee of one of the Company’s Israeli subsidiaries - Tamar, 
who was employed by said subsidiary prior to its acquisition by the Company, submitted in 
the magistrates court in Kfar Saba a claim against the subsidiary according to which one of 
the former managers of the subsidiary allegedly treated him harshly, which caused the 
plaintiff severe mental damage and disability.  The damages claimed under this claim total 
approximately $364,000. The Company is of the opinion that its exposure due to this claim is 
immaterial and thus no provision was recorded in regard to this claim as of December 31, 
2007.  

7) The Company and its subsidiaries are also parties to several other claims filed against them 
totaling approximately $167,000. In addition, the Company and its subsidiaries are parties to 
several disputes with former or current customers and service providers. These disputes, 
estimated at a total of $618,000, have not materialized to court claims and some of them are in 
mediation process. The Company is of the opinion that its exposure due to the claims above is 
immaterial and thus no provision was recorded in regard to this claim as of December 31, 
2007.  

c. Pledges: 

A certain bank account containing $1.2 million in marketable securities as of December 31, 2007, 
is pledged to secure any bank credit, including but not limited to loans, given by the bank that 
holds such securities. Additional bank accounts and deposits totaling as of December 31, 2007 
$473,000 are held as collateral for a credit guarantee and a letter of credit issued on behalf of a 
subsidiary. 

d. Line of credit: 

As of December 31, 2007, the Company had unutilized credit lines of approximately $2 million 
bearing annual interest rate of 5.75%.  
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NOTE 8 – SHAREHOLDERS’ EQUITY: 

a. Share capital: 

1) The Company’s shares confer upon the holders the right to receive notice to participate and 
vote in the general meetings of the Company and right to receive dividends, if and when 
declared. 

2) As to shares issued in consideration for acquisitions of subsidiaries, see note 2. 

b. Stock based compensation: 

1) Company’s Option plans: 

On March 5, 1998, the Company’s Board of Directors approved the Second 1998 Share 
Option Plan (“the Second 1998 Plan”). Under the Second 1998 Plan (as was amended from 
time to time) up to 5,000,000 options are available for grant to employees, directors and 
consultants of the Company, to purchase Ordinary shares of the Company. Each option is 
exercisable into one ordinary share of the Company. The exercise price of each option under 
this plan is to be at least equal to the fair value of one Ordinary share at the grant date. Unless 
terminated earlier, the options will expire starting from 2005 through May 2012. These 
options vest over the period of 0 - 3.5 years.  

On November 19, 2007, the Company’s Board of Directors amended the Company's “Second 
1998 share Option Plan” (the “US Plan”) so as to enable to grant of Restricted Stock Units 
pursuant to such US Plan. 

In addition, On November 19, 2007, the Company’s Board of Directors approved to increase 
the pool of authorized and unissued Ordinary Shares nominal value of NIS 1.00 for the 
purpose of grant of awards under the company's “Second 1998 share Option Plan” by 
2,000,000 shares, such that the aggregate pool of reserved shares shall be of 7,000,000 shares. 

As of December 31, 2007 and 2006, 1,990,597 and 35,787 options, respectively remained 
available for grant under the Second 1998 Plan. 

Through December 31, 2007 and 2006, 3,300,470 and 3,165,200 options, respectively, had 
been exercised under the Second 1998 Plan at exercise prices ranging between $7.125 and 
$$23.02 per share. 

On May 10, 2004, the Company’s Board of Directors approved the 2004 Israeli Share Option 
Plan (the “Israeli Plan”). Under the Israeli Plan up to 2,000,000 options can be granted to 
Israeli employees, directors and consultants of the Company to purchase Ordinary shares of 
the Company. Each option is exercisable into one Ordinary share of the Company. Unless 
terminated earlier, the options granted to date under the Israeli Plan will expire under the 
terms of the option agreements beginning in May 2008 through May 2010. These options vest 
over the period of 0 - 3.5 years. 

On November 19, 2007, the Company’s Board of Directors amended the company's “2004 
Israeli Share Option” so as to enable to grant of Restricted Stock Units pursuant to such 
Israeli Plan. 

As of December 31, 2007 and 2006, 353,884 and 677,314 options, respectively remained 
available for grant under the Israeli Plan. 

Through December 31, 2007 and 2006, 75,711 and 30,289 options, respectively had been 
exercised under the Israeli Plan. 
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NOTE 8 – SHAREHOLDERS’ EQUITY (continued): 

On November 19, 2007 the Company’s Board of Directors approved to grant up to an 
aggregate of 275,000 Restricted Stock Units (RSU’s), in an exercise price of NIS 1, pursuant 
to the Israeli Plan and the US plan, exercisable into Shares of the Company to Israeli 
employees or consultants of the company and to US employees. As of December 31, 2007, all 
the RSU’s are nonvested and none of them are forfeited. 

The options and the RSU’s granted under the Israeli Plan are all subject to the “capital gains 
taxation route” under Section 102 of the Income Tax Ordinance [New Version], 1961, which 
generally provides for a reduced tax rate of 25% on gains realized upon the exercise of 
options and sale of underlying shares, subject to the fulfillment of certain procedures and 
conditions including the deposit of such options (or shares issued upon their exercise) for a 
requisite period of time with a trustee approved by the Israeli tax authorities. For as long as 
the shares issued upon exercise of such options are registered in the name of the trustee, the 
voting rights with respect to such shares shall remain with the trustee. Under the “capital 
gains taxation route,” the Company is not entitled to recognize a deduction for tax purposes of 
the gain recognized by the employee upon sale of the shares underlying the options. 

Compensation expense in respect of the CEO entitlement to options (in prior years, due to the 
CEO’s status as a service provider), was determined also prior to the adoption of SFAS 
123(R), based on the fair value of the options. Total expenses in the years ended December 
31, 2007, 2006 and 2005 in respect of these options, before the tax effect, were $832,000 
$923,000 and $167,000, respectively.  

Following is a summary of the status of the option plans: 

    2007  2006  2005  

  
Number of 

options 

Weighted 
average 
exercise 

price  
Number of 

options  

Weighted 
average 
exercise 

price  
Number of  

options  

Weighted 
average 
exercise 

price  
   U.S. $    U.S. $    U.S. $  
                
Options outstanding at beginning of year     3,091,410 18.05 2,134,998  17.63   2,648,019  15.06  
Changes during the year:                

Granted     396,135 17.40 1,325,090  18.07   476,556  22.59  
Exercised*     (180,692) 13.36 (204,451)  13.16   (825,213)  12.26  
Forfeited or expired     (302,515) 20.36 (164,227)  18.79   (164,364)  17.57  

Options outstanding at end of year**     3,004,338 18.02 3,091,410  18.05   2,134,998  17.63  
Options exercisable at year-end     1,798,963 17.88 1,429,256  17.18   1,244,117  15.99  
Weighted average fair value of options 

granted during the year      4.8   6.10     6.92  

* The total intrinsic value of options exercised during the years ended December 31 2007, 
2006 and 2005 is $1,163,741, $1,492,000 and $9,793,000, respectively. 

** As of December 31, 2007, there was $5,958,542 of total unrecognized compensation cost 
(net of forfeitures) related to nonvested share-based compensation arrangements granted 
under the plans. The weighted average realization period of the above unrecognized 
compensation cost was 1.42 years. 

The weighted average fair value of the RSU’s granted during the year is $18.54.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continued) 

NOTE 8 – SHAREHOLDERS’ EQUITY (continued): 

The fair value of each option granted is estimated on the date of grant using the Black-Scholes 
option-pricing model. Following are the relevant weighted average assumptions: 

 
  Year ended December 31
  2007  2006  2005
Dividend yield  0%  0%  0% 
Expected volatility  33%-42%  33%-42%  35%-37%
Risk free interest rate  3%-5%  3%-5%  4% 
Expected holding period (in years)  2.5-4  3-4  3 

The following table summarizes information about options under the Company’s plans 
outstanding at December 31, 2007: 

 

*
 
B
a
s
e
d
 
o
n
 
t
h
e
 
C
o 

*
*
 
*    Based on the Company’s share last known closing price at the Nasdaq Global Select    
Market as at December 31, 2007, of $15.58 per share. 

** The weighted average in respect of all the options and RSU’s. 

Exercise 
price 
U.S.$ 

              
Number of 

options 
outstanding at 
December 31, 

2007 

 

Aggregate 
intrinsic value * 

in U.S. $  
In thousands  

Number of 
options 

exercisable at
December 31,

2007  

Aggregate 
intrinsic value 

* in U.S. $  
In thousands

Weighted 
average 

remaining 
contractual 

life (in 
years) of options 

outstanding   

Weighted
average 

remaining
contractual

life (in 
years) of 

exercisable 
options

              
RSU’s 0.25  275,000  4,216  -  - 2.92  -

8.75  4,202  29  4,202  29 0.33  0.33
10.00  146,216  816  146,216  816 0.33  0.33
14.88  262,700  185  262,700  185 0.33  0.33
15.55  528,333  16  185,000  6 2.58  2.58
16.29  196,135  -  -  - 3.00  -
18.54  200,000  -  -  - 3.91  -
18.55  392,500  -  139,167  - 2.58  2.58
18.56  707,469  -  707,469  - 0.50  0.50
21.86  176,556  -  117,704  - 1.00  1.00
23.02  170,137  -  154,475  - 1.50  1.50
24.46  194,090  -  64,697  - 2.00  2.00
26.00  26,000  -  17,333  - 1.50  1.50

3,279,338  5,262 1,798,963 1,036 **1.80  **1.02
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RETALIX LTD. 
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continued) 

NOTE 8 – SHAREHOLDERS’ EQUITY (continued): 

2) Stock option plan of subsidiaries: 

a) On December 4, 2000, a subsidiary’s board of directors approved an employee stock 
option plan (“the Subsidiary Plan”). Pursuant to the Subsidiary Plan, 270,000 Ordinary 
shares, of NIS 0.01 par value, of the subsidiary are reserved for issuance upon the 
exercise of 270,000 options to be granted to some of the Company’s and of the 
subsidiary’s employees. In addition, within the context of an investment agreement 
signed on December 31, 2000, an additional 90,000 options to purchase 90,000 shares of 
NIS 0.01 par value each were granted to an investor. Virtually all of the above mentioned 
options except those granted to the investor vest as follows: 33.33% after the first year, 
another 33.33% after the second year and another 33.33% after the third year, (in cases 
where the optionee is an employee of the Company or its subsidiary - provided that the 
employee is still the subsidiary’s or the Company’s employee). In addition, all the above 
options including those granted to the investor are not exercisable prior to: (1) the 
consummation of an IPO of the subsidiary’s securities, (2) a merger of the subsidiary or 
(3) seven years from the date of grant. The rights conferred by Ordinary shares obtained 
upon exercise of the options will be identical to those of the other Ordinary shares of the 
subsidiary. Any option not exercised within 10 years of grant date, will expire.  

Some of the options under the Subsidiary Plan are subject to the terms stipulated by 
Section 102 of the Israeli Income Tax Ordinance. Among other things, the Ordinance 
provides that the subsidiary will be allowed to claim as an expense for tax purposes the 
amounts credited to the employees as a benefit, when the related tax is payable by the 
employee. 

During 2001, the subsidiary granted the said 270,000 options partly at an exercise price 
per share of NIS 0.01, and to two employees at an exercise price of $5.55. Through 
December 31, 2007, 112,101 of these options were forfeited and out of which 76,023 
were regranted. 

On November 23, 2004, the above subsidiary’s board of directors approved an additional 
employee stock option plan (“the Subsidiary 2004 Plan”). Pursuant to the Subsidiary 
2004 Plan, options to purchase 36,000 ordinary shares, of NIS 0.01 par value each, were 
granted on December 31 2004, to certain employees of the subsidiary all subject to the 
taxation route for grants under Section 102 of the Income Tax Ordinance [New Version], 
1961. All options granted under the Subsidiary 2004 Plan bear an exercise price of $5.55 
and vest as follows: 33.33% after the first year, another 33.33% after the second year and 
another 33.33% after the third year (in cases where the optionee is an employee of the 
Company or its subsidiary - provided that the employee is still employed by the 
subsidiary or the Company at the date of vesting). In addition, the options are not 
exercisable prior to: (1) the consummation of an IPO of the subsidiary’s securities, (2) a 
merger of the subsidiary or (3) seven years from the date of grant.  



Retalix Ltd. – Notes to Consolidated Financial Statements  

RETALIX ANNUAL REPORT 2007   44 

RETALIX LTD. 
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continued) 

NOTE 8 – SHAREHOLDERS’ EQUITY (continued): 

b) On December 1, 2004, the board of directors of another Subsidiary approved an 
employee stock option plan (“the Additional Subsidiary Plan”). Pursuant to the 
Additional Subsidiary Plan, up to 1,500,000 options to purchase up to 1,500,000 shares of 
the Additional Subsidiary can be granted to its employees, officers and other service 
provider providing services to the Company or any affiliate. In addition, the Additional 
Subsidiary Plan stipulates that options granted pursuant to it, are not to be exercised prior 
to: (1) the conversion of the corporate entity of the Additional Subsidiary from a Limited 
Liability Company, to a C corporation or (2) the consummation of an IPO of the 
Additional Subsidiary’s securities, (3) a merger or a significant change of control in the 
Additional Subsidiary or (4) five years from the date of grant. Accordingly, on December 
14, 2004, the Additional Subsidiary granted options to acquire 1,169,000 of its shares, of 
which 639,000 options were granted to its employees, and 530,000 options were granted 
to employees of affiliates. The options granted bear an exercise price of $0.3748, which 
reflects the market value per share according to an independent valuation. Through 
December 31, 2007, 14,000 of these options were forfeited. In addition, on July 31, 2006 
additional options to acquire 84,000 of the Additional Subsidiary’s shares were granted to 
its employees at an exercise price of $0.9422 a share, which reflects the market value per 
share according to the management valuation.   All of these Additional Subsidiary 
options vest seven years from grant and have full vesting upon an Initial Public Offering 
or change of control or upon the administrating committee discretion, accelerated vesting 
in the event of merger, sale, disposition, or initial public offering of the majority interest 
of the subsidiary. Through December 31, 2007, 7,500 of these options were forfeited.  
The plan shall terminate ten years from the grant date. 

c. Dividends: 

1) In the event that cash dividends are declared by the Company, such dividends will be paid in 
Israeli currency. Under current Israeli regulations, any cash dividend in Israeli currency paid 
in respect of ordinary shares purchased by non-residents of Israel with non-Israeli currency 
may be freely repatriated in such non-Israeli currency, at the rate of exchange prevailing at the 
time of conversion. 

 The Company’s board of directors is authorized to declare dividends, subject to applicable 
law. Dividends may be paid only out of profits and other surplus, as defined in the Israeli 
Companies Law, as of the end of the most recent financial statements or as accrued over a 
period of two years, which ever is higher. Alternatively, if the Company does not have 
sufficient profits or other surplus, then permission to effect a distribution can be granted by 
order of an Israeli court. In any event, a distribution is permitted only if there is no reasonable 
concern that the dividend will prevent the Company from satisfying the Company’s existing 
and foreseeable obligations as they become due. 
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RETALIX LTD. 
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continued) 

NOTE 8 – SHAREHOLDERS’ EQUITY (continued): 

2) Out of the Company’s retained earnings as of December 31, 2007 and 2006, approximately 
$17,365,000 and $15,800,000 are tax-exempt respectively, due to “Approved or Beneficiary 
Enterprise” status granted to some of the Company’s facilities – see note 9b. If such tax-
exempt income is distributed in a manner other than upon the complete liquidation of the 
Company, it would be taxed at the reduced corporate tax rate applicable to such profits (25%) 
and an income tax liability of up to approximately $4,340,000 and $3,950,000 would be 
incurred as of December 31, 2007 and 2006, respectively. The Company’s board of directors 
has determined that it will not distribute any amounts of its undistributed tax exempt income 
as dividend. The Company intends to reinvest the amount of its tax-exempt income. 
Accordingly, no deferred income taxes have been provided on income attributable to the 
Company’s “Approved Enterprise” as the undistributed tax exempt income is essentially 
permanent in duration. See also notes 9b and 9g(5). 

NOTE 9 – TAXES ON INCOME: 

a. Corporate taxation in Israel: 

Tax rates: 

1) The income of the company and its Israeli subsidiaries (other than income from “approved 
enterprises”, see c. below) is taxed at the regular rate.  In August 2005, an amendment 
(No. 147) was published, which makes a further revision to the corporate tax rates prescribed 
by Amendment No. 140.  As a result of the aforementioned amendments, the corporate tax 
rates for 2004 and thereafter are as follows: 2005 – 34%, 2006 – 31%, 2007 – 29%, 2008 – 
27%, 2009 – 26% and for 2010 and thereafter – 25%.  

As a result of the changes in the tax rates, the Company adjusted - in 2005 at the time the 
aforementioned amendments was made, its deferred tax balances, in accordance with the tax 
rates expected to be in effect in the coming years; the effect of the change has been carried to 
income on a current basis.  

2) Subsidiaries outside Israel: 

Subsidiaries that are incorporated outside of Israel are assessed for tax under the tax laws in 
their countries of residence. Our U.S. subsidiaries are taxed on a consolidated basis. The 
inacted statutory tax rates applicable to our primary subsidiaries outside Israel are as follows: 

Company incorporated in the U.S. – tax rate of 40%. 
Company incorporated in Italy – tax rate of 33%. 
Companies incorporated in Australia, France and U.K. – tax rate of 30%. 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continued) 

NOTE 9 – TAXES ON INCOME (continued): 

b. Tax benefits under the Law for the Encouragement of Capital Investments, 1959 (“the law”) 

Some production facilities of the Company have been granted approved enterprise status under the 
above law including its amendment that came into effect in April, 2005, which is discussed below. 

The Company is entitled to additional tax benefits as "companies of foreign investors", as defined 
by the law. 

The main tax benefits available to the Companies are: 

1) Reduced tax rates: 

In respect of income derived from the approved enterprises, the Company are entitled to 
benefits under the law’s reduced tax rates during a period of ten years from the year in which 
such enterprises first earn taxable income (limited to twelve years from commencement of 
production or fourteen years from the date of approval, whichever is earlier). 

The Company has seven approved enterprises.  

Income derived from the approved enterprises is tax exempt during the first two years of the 
ten-year tax benefit period as above, and is subject to a reduced tax rate of 25% during the 
remaining eight years of benefits.  

As of December 31, 2007, the periods of benefits relating to five of the approved enterprises 
of the Company have already expired. The periods of benefits relating to other two approved 
enterprise programs will expire in 2008 and 2012.  

In the event of distribution of cash dividends (and for beneficiated enterprise – also 
liquidation dividend) out of income which was tax exempt as above, the company would have 
to pay the 25% income taxes in respect of the amount distributed (the amount distributed for 
this purpose includes the amount of the income taxes that applies as a result of the distribution 
(see 9g(5) below and note 8c(2)). 

2) Accelerated depreciation: 

The Company is entitled to claim accelerated depreciation in respect of equipment used by 
approved enterprises during the first five tax years of the operation of these assets. 

The entitlement to the above benefits is conditional upon the company’s fulfillment of the 
conditions stipulated by the above law, the regulations published thereunder and the 
certificates of approval for the specific investments in approved enterprises. In the event that 
the Company fails to comply with these conditions, the benefits may be cancelled and the 
company may be required to refund the amount of the benefits, in whole or in part, with 
interest and adjustments for inflation based on the Israeli Consumer Price Index (“Israeli 
CPI”). 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continued) 

NOTE 9 – TAXES ON INCOME (continued): 

c. Measurement of results for tax purposes under the Income Tax (Inflationary Adjustments) 
Law, 1985 (“the Inflationary Adjustments Law”) 

Under the Inflationary Adjustments law, results for tax purposes are measured in real terms, 
having regard to the changes in the Israeli CPI. The Israeli companies in the Group are taxed under 
this law. These financial statements are presented in dollars. The difference between the changes 
in the Israeli CPI and the exchange rate of the dollar, both on an annual and a cumulative basis 
causes a difference between taxable income and income reflected in these financial statements. 
Paragraph 9(f) of FASB Statement No. 109, “Accounting for Income Taxes”, prohibits the 
recognition of deferred tax liabilities or assets that arise from differences between the financial 
reporting and tax bases of assets and liabilities that are remeasured from the local currency into 
dollars using historical exchange rates, and that result from changes in exchange rates or indexing 
for tax purposes. Consequently, the abovementioned differences were not reflected in the 
computation of deferred tax assets and liabilities. In February 2008, the Knesset (the Israeli 
parliament) passed a law according to which the provisions of Inflationary adjustments law will no 
longer apply to the Company in 2008 and thereafter. 

d. Tax benefits under the Law for the Encouragement of Industry (Taxes), 1969: 

The Company is an “industrial company” as defined by this law and as such is entitled to certain 
tax benefits, consisting mainly of accelerated depreciation and the right to claim expenses in 
connection with issuance of its shares to the public, as well as the amortization of patents and 
certain other intangible property rights, as a deduction for tax purposes. 

e. Carryforward tax losses: 

Carryforward tax losses of the Company as of December 31, 2007 aggregate approximately 
$5,724,000. 

Carryforward tax losses of certain subsidiaries as of December 31, 2007 and 2006 aggregate 
approximately $53,150,000 and $48,642,000, respectively. 

Under the Inflationary Adjustments Law, carryforward tax losses related to the Company and the 
Israeli subsidiaries are linked to the Israeli CPI and may be utilized indefinitely. 

As of December 31, 2007, the Company’s U.S. subsidiaries (which are taxed on a consolidated 
basis) have U.S. federal net operating loss carryforwards of approximately $43,400,000, which 
includes approximately $5,600,000 relating to excess stock option deductions. Federal net 
operating loss carryforwards of the U.S. subsidiaries expire at various dates from 2008 through 
2026.  The U.S. subsidiaries have state net operating loss carryforwards of approximately 
$33,200,000, which includes approximately $5,600,000 relating to excess stock option deductions 
discussed above.  State net operating loss carryforwards of the U.S. subsidiaries expire at various 
dates from 2008 through 2026.  Utilization of the U.S. subsidiaries federal and state net operating 
losses attributable to acquired subsidiaries, of approximately $35,700,000 and $15,800,000, 
respectively, are subject to an annual limitation under Internal Revenue Code ("IRC") section 382 
determined by multiplying the value of the acquired entity’s stock at the time of acquisition by the 
applicable long-term tax exempt rate. 
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NOTE 9 – TAXES ON INCOME (continued): 

As of December 31, 2006, the Company’s U.S. subsidiaries (which are taxed on a consolidated 
basis) have U.S. federal net operating loss carryforwards of approximately $40,300,000, which 
includes approximately $5,600,000 relating to excess stock option deductions received upon 
option exercise that when realized will be recorded in additional paid-in capital.  Federal net 
operating loss carryforwards of the U.S. subsidiaries expire at various dates from 2008 through 
2025.  The U.S. subsidiaries have state net operating loss carryforwards of approximately 
$43,600,000, which includes approximately $5,600,000 relating to excess stock option deductions 
discussed above.  State net operating loss carryforwards of the U.S. subsidiaries expire at various 
dates from 2008 through 2025.  Utilization of the U.S. subsidiaries federal and state net operating 
losses attributable to acquired subsidiaries, of approximately $30,900,000 and $14,800,000, 
respectively, are subject to an annual limitation under Internal Revenue Code ("IRC") section 382 
determined by multiplying the value of the acquired entity’s stock at the time of acquisition by the 
applicable long-term tax exempt rate. 

During the year ended December 31, 2007 the Company’s U.S. subsidiaries utilized in federal and 
state jurisdictions approximately $4,100,000 of US net operating loss carryforwards to offset 
current taxable income in the US tax jurisdiction of which $1,400,000 was acquired net operating 
loss carryforwards that resulted in a release of the related valuation allowance of $550,000 with an 
offsetting reduction to goodwill. 

Approximately $13 million of the valuation allowance at December 31, 2007 relates to acquired 
U.S. net operating loss carryforwards for which subsequently recognized tax benefits will 
be recorded as a reduction of goodwill. 

f. Uncertain tax positions: 

As stated in note 1k5, effective January 1, 2007, the Company adopted FIN 48, “Accounting for 
Uncertainty in Income Taxes-an interpretation of FAS 109”, which was issued in July 2006. FIN 
48 clarifies the accounting for uncertainty in income taxes and prescribes a recognition threshold 
and measurement attributes for the financial statement recognition and measurement of a tax 
position taken or expected to be taken in a tax return. 

The following table summarizes the activity of our unrecognized tax benefits: 

 
Year  ended December 

31, 2007  

 
U.S. $ 

in thousands  
  

Balance at January 1, 2007 2,273  
Increase in tax positions for prior year 189  
Increase in tax positions for current year 538  
Balance at December 31, 2007 3,000  

The total amount of net unrecognized tax benefits that, if recognized, would affect the effective 
tax rate was $ 3,000,000 at December 31, 2007. The liability in respect of unrecognized tax 
benefits included accrued potential penalties and interest of $ 371,000. We do not expect 
unrecognized tax expenses to change significantly over the next 12 months. 
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NOTE 9 – TAXES ON INCOME (continued): 

As a result of the adoption of FIN 48, the company recorded cumulative effect of a change in 
accounting principle that is reflected in the financial statements as a decrease of $2,495,000 in the 
balance of retained earnings as of January 1, 2007.  

In 2007 the Company recognized interest and penalties expense, related to unrecognized tax 
benefits in the amounts of $149,000. As of December 31, 2007, the amounts of interest and 
penalties accrued on the balance sheet are $371,000. 

g. Deferred income taxes: 

The deferred tax asset in respect of the balances of temporary differences (mostly in respect of 
carryforward losses) and the related valuation allowance are as follows: 

   December 31  
   2007  2006  
   U.S. $ in thousands  
 1) Provided in respect of the following:         
 Provisions for employee rights  1,766  1,583 
 Deferred revenues  2,792  - 
 Carryforward tax losses  18,810  16,485 
 Doubtful accounts  1,680  1,712 
 Research and development  7,645  6,415 
 Employee stock options  1,023  529 
 Non employee stock options  439  407 
 Depreciable fixed assets  104  134 
 Other  643  516 
    34,902  27,781 
 Goodwill and other intangible assets  (3,675)  (4,434)
   31,227  23,347 
 L e s s- valuation allowance  (16,110)  (14,398)
   15,117  8,949 
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NOTE 9 – TAXES ON INCOME (continued): 

2) The deferred taxes are presented in the balance sheets as follows: 

    December 31   
    2007  2006   
    U.S. $ in thousands   
               
As a current asset     8,286    5,930  
As a non-current asset    7,050    4,035  
     15,336    9,965  
As a non-current liability    (219)   (1,016)  
     15,117    8,949  

3) Realization of the deferred tax assets is conditional upon earning a sufficient amount of 
taxable income in the coming years. The value of the deferred tax assets, however, could 
decrease in future years if estimates of future taxable income are reduced. 

4) The deferred taxes are computed at the tax rates of 21%- 40%.  

 5) As stated in b. above, part of the income of the Company’s income is tax exempt due to the 
approved enterprise status granted to most of their production facilities. The Company has 
decided to permanently reinvest the amount of such tax exempt income and not to distribute it 
as dividends. Accordingly, no deferred taxes have been provided in respect of such income in 
these financial statements. 

h. Income (loss) before taxes on income and income taxes included in the income statements: 
   Year ended December 31 
   2007  2006  2005 
   U.S. $ in thousands 
1) Income (loss) before taxes on income:             
  Israeli  (972)  (2,025)  21,874 
  Non-Israeli  550  3,278 (1,400) 
   (422)  1,253  20,474 
2) Income taxes included in the income statements:       
  Current:       
  Israeli  1,461 1,583 7,019
  Non-Israeli   957 502 354
     2,418  2,085 7,373
  Deferred:       
  Israeli  (3,454) (3,139) (1,348)
  Non-Israeli   601 547 (113)
   (2,853) (2,592) (1,461) 
   (435)  (507) 5,912 
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NOTE 9 – TAXES ON INCOME (continued): 

3) Following is a reconciliation of the theoretical tax expense, assuming all income is taxed at 
the regular tax rate applicable to companies in Israel (2007-29%, 2006-31% and 2005-34%) 
and the actual tax expense:  

  Year ended December 31 
  2007  2006  2005 
  U.S. $ in thousands  
Income before taxes on income, as reported in the income 

statements  (422)   1,253  20,474
Theoretical tax expense (tax benefit)  (122)   388  6,961
     
L e s s - tax benefits arising from approved enterprise 

status  -   346  2,518
  (122)  42 4,443
Increase (decrease) in taxes resulting from permanent 

differences:     
Disallowable deductions  1,292  1,266  697
Tax exempt income      (28)

Increase (decrease) in taxes resulting from different tax 
rates applicable to non - Israeli subsidiaries  178  95  (16)

Changes in valuation allowance  661  (1,325) (903)
Differences between the basis of measurement of income 

reported for tax purposes and the basis of measurement 
of income for financial reporting purposes - see c. 
above  (3,013)  (1,184) 1,230 

Increase in taxes on income resulting from the 
computation of deferred taxes at a rate which is 
different from the theoretical rate  609  591    467 

Other  (40)  8   22 
Taxes on income (tax benefit) for the reported years  (435)  (507) 5,912

i. Tax assessments  

The Company has received final tax assessments through the year ended December 31, 2002. 
Tamar Industries M.R Electronics 1985 Ltd. received a final assessment through the year ended 
December 31, 2005. Kochav Orion Advertising and Information Ltd, Orlan Orion Systems Ltd 
and PRS received final assessments through the year ended December 31, 2003. Retalix Italia 
received final assessments through the year ended December 31, 2002. Retalix Holdings, Inc. 
received final tax assessments through the year ended December 31, 2003. The other subsidiaries 
have not been assessed since incorporation. 
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NOTE 10 – MONETARY BALANCES IN NON-DOLLAR CURRENCIES: 

  December 31, 2007 
  Israeli currency    

  
Linked to the 

Israeli CPI  Unlinked  

Other  
non-dollar 
currencies 

  U.S. $ in thousands 
        
 Assets   2,793 22,566  35,930 
 Liabilities   (2,301) (30,500)  (16,070)

NOTE 11 – SUPPLEMENTARY BALANCE SHEET INFORMATION: 

    December 31 
    2007  2006 
    U.S. $ in thousands 
 a. Accounts receivable:    
      
  1) Trade:    
      
  Open accounts   90,293 53,444
  Less - allowance for doubtful accounts   8,864 4,975
     81,429 48,469
      
  2)  Other:    
      
  Israeli Government departments and agencies   1,080 1,749
  Employees   128 327
  Prepaid expenses   3,775 3,088
  other   502 360
     5,485 5,524

b. Marketable securities: 

1)  Held to maturity and available for sale bond securities - the amortized cost basis, aggregate 
fair value and the gross unrealized holding gains and losses are as follows: 

   Amortized  Unrealized  Unrealized  Aggregate
   cost  gains  Losses   fair value
   U. S. $  i n t h o u s a n d s 
 At December 31:       
 2007  1,227 235  (57) 1,405 
 2006  2,990 20  (55) 2,955 

The bonds mature as follows: 

   
U.S. $ in

thousands 
 2008  370 
 2009  490 
 2010  180 
 2020  187 
   1,227 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continued) 

NOTE 11 – SUPPLEMENTARY BALANCE SHEET INFORMATION (continued): 

2)  As of December 31, 2007, the Company’s investment in an available for sale bond security 
(an action rate security) is recorded net of unrealized loss in amount of $ 200,000. 

3) The marketable securities are presented in the balance sheets as follows: 

   December 31 
   2007  2006 
   U.S. $ in thousands 
      
 Among current assets:     
 Trading   3,085 2,800 
 Held to maturity bond securities   370 1,754 
    3,455 4,554 
 As a non-current asset     
 Available for sale security   800 - 
 Held to maturity bond securities   857 1,237 
    5,112 5,791 

4) As to pledges on securities, see note 7c. 

c.  Long-term receivables:  

1) Long-term receivables are composed as follows: 

   December 31,
   2007 
   U.S. $ in 
   thousands 

 
 
Long-term loans to employees *   50 

 Long-term trade receivables   5,991 
 Less - Unamortized discount**   (360) 
    5,681 

* Long-term loans to employees granted by the Company are linked to the Israeli CPI and bear 
interest at an annual rate of 4%. Repayment dates are up to four years from the date of grant.  

** The discount is based on imputed interest of 4%. 
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RETALIX LTD. 
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continued) 

NOTE 12 – DERIVATIVES AND OTHER FINANCIAL INSTRUMENTS: 

a. Concentrations of credit risks - allowance for doubtful accounts: 

Financial instruments, which potentially subject the Company to credit risk, consist principally of 
cash and cash equivalent, trade receivables and interest bearing investments. The cash and cash 
equivalents as of December 31, 2007 and 2006 are deposited mainly with leading Israeli and U.S. 
banks. Therefore, in the opinion of the Company, the credit risk inherent in these balances is 
remote. As to trade receivables, most of the Group’s revenues are derived from a large number of 
customers. Consequently, the exposure to credit risks relating to trade receivables is limited. The 
Group performs ongoing credit evaluations of its customers and generally does not require 
collateral. An appropriate allowance for doubtful accounts is included in accounts receivable. As 
to investment in available for sale security – see note 11b(2).   Securities invested in by the Group 
represent mainly highly rated corporations. The Group is of the opinion that the credit risk in 
respect of these balances is remote.  

b. Fair value of financial instruments: 

The fair value of the financial instruments included in the working capital of the Group is usually 
identical or close to their carrying value. The fair value of long-term receivables, long-term loans 
and other long-term liabilities also approximates the carrying value, since they bear interest at 
rates close to the prevailing market rates. The amounts funded in respect of employee rights are 
stated at fair value.  

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

1) The carrying amount of cash and cash equivalents, trade receivables and trade payables 
approximates their fair values due to the short-term maturities of these instruments.  

2) The fair value of short and long-term marketable securities and bank deposits with quoted 
market prices is based on quoted market prices.  

3) The fair value of derivative instruments is estimated by obtaining quotes from brokers. 

As to the fair value of derivatives, see c. below. As to the fair value of marketable debt securities, 
see note11b. 

c. Derivative financial instruments:  

The Company has only limited involvement with derivative financial instruments. The Company 
carries out transactions involving foreign exchange derivative financial instruments (forward 
exchange contracts). These transactions do not qualify for hedge accounting under FASB 
Statement No. 133 - “Accounting for Derivative Instruments and Hedging Activities”.  

During 2007, the Company entered into several foreign currencies forward contracts for 
conversion of Pounds Sterling, Euro, Australian dollar and Israeli currency into a notional amount 
in dollars, all short term contracts of up to three months. Most of these contracts were rolled over a 
few times since their original closure in recent years. 
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RETALIX LTD. 
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continued) 

NOTE 12 – DERIVATIVES AND OTHER FINANCIAL INSTRUMENTS (continued): 

As of December 31, 2007, the Company had nine open contracts of this nature for the conversion 
of such foreign currencies into a total of approximately $15.2 million, the fair value of which as of 
December 31, 2007 is $(147,000), which reflects the estimated amounts that the Group would pay 
to terminate the contracts at the reporting date and which was charged to financial expenses. As of 
December 31, 2006, the Company had ten open contracts of this nature for the conversion of such 
foreign currencies into a total of approximately $14.6 million, the fair value of which as of 
December 31, 2006 was $(336,000).  

NOTE 13 – SEGMENT INFORMATION:  

a. The Company conducts business globally and is managed geographically. The Company and its 
subsidiaries reportable segments are strategic business units, which are distinguished by the 
geographical areas in which they generate revenues, based on the location of customers. 

The Company evaluates performance based on the revenues presented for each geographical 
segment. Segment assets information is not given, since the Company does not evaluate 
performance based on such assets. Based on the criteria above, the Company has the following 
reportable segments: Israel, U.S. and International.  

Geographic segments:  

Summarized financial information by geographic segment, for 2007, 2006 and 2005 is as follows: 

   Year ended December 31 
   2007  2006  2005 
   U.S. $ in thousands 
        
 Revenues:       
 U.S  123,266  119,821  98,385 
 Israel  18,738  17,083  13,800 
 International*  79,407  66,840  75,186 
 Total revenues  221,411  203,744  187,371 
        

 
* The international segment includes 

revenues from customers in Europe  46,838  41,961  50,532 

b. Enterprise-wide disclosure: 

The composition of the Group’s property, plant and equipment according to the physical location 
of the assets is as follows:  

   Depreciated  
   balance at  
   December 31  
   2007  2006  
   U.S. $ in thousands  
     
 Israel  10,230 7,883 
 U.S.   1,906 2,841 
 International  432 456 
   12,568 11,180 

As for goodwill, see note 4a.  
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RETALIX LTD.  
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continued) 

NOTE 13 – SEGMENT INFORMATION (continued):  

c. Revenues from customer exceeding 10% of total revenues: 

In the years ended December 31, 2007 and December 31, 2006, no customer generated revenues in 
excess of 10% of the Group’s total revenues. 

In the year ended December 31, 2005, one customer in the international geographic segment 
generated revenues in excess of 10% of the Group’s total revenues. This customer generated 
revenues of 10.2% of the Group’s total revenues in the year ended December 31, 2005. 

 

NOTE 14 – SELECTED INCOME STATEMENT DATA:  

a. General and administrative expenses - allowance for doubtful accounts:  

   Year ended December 31 
   2007  2006  2005 
   U.S. $ in thousands 
         

 
The changes in allowance for doubtful accounts 

are composed as follows:      
 Balance at beginning of year  4,975  4,404 3,154 
 Increase during the year  5,278  2,676 2,237 
 Bad debt written off  (1,389)  (2,431) (987)

 
Adjustments resulting from the adoption of 

SAB 108  -  326 - 
 Balance at end of year  8,864  4,975 4,404 
 
  Year ended December 31 
     2007  2006  2005 
     U.S. $ in thousands 
 b. Financial income (expenses):        
   Realized gain on marketable securities - net  95  111   308 
   Non-dollar currency gains (losses) - net  1,227   (209 )  (637)
   Interest income  1,950  2,163   3,011 
   Interest and bank commissions expense  (2,240)  (1,986 )  (2,480)
     1,032  79   202 
           
 c. Other general expenses - net:       
   Loss on sale of property and equipment  57  22   - 
   Due Diligence Costs  (700)     - 
     643  22   - 
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RETALIX LTD.  
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continued) 

NOTE 14 – SELECTED INCOME STATEMENT DATA (continued):  

d.  Earnings per share (“EPS”):   

Following are data relating to the nominal value of shares - basic and diluted used in the purpose 
of computation of EPS:  

   Year ended December 31 
   2007  2006  2005 
   Number of shares in thousands 
        

 

Weighted average number of shares issued 
and outstanding- used in computation of 
basic earnings per share  19,851  19,491  18,710 

         

 
Add incremental shares from assumed 

exercise of options  -  636  949 

 
Weighted average number of shares used in 

computation of diluted earnings per share  19,851  20,127  19,659 

For the years ended December 31, 2007 and 2006 options in the total amount of 3,279,338 and 1,953,063, 
respectively, were not taken into account in computation of diluted earnings (loss) per share, because of their anti 
dilutive effect. In the year 2005 there were no such unti-dilution options. 

 

____________ 
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Safe Harbor for Forward-Looking Statements:  
Except for statements of historical fact, the information presented in this report constitutes forward looking 
statements within the meaning of the Private Securities Litigation Reform Act of 1995 and U.S. federal securities 
laws. Such forward-looking statements involve known and unknown risks, uncertainties and other factors which 
may cause the actual results, performance or achievements of Retalix, including revenues, income and expenses, as 
well as product and service mix and demand, to be materially different from any future results, performance, 
strategies, resource allocation or achievements or other guidance or outlooks expressed or implied by such forward-
looking statements. Such factors include risks relating to Retalix’s anticipated future financial performance and 
growth, Retalix’s ability to control costs, continued roll-outs with existing and new customers, continued interest in 
Retalix’s new platforms, the perception by leading retailers of Retalix’s reputation, the potential benefits to food and 
fuel retailers and distributors, expansion into new geographic markets, and other factors over which Retalix may 
have little or no control. This list is intended to identify only certain of the principal factors that could cause actual 
results to differ. Readers are referred to the reports and documents filed by Retalix with the Securities and Exchange 
Commission, including Retalix’s Annual Report on Form 20-F for the year ended December 31, 2007, for a 
discussion of these and other important risk factors. Retalix undertakes no obligation to publicly release the results 
of any revisions to these forward-looking statements that may be made to reflect events or circumstances after the 
date hereof, or to reflect the occurrence of unanticipated events, except as required by applicable law. 
 
Note on Use of Non-GAAP Financial Information: 
In addition to reporting financial results in accordance with generally accepted accounting principles, or GAAP, 
Retalix uses non-GAAP measures of net income and earnings per share, which are adjustments from results based 
on GAAP to exclude non-cash equity based compensation in accordance with SFAS 123(R), amortization of 
intangibles related to acquisitions and charges in connection with expenses relating to acquisitions that did not 
materialize. Retalix’s management believes the non-GAAP financial information is useful to investors’ 
understanding and assessment of the Company’s on-going core operations and prospects for the future, as well as for 
providing useful comparisons to periods prior to the adoption of SFAS 123(R). The presentation of this non-GAAP 
financial information is not intended to be considered in isolation or as a substitute for results prepared in 
accordance with GAAP. Management also uses both GAAP and non-GAAP information in evaluating and operating 
business internally and as such deemed it important to provide all this information to investors.  
 
Reconciliation of Adjusted (Non-GAAP) Net Income to GAAP Net Income:   
 

U.S. $ in thousands 2007 2006 2005 2004
 GAAP Net Income (Loss) (498) 1,278 14,621 4,837
(a) 3,819 3,609 167 217
(b) 2,289 3,256 2,010 (142)
(c) 539 - - -
Non-GAAP Net Income 6,149 8,143 16,798 4,912
 

U.S. $ 2007 2006 2005 2004
 GAAP Net Income (Loss) Per Diluted Share (0.02) 0.06 0.74 0.29
(a) 0.19 0.18 - -
(b) 0.12 0.16 0.11 0.01
(c) 0.02 - - -
Non- GAAP Net Income (Loss) Per Diluted Share 0.31 0.40 0.85 0.30
 
(a) The effect of stock-based compensation - SFAS 123(R), net of tax effect 
(b) The effect of amortization of acquisition-related intangible assets , net of tax effect 
(c) The effect of other acquisition-related operating expenses, net of tax effect 
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About Retalix

Retalix is a leading provider of software solutions to retailers and 

distributors worldwide, with over 40,000 sites installed across 

more than 50 countries. The Company offers software applications 

that automate and synchronize retail and supply chain operations, 

encompassing stores, headquarters and warehouses. In 2007 Retalix 

was ranked among the world’s four leading software vendors to 

grocery retailers. Retalix’s international headquarters are located in 

Ra’anana, Israel, and its American headquarters are located in Dallas, 

Texas. The Company’s ordinary shares are traded on NASDAQ Global 

Select Market (RTLX) and on the Tel Aviv Stock Exchange.
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