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NNRD NPITHNND INANN NN 2005 120NTA 5 TPIRN IO YN TINYMI NYIANN NYIND YIIND

TENXM IYIND NYINND NIRRT NYPIAM NYIIANN MDD ,0MVAYNN PNV DY DDIANNA ,NIANN NIIWNY
.DOWVYP 0PN

PT PO NIHDNA DN NPIND OWI DN MAYY 1D NDPNNN DPINVI TIDV NN NPINY DIVNN NN
.1191PN DIDNA VAP DMIDN D10 DY DPINDV) TIVV > DY DIIYIYW DIDDN NYY VION
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(TVnN) MMIYPNN MNIN MMNAMNNN - 4 9INA

DY NVPIT 1901 T ,NI1INT TN NYIAN AN YN OHINHTN VIVYHN N2 NWNN 2007 INI292 20 TINNA 2
DM 190N TN ("NTH9 Y5¥a1” - 1PN2) (PIV92) N7V DY TNIRD NTI9 YN HWY NIANN DY NIWN IRYIN
NN AYIANI INYIAN ONY NYPA D) YAIND WO NYIANT OY TN .DY90N

YTYY AVONRD .NINND NN DY NITO 1993 NI WTIN DDMAY PPYN 29 DY NN NN NTHI Yoyon
SNY NPYRIN DYYNN .2001 -) 2000 ,1999 DMWN DY ANV 31 DY :DMNMY DIMDYN NYIDYI NWID
2000 NI YTIN2 Y993 KXY DINNN DINDVNN MY ODIN ,1TI9 YY1 »T> 5y ¥79) 1999 AN 31 PINNA
SPYPAY TON ANV ININNY PYNN ,LIYNT A NP DO NNIPN DY TONND NTH9 Yo¥an NDINN
ND DMNINKN DIMOYNN MY ,D0I) PraDN 1PN KD 1729 YO¥aND) NV 71PN KD NINND NIRNY NN

R Vah)

STHNON XN DNPOYYI DNY DIXRINN DOWIANIN TYN) INIYLD NNMY DNNNY DIRINN DOYIAMN ,YIIND MIYLD

25 NIN I YIND YPIN NMNY NXIAPN DI MY NYIAND DIDD 7NN NYIIAND 10N NYIANM NTNA
DY

YIND NYPIS OMTHND NN IO INNONI DOYIAMN MW VAYHRA N%2Y IWNN 2007 212 25 PINNI
QN TN AYIAND NYIANI 1IN TR SPWHN MTID NNYL YN MANIWNI TN NYIAND NYana »ond
NYIAND NYIANN DX UKD NP IINY ND0NY NN ,DOYIAMN NIWNY ININN W DI YINNY

.D»9DON MMTI NYIDN NNYI KD 7295 ,¥19P 11 TININ

MTD NIIPHNI OMNN DIMIIN ~ 5 IN2

Moy 1IN NN NIIND NPIAN ,IRIY DO T DOWPWNY NPAN NNHWN Mapya ,2007 *NHNa 10 D12 1
NTINY 4.05% HY NMDLPAN NI DXAPWNI ,NIY PD 640-30 NNNNA ,NIY P 595-3 702 1IPY T
20 DY MIAND YT HY IPANT WX /N NITO IN MNDNN PN 1aWN 1INN MNNX .)II8Y OMPNNN T11I0
S5Y DININY DT 2NN MNN ONIN .2006 LOMIND 13 PINND PPYN GINN DRIV NDNY 2006 LOININI
259 MIRYY 19IXY DN TTI0 MTINY DIND MNNX .PPYNN GPINN 1PN IUN N D770 1IN DN
TV 2012 MHVH MY YD HY 92000 1 DM DMV DIMIYN NYIHNA YIS 1NN MNN .5.1% S MY
2007 mwn MY Y5 HY 92HVIDA 1 DY NN MVN DY NPDIDN NN NN DY OO NN .2016 MY
.2016 TV TN

OOWPWYNN YT DY DINN MDNX NN .DIAN SN2 TIY MY DN INDND DIV 1IVIR 2NN MDIN
PP 1968 — NYIYNN ,TIV TN PIN GPINN NDION MITOND NND DO TOINN

NI XD NN DY, 1IN MNIN OV 1933 NIvN TIY M) PIN DNN ,MNYIN XYY XD 1IN0 NN
DIV MIYITH TNV IX DIV ITYN, 1IN MNIN PIVIND IN 1PN MXIND 119199 N WNNY

5w (American Depositary Receipts) ADR -n mTna 9nonn Nposn 9PN noidy 2007 »1»1a 18 ora 2
NXID NPPNR DY 2007 SNHVHD 17AND JPIVPIT NVONN MIAPYL ,PIV P2 TIY MY NONA2 11NN

ADR -n 151 0o ADR -n mymnd bv anoninn
Moo ADR mymn praxny my 100 X9 ADR-n 7oy nposn mapya
mMYHI NN YaP 2007 120VaD1 18 oY Ty Bank of New York -5 y13nind ooxwa i ADR -nosprnn
.P32N > DY DYINN DIV MNTY A, (N 1IN 0.20 X¥»1n ADR 55) nHann by
Bank of New York -n mTn> nx mix»nn nvann nx 1199 ADR 1y 102 o3p2innn > Yy yimin X,

-1 TN YHYAY AN (MOHY 15%)2) NN NDNA2 INDHN NNDNI ,NNIRD TMNIADR NN ROV
.2007 929L302 18 DY TY NN DNPINN NN
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(TUNN) MTN NPNI O1MNN DIMIIN - 5 N

VNPT NMYPYN NIIN PIAY 192NN 2 NNODNN IR NIINN KV NN NOONN NIYIN 2007 111 11 o»a .3

IMSYN 80% YV NYIWI XYM 192NNV IDIND 1102 IPUNN 12NN 97900 YW NPDYNN NMDY 1Y nrya

SV NMPXAN NTYN T Y NIVIR NNODNN ,NIYYON NOOONN NYOIND DNP .NIaNN 97930 DY Npoynn
.1792NN YPNVPPT T OV NIANN

JINNDN TEIND INNRY DIWIN - 6 9IN2

NN DIDN NNN DY (28% -d DY MW NI2NN Y- DY NPIMNN) IR D IR INT,2007 X911 2 DA 1
,02001N YNIN 295 .(PDYWIIN — 1PNY) MIDMIDN NP ,Swarth Group-Y NXIvNa N OD ON 190N 1aY
TINODN 1.2- 51N NOPINY ,NPOYN NNOWN NYA Y9I11HA 12N 9917 10 192 IRIDIN DY NN oya
DN DD ON NP OOYIAD YN NPOYN NN N ON OD OX \PNVPIT .("NPNN NPoY''- 1PNnD) IOVT
VTV WANND

,07'8 YN0 NSNA NP ,NNaN NVDVN YY1 NV NIaN ,N"Ya MYPYM NPwYn Y95 ,n1ann
MO NN DYND DIWIIN Y995 12PNNN.ON OD ON DY PIONNN NN PINN 44%- D 920NN MPININ

NIPN YPO PN NMIAMNNN DY 19PN NVNT NPDY NN OWY IR OD INI JDNIMN DY Nyasnn

.POYN NN AWND INONN DR TIY? IR ID IN \PNOPPTY

MYSN NYAPS DI 9N DY 2007 Y912 31 OPY TV NIRYI NP .ON DD IR DIDNN NPOY ININ 19-DY
MYSN 0) 3PV NN 030N MINMNY 919521 NY Y52, PRV 7NN X OD ON G0N . NPADN NI
S0 ON DOVN ,N9YTY DN NYNN DAPD 9NN N D ONY NP0 .NNNTPA ROY MON MYINY NPNON

M9Y NDHN NPOY NNROYN ,INIDIN NOIWN Y9 DY )0y MIVPNNN D103 1PX2 DIDIN NN DIV ON
NNOYN .PYTONRIA INDND IONRIDIN NP MDTHN ,NVNN NPOY DOVIM N7 .2007 1RO WNINND
191 ©INDN OONVIZNT DMNIYINRY . INIDIN DY NMNN DY DY M5I5N NYPONN NYIND NN NPOYN
.DYYIN NPOYNY NINT DD PR N 25v2A) DINK DDIPN OYYNN DININY

-5 5V 7O ON DD IR NN TMPINX NNNN YIAPY 12NN 1NN DYDY NININNND NPOYN DOVINY NIPNa
-5 YY 702 172NN YT Y NT 25V THNIN NN ,NNNYYN TN NI DIV 2 "NIN AT 990 330.5
N YV DMIDIN MMTN ©02 HY 2007 VOININA 13 DM IVYTN DY PONN WYY DY0A DY NYY )P 569

.2007 YW MUN W1A90 YN OD

6 DY DWWV 1D 150 TOA D2 THITT NPIVN DY NIAND PNVPIT VIONN 2007 LOMINA 15 D12 2
.2007 VOMINA 22 PN YIAPN DN IWRI,2007 712NVIDI

NPV MY - 7 9N
1792 4N0 N5 A
NP ,005¥a MNNYN Y915 ,IND MO 7PMPINN DD NPONY 00N YY NIaNN NHNN 2006 99N 25 D2
2006 YW »Wn )1WAIN ToNNA NNOVIN NPOYN .A9YT 1PYN 8.3 NN L,NHaN 02 NIWN RYN NYYION ,DHMIN
12195 792N IN ,IND ND2 OPMPINN NN 119D DY NN .NYAPN I9¥T ) 8.3 Toa NNHNN NI
¥ MYUN DY NN NN IR) INDN NN DY N2V PNNI DN WIDY DY NJMIPN TONNA IND N HY NdMMIDN
.D5DN2 NAIPIN NNDN 9 DY DTH NN NN L(NTI9PN DIDNA YAPIY 295 NNDIN 172NN

5NN NPONMIY MY MININ IND MO ,IND N NPON 1272 2005 MWN NIIND PPNLPIT NVINN MIAPYA
.2005 920872 31 D2 NNMNDIV NIV NIANN HY D»DIN MM TN

.7172NN DY NI MNRNIND DY OMIND 19INA DYV XD IND ND NN
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(TUnn) NPOMN MY - 7 9INa

MIHNVIY MY

oYNN NYLY

(Tunn) 1N7ya No M5 1

: 9V NPNY DMIDIN MNITA VDIV Y90 NPONN MDY MINSIN NP

oYNN NYIY

93873 31 o2 012 M1NOIV 012 M»NOIVY
2006 20063172 30 20063172 30
(9p13n) (913 'nba) (913 'nba)
7Y 299N 7Y 95N 7Y 99N
muan
41,203 - 41,203 DXMIYI MPINN MDION
4,599 3,961 4,599 V) ,MINN MDION
45,802 3,961 45,802
NN
27,309 - 27,309 XMV MPINN MY
7,431 - 7,431 PIVYI NN MINNIN
4,495 - 4,495 NYPHY NHTIN NMINXN
2,840 - 2,840 ), MINK MNXNIN
(318) - (318) I ,NINM (MDIDN) MINSIN
41,757 - 41,757
4,045 3,961 4,045 19399 Yy 0Y01 295 NN
(1,459) - (1,459) 10NN Yy OYON
2,586 3,961 2,586
(253) - (253) O, MTMINND MIIN MNXINT VIV PN
2,333 3,961 2,333 NPNY Y73 AN

127732 Y0 MIH NHINMHIVID DY’ 2

(7D — Y9ND) NIY MO MTION NMIRNVID DIV PMPINX XIJN NN NIINN 1790 2006 120871 28 DM
MININ NINN MIAPYL .NINN PHA N7Y PN 8- TO )IN NNI NHYI NIANN .IDYT 1P 1.26 DY TO NNINN

.2006 929872 31 MINYTH SNN NPOIM MDY MIXIN DY
: DYDY NPONNN MDY DY NMPNNNM DI0IN VIV PND

%3992 30
2006
(9pan snba)
7Y Y95N
:NPONNN MDYAD DYONPIN DD
19,887 D2INITH MY DI
15,664 NP IO MYPYM NINTP
17,986 mmpo
1,172 TVIN AT NN TN DXIMN
1,363 VP VIO
3,516 MNTI MM DNTI DO ,INN W1
59,588
: NPONNN MDOYAD MONPH NN
19,589 [apIphalv)
29,735 MMPON NMINTPN
10,673 MO NN OINIY
280 ), TOAYN T2 Y0NS OPD YW NMNNN
(351) VIVINPN MMDY
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59,926
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NPV MY - 7 9N
(‘[\'J))ﬂ) 137792 HYI0I MHIHN MHINNIVD B9V 2

: 9V NPNY DMIDIN MNITA VDIV Y90 NPONN MDY MINSIN NP

oYNN NYILY VNN NYIY
MMNNONY NIV MNNOIYV MNNOIY
935873 31 02 392 30 0’2 2392 30 0’2
2006 2006 2006
(99ran) (99yan »nba) (99yan »nba)
7Y 95N 7Y 95N 7Y 99N
mMoIan
253,473 89,615 134,312 DMV NMPINN MDIIN
8,001 - - YOI, MINN MDIIN
261,474 89,615 134,312
NN
219,573 77,937 116,142 XMV MPOIIN MYY
5,143 1,425 2,555 PPV NN MINN
23,413 5,943 12,279 NPYYY NI NINNN
(262) (185) (260) 103,119 (MDIDN) NINKIN
247,867 85,120 130,716
13,607 4,495 3,596 109N HY DI0N 29D NI
(5,240) (663) (826) NDIONN Y OYON
8,367 3,832 2,770
(226) (1,144) (952) I, MTAIND MIIN MINXINT VIWNIN PN
8,141 2,688 1,818 NOPNY P NN
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(TUnn) NPOMN MHI¥a - 7 9INa
17y (INIY?) DY PNNIY .3
— PND) NPy (ORIY) PNN-NNIVA (56.5%) PMPINN XIDHD NP NN NIAND NDOVN 2007 519N 26 DA
PIMMTA NN APOMN MPOYAD NNIY MIXIN NN MAPYL LT 3 NN DX 7Y MIMN DINND (7PN
.2007 D12 31 DY NHANN DY DMODON

: DYDY NPONNN MDY DY NMNNNM DI0IN VIV PND

938493 31 39%2 30
2006 2006
9P1an 9PN 'nva
7Y Y95N 7Y Y95N
:NPONNN MDYAD DYONPIN DD
35,611 31,082 DY MY DINNNH
49,031 46,535 mmpo
17,935 28,131 12N M DX2A”N
3,409 4,607 NN
2,043 3,510 M55 MHanNa Mypwn
23,184 24,598 MINK MYPWN
665,870 680,084 03 ,MIP VI
17,562 17,530 O3, MINTI MM DNTI DO ,INN WID
814,645 836,077
: NPDNN MDY MONPNHN MMNPNNN
20,167 22,032 DYINNYY D227 MNIA»NNN
27,372 33,140 (pIphalv)
29,907 28,442 MOT MINM DINRIY
3,262 5,922 MNP MNTPN
569,759 590,541 DYP)2N TN Y30 MNMIIN
4,102 3,955 I, TAYN T2 YON DPD HYA NN
10,977 10,460 DNT DON
72,175 69,308 VWP NN
737,721 763,800
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(TUnn) NPOMN MHI¥a - 7 9INa
(TuNnn) Nn7ya (HNIY?) NYIN PNIY .3

19V NPNY DMIDIN MNITA VDIV Y90 NPONN MDY MINSIN PND

012 NNPNVIV MY 092 N0V DIYNN NYIYY 0921101V OIVNHN VY
938413 31 239%2 30 9392 30 9392 30 9392 30
2006 2006 2007 2006 2007
(9an) (9730 'nba) (931 *nYa) (931 *nYa) (931 *nYa)
n7Y 299N n7Y 299N n7Y I9YN N7Y I9YN n7Y I9YN

moIan

N591 MUIdN

312,801 93,066 - 158,738 69,690 DM

MNXIN 72NN PON

1,006 244 - 9 360 m255 M1an

4,714 (792) 13,678 (584) 13,678 NINK MOIdN
318,521 92,518 13,678 158,145 83,728

NN

MINN NMOY

227,622 61,621 - 112,288 56,373 DYMIVYM

16,231 4,948 - 8,643 3,553 PINYI NN MRS

47,087 11,968 - 22,495 10,112 YYD NHMN MXRNN

- - - - 102 MINN MNNN

16,455 3,854 - 13,562 5,188 J0) 1D MININ
307,395 82,391 - 156,988 75,328

9399 N9

11,126 10,127 13,678 1,157 8,400 109N Yy 0YON

(4,698) (1,358) - (2,442) (568) 109NN Yy OYON
6,428 8,769 13,678 (1,285) 7,832

VWM PON

mMH2N MINNIN2

(2,984) (4,029) - 532 2,523 I, IVTNIND

73 (1090) N9

3,444 4,740 13,678 (753) 10,355 n9YPNY
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012 NNMNVIV MY

013 1MNHVIV DIYNHN NYIYY

TOINDA 915 NP DY O1POYN DXININIY VWP YN

0122 11NH0VIY DOVNIN VY

435874 31 93921 30 3972 30 3992 30 3992 30
(2)2006 (1)2006 2007 (1)2006 2007
(9an) (9man *nba) (91an nva) (9p1an nva) (9P1an nva)

7Y 299N 7Y 999N n7Y 99N n7Y 99N n7Y 99N

260,384 61,972 63,135 136,650 114,474
10,068 2,585 1,460 5,006 3,739
270,452 64,557 64,595 141,656 118,213
(106,781) (56,065) 47,934 (76,904) 73,804
65,925 53,160 71,459 138,859 155,589
(4,739) (1,677) - (2,221) -
8,040 815 1,716 810 4,596
(37,555) (3,767) 121,109 60,544 233,984
(121,613) (60,593) 50,354 (78,583) 70,600
65,925 53,160 71,459 138,859 155,589
39,585 (11,82¢6) 919 (14,033) 24,320
11,816 757 2,381 1,188 4,805
(4,287) (18,502) 125,113 47,431 255,314
(8,250) (27,850) 11,364 (30,643) 15,580
(97,480) (43,774) 1,609 (57,684) (6,527)
(110,017) (90,126) 138,086 (40,896) 264,367
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epnac

972 3 684 8000 Telephone Somekh Chaikin
972 3 684 8444 Fax KPMG Millennium Tower
www.kpmg.co.il Internet 17 Ha'arba'a Street, PO Box 609

Tel Aviv 61006 Israel

The Board of Directors of ECI Telecom Ltd.

Review of the unaudited interim consolidated financial statements for the six-month and three-
month periods ended June 30, 2007

At your request, we have reviewed the interim consolidated balance sheet of ECI Telecom Ltd.
and its subsidiaries as of June 30, 2007, and the related interim consolidated statements of
operations, the interim statements of comprehensive income, the interim statements of changes
in shareholders’ equity and the interim consolidated statements of cash flows for the six-month

and three-month periods then ended.

Our review was carried out in accordance with procedures prescribed by the Institute of Certified
Public Accountants in Israel and included, inter alia, reading the said financial statements,
reading the minutes of Shareholders’ Meetings and of the Board of Directors and its committees,

as well as making inquiries of those responsible for financial and accounting matters.

We received review reports of other auditors, regarding the interim financial statements
of certain consolidated subsidiary whose assets constitute approximately 1.67% of the
total consolidated assets as of June 30, 2007 and whose revenues constitute
approximately 4.47% and 4.15% of the consolidated revenues for the six and three
month periods then ended, respectively.

Since such a review is limited in scope and does not constitute an audit in accordance with
generally accepted auditing standards, we do not express an opinion on the said interim
consolidated financial statements.

In the course of our review, including the review of reports of other auditors, nothing
came to our attention which would indicate the necessity of making material changes in
the said financial statements in order for them to be in conformity with generally
accepted accounting principles (GAAP) in the United States.

Somekh Chaikin
Certified Public Accountants (lsr.)
Member Firm of KPMG International

August 2, 2007 - Tel Aviv, Israel

Somekh Chaikin, a partnership registered under the Israeli Partnership
Ordinance, is the Israeli member firm of KPMG International, a Swiss
cooperative.



Interim Unaudited Consolidated Balance Sheets as of

June 30 June 30 December 31
2007 2006 2006
$ in thousands $ in thousands $ in thousands
(Unaudited) (Unaudited) (Audited)
Assets
Current assets
Cash and cash equivalents 149,325 84,925 92,732
Short-term investments 90,743 70,756 80,708
Receivables:
Trade, net 167,522 163,446 187,410
Other 29,553 31,070 27,110
Prepaid expenses 5,138 4,967 4,819
Work in progress 20,767 3,457 13,062
Inventories 140,142 148,705 159,355
Total current assets 603,190 507,326 565,196
Long-term receivables, net 10,528 8,519 6,314
Long-term deposit and marketable securities 42 772 102,980 72,767
Assets held for severance benefits 20 831 24,942 20,549
Investments 13,736 16,336 11,988
Property, plant and equipment
Cost 302,776 278,121 293,254
Less — Accumulated depreciation 179,666 156,979 169,362
123,110 121,142 123,892
Software development costs, net 13,835 11,327 12,852
Goodwill 39,329 39,329 39,329
Other assets, net 53348 45,224 42,993
Total assets 920,679 877,125 895,880

President, Chief Executive Officer

Rafi Maor

Executive Vice President,

Itzik Zion Chief Financial Officer



August 2, 2007



ECI Telecom Ltd.

June 30 June 30 December 31
2007 2006 2006

$ in thousands $ in thousands $ in thousands
(Unaudited) (Unaudited) (Audited)

Liabilities and shareholders’ equity

Current liabilities

Trade payables 65,647 77,095 82,954
Other payables and accrued liabilities 117,654 122,244 120,422
Total current liabilities 183,301 199,339 203,376

Long-term liabilities

Other liabilities 1,000 1,000 985
Liability for employee severance benefits 42,359 46,249 43,664
Total long-term liabilities 43,359 47,249 44,649
Total liabilities 226,660 246,588 248,025
Minority Interest - 4,120 4,144

Shareholders' equity

Ordinary shares NIS 0.12 par value per share,
Authorized 200,000,000 shares; Issued and outstanding
120,268,980 shares as at June 30, 2007,

117,072,532 as at June 30, 2006 and

119,324,849 shares as at December 31, 2006 6,425 6,387 6,396
Capital surplus 667,803 652,695 661,053
Accumulated other comprehensive loss (1,638) (1,213) (1,682)
Retain earnings (deficit) 21,429 (31,452) (22,056)
Total shareholders’ equity 694,019 626,417 643,711
Total liabilities and shareholders’ equity 920,679 877,125 895,880
\y 755

The accompanying notes are an integral part of these interim financial statements.



ECI Telecom Ltd.

Revenues

Cost of revenues

Gross profit

Research and development
costs, net

Selling and marketing expenses
General and administrative
expenses

Recovery of doubtful debt
Amortization of acquisition —
related intangible assets
Operating income

Financial expenses

Financial income

Other income, net

Income from continuing
operations before taxes

on income

Taxes on income (tax benefit)
Income from continuing
operations after taxes

on income

Company's equity in results of
investee company

Minority interest

Net Income

Earnings per ordinary share
Basic earnings per share:
Net earnings per ordinary share ($)

Weighted average number of
shares outstanding

used to compute basic earnings
per share - in thousands

Diluted earnings per share:
Net earnings per ordinary share ($)

Weighted average number of
shares outstanding used to
compute diluted earnings per
share — in thousands

Interim Unaudited Consolidated Statements of Operations

Six months ended Three months ended Year ended

June 30 June 30 June 30 June 30 December 31
2007 2006 2007 2006 2006
$ in thousands $ in thousands $ in thousands $ in thousands $ in thousands
(Unaudited) (Unaudited) (Unaudited) (Unaudited) (Audited)
319,258 332,283 164,139 170,273 656,342
180,899 200,350 93,135 103,331 388,023
138,359 131,933 71,004 66,942 268,319
51,722 50,416 26,545 25,362 99,525
50,486 46,139 25,402 24,211 96,971
22,906 24,134 11,926 11,498 47,560
(3,160) - (3,160) - -

2,352 2,491 1,091 1,273 5,019
14,053 8,753 9,200 4,598 19,244
(1,916) (1,187) (1,121) (554) (3,091)
6,127 5,757 3,434 2,932 12,867
15,842 4,487 15,618 4,500 4,315
34,106 17,810 27,131 11,476 33,335
(9,578) 2,226 1,988 1,180 3,924
43,684 15,584 25,143 10,296 29,411
(423) (2,885) (370) (659) (7,292)

224 - - - (24)

43,485 12,699 24,773 9,637 22,095
0.37 0.11 0.21 0.08 0.19
118,025 114,712 118,211 116,102 115,803
0.36 0.11 0.20 0.08 0.18
121,343 119,719 121,411 120,532 120,456

The accompanying notes are an integral part of these interim financial statements.



ECI Telecom Ltd.

Interim Unaudited Consolidated Statements of Comprehensive Income

Net income

Other comprehensive
income (loss):

Changes in the fair value of
financial instruments, net
of taxes (nil)

Realization of gain on
available for sale
securities

Unrealized holding gain
(loss) on available for
sale securities arising

during the period, net of
taxes (nil)

Total other comprehensive
income (loss)

Comprehensive income

Six months ended Three months ended Year ended

June 30 June 30 June 30 June 30 December 31
2007 2006 2007 2006 2006
$ in thousands $ in thousands $ in thousands $ in thousands $ in thousands
(Unaudited) (Unaudited) (Unaudited) (Unaudited) (Audited)

43,485 12,699 24,773 9,637 22,095

9 (5,015) 529 (633) (5,745)

- (4,075) - (4,075) (4,066)

35 (609) (17) (2,531) (357)

44 (9,699) 512 (7,239) (10,168)
43,529 3,000 25,285 2,398 11,927

\y 755

The accompanying notes are an integral part of these interim financial statements.



ECI Telecom Ltd.

Balance at
January 1, 2007

Net income for the six
months ended

June 30, 2007

Employee stock options
exercised and paid
Share-based payments
expenses

Restricted shares issuance
Restricted shares forfeited
Net unrealized gain on
available for sale securities
Changes in the fair value
of financial instruments

Balance at June 30, 2007
(Unaudited)

Balance at
January 1, 2006

Net income for the six
months ended

June 30, 2006

Employee stock options
exercised and paid
Share-based payments
expenses

Restricted shares issuance
Restricted shares forfeited
Net unrealized gain on
available for sale securities
Realization of gain on
available for sale securities
Changes in the fair value
of financial instruments
Distribution of available
for sale securities as
dividend in kind

Balance at June 30, 2006
(Unaudited)

ECI Telecom Ltd.

Interim Unaudited Consolidated Statements of Changes in Shareholders' Equity

Accumulated

other Accumulated  Total
Number of Share Capital comprehensive  earnings shareholders'
shares @ capital surplus income (loss)  (deficit) equity
$ in thousands except share amounts

119,324,849 6,396 661,053 (1,682) (22,056) 643,711
- - - - 43,485 43,485
640,002 18 1,979 - - 1,997

] - 4,782 - - 4,782
372,381 11 (11) - - -
(68,252) - - - - -

- - - 35 - 35

- - - 9 - 9
120,268,980 6,425 667,803 (1,638) 21,429 694,019
111,827,822 6,262 648,532 8,486 (44,151) 619,129
- - - - 12,699 12,699
4,989,169 125 9,910 - - 10,035
- - 6,681 - - 6,681
276,607 - - - - -
(21,066) - - - - -

- - - (609) - (609)

- - - (4,075) - (4,075)

i . - (5,015) - (5,015)

- - (12,428) - - (12,428)
117,072,532 6,387 652,695 (1,213) (31,452) 626,417

Issued and outstanding @

The accompanying notes are an integral part of these interim financial statements. \y 755

Interim Unaudited Consolidated Statements of Changes in Shareholders’ Equity (cont’d)



Accumulated

other Accumulated Total
Number of Share Capital comprehensive  earnings shareholders’
shares @ capital surplus income (loss) (deficit) equity

$ in thousands, except share amounts

Balance at April 1, 2007
(Unaudited) 119,624,724 6,405 664,325 (2,150) (3,344) 665,236

Net income for the three
months ended June 30,

2007 - - - - 24,773 24,773
Employee stock options
exercised and paid 337,993 9 941 - - 950
Share-based payments
expenses - - 2,548 - - 2,548
Restricted shares issuance 333,527 11 (11) - - -

Restricted shares forfeited (27,264) -
Net unrealized gain on

available for sale securities - - - 17) - a7)
Changes in the fair value
of financial instruments - - - 529 - 529
Balance at June 30, 2007
(Unaudited) 120,268,980 6,425 667,803 (1,638) 21,429 694,019

Balance at April 1, 2006
(Unaudited) 116,392,303 6,375 659,710 6,026 (41,089) 631,022

Net income for the three
months ended June 30,

2006 - - - - 9,637 9,637
Employee stock options
exercised and paid 435,869 12 1,563 - - 1,575
Share-based payments
expenses - 3,850 - - 3,850

Restricted shares issuance 259,470 - - - - -
Restricted shares forfeited (15,110) - - - - -
Net unrealized gain on

available for sale securities - - - (2,531) - (2,531)
Realization of gain on
available for sale securities - - - (4,075) - (4,075)
Changes in the fair value
of financial instruments - - - (633) - (633)
Distribution of available
for sale securities as
dividend inkind - - (12,428) - - (12,428)
Balance at June 30, 2006
(Unaudited) 117,072,532 6,387 652,695 (1,213) (31,452) 626,417

Issued and outstanding @

The accompanying notes are an integral part of these interim financial statements.



ECI Telecom Ltd.

Interim Unaudited Consolidated Statements of Changes in Shareholders' Equity (cont’d)

Balance at

January 1, 2006

Net income for the year
ended December 31, 2006
Employee stock options
exercised and paid
Restricted shares issuance
Restricted shares
forfeited

Realization of gain on
available for sale securities
Share based compensation
expense

Net unrealized loss on
available for sale securities
Changes in fair value of
financial instruments
Distribution of available
for sale securities as
dividend in kind

Balance at
December 31, 2006
(audited)

Accumulated

Number other Accumulated Total
of Share Capital comprehensive earnings shareholders'
shares @ capital surplus income (loss) (deficit) equity

$ in thousands except share amounts

111,827,822 6,262 648,532 8,486 (44,151) 619,129
] ; ; - 22,095 22,095
5,963,555 134 12,489 - - 12,623
1,574,767 - - - - -
(41,295) - - - - -

. - - (4,066) (4,066)
- - 12,460 - - 12,460
] ; - (357) - (357)

. - - (5,745) - (5,745)
- - (12,428) - - (12,428)
119,324,849 6,396 661,053 (1,682) (22,056) 643,711

@ 1ssued and outstanding

\y 755
The accompanying notes are an integral part of these interim financial statements.



ECI Telecom Ltd.

Interim Unaudited Consolidated Statement of Cash Flows

Cash flows for
operating
activities

Income for the period

Adjustments to reconcile
income to cash provided by
operating activities:
Depreciation and amortization
Share-based payments
expenses

Accrued severance pay, net
Gain on sale of property and
equipment

Capital gains, net

Other - net

Company’s equity in results
of investee company
Minority interest

Loss (gain) from marketable
securities

Deferred taxes

Decrease (increase) in trade
receivables (including non-
current maturities of

trade receivables)

Decrease (increase) in other
receivables

Decrease (increase) in prepaid
expenses

Increase in work

in progress

Decrease (increase) in
inventories

Increase (decrease) in trade
payables
Increase (decrease) in other
payable and accrued liabilities
Increase (decrease) in other
long-term liabilities
Net cash provided by
operating activities

Six months ended Three months ended  Year ended
June 30 June 30 June 30 June 30 December 31
2007 2006 2007 2006 2006
$ in thousands $ in thousands $ in thousands $ in thousands $ in thousands
(Unaudited) (Unaudited) (Unaudited) (Unaudited) (Audited)

43,485 12,699 24,773 9,637 22,095
20,712 18,774 10,807 9,170 39,771
4,782 6,681 2,548 3,850 12,460
(1,588) 463 (1,193) 1,374 1,137
12 (345) (1) (151) (447)
(15,665) (3,701) (15,480) (4,030) (3,639)
(54) (2,422) 237 (2,770) (1,532)
423 2,885 370 659 7,292
(224) - - - 24
(33) 208 (20) (105) 9
(12,706) - 342 - -

15,674 (10,887) (12,129) 3,875 (32,647)
(3,387) (14,697) 3,796 (8,725) (10,339)
(319) (1,350) (233) 705 (1,202)
(7,704) (520) (2,936) (273) (10,125)

19,212 (1,742) 12,259 2,163 (12,392)
(17,307) 20,644 1,295 6,063 26,503
(2,768) 5,302 (8,043) (10,154) 2,997

15 843 (1) 780 828
42,560 32,835 16,391 12,068 40,793

\y 755

The accompanying notes are an integral part of these interim financial statements.



ECI Telecom Ltd.

Interim Unaudited Consolidated Statement of Cash Flows (cont'd)

Six months ended Three months ended ~ Year ended
June 30 June 30 June 30 June 30 December 31
2007 2006 2007 2006 2006
$ in thousands $ in thousands $ in thousands $ in thousands $ in thousands
(Unaudited) (Unaudited) (Unaudited) (Unaudited) (Audited)
Cash flows
provided by
(used in) investing activities
Investments in deposits, net  (27,565) 396 (31,164) 50 (5,160)
Software development
costs capitalized (6,468) (3,488) (3,323) (1,678) (9,472)
Investment in property, plant
and equipment  (12,263) (13,640) (5,779) (7,189) (30,755)
Proceeds from sale of
property, plant and equipment 158 534 44 221 992
Payments for acquisition
of additional shares in
consolidated company  (2,820) - - - (1,100)
Investment in investee
companies  (3,333) (250) - - (608)
Proceeds from selling shares
of investee companies 16,740 - 16,740 - -
Repayment of long-term loans
granted - 217 - 60 506
Investment in marketable
securities  (59,919) (25,091) (2,341) (4,317) (29,248)
Proceeds from realization of
marketable securities 107,327 19,318 42,695 11,573 49,940
Net cash provided by
(used in) investing activities 11,857 (22,004) 16,872 (1,280) (24,905)
Cash flows provided by
financing activities
Exercise of stock options
1,99 10,0 950 1,57 12,6
7 35 5 23
Net cash provided by
financing activities
1,99 10,0 950 1,57 12,6
7 35 5 23
Effect of change in
exchange rate on cash (4)
179 231 423 393
Net increase in
cash and cash equivalents
56,5 21,0 34,2 12,7 28,9
93 97 09 86 04
Cash and cash equivalents
at beginning of period
92,7 63,8 115, 72,1 63,8
32 28 116 39 28

Cash and cash equivalents
at end of period

10



Fixed assets received as loan
consideration

Distribution of available for

sale securities as dividend
in kind

11

149, 84,9 92,7

149, 84,9
325 25 325 25 32
Non-cash activities
224 - - 221
12,428 - 12,428 12,428
\y 755

The accompanying notes are an integral part of these interim financial statements



ECI Telecom Ltd.

Notes to the Interim Unaudited Consolidated Financial Statements

Note 1 - General

The interim consolidated financial statements are unaudited and prepared in a condensed format. The
interim consolidated financial statements should be read in conjunction with Company's annual
consolidated financial statements as of December 31, 2006 and the accompanying notes thereto.
Information presented with respect to December 31, 2006 and the year then ended is derived from our
audited consolidated financial statements as of and for the year then ended. Information with respect
to June 30, 2007 and June 30, 2006 and the respective six-month and three-month periods then ended
is unaudited but, in the opinion of management, include all adjustments (all of which are of a normal

recurring nature) necessary for a fair presentation of the interim financial information.

Note 2 - Significant Accounting Policies

The accounting policies applied in the preparation of these interim consolidated financial A.
statements are identical with those applied in the preparation of the latest annual consolidated
financial statements.

The interim consolidated financial statements are prepared in accordance with accounting B.
principles for preparation of financial statements for interim periods.

The interim consolidated financial statements have been prepared in accordance with US GAAP C.
and are reported in U.S. dollars.

In June 2006, the FASB issued Interpretation No. 48, “Accounting for Uncertainty in Income D.
Taxes — an Interpretation of FASB Statement No. 109 (“FIN 48°). FIN 48 clarifies the
accounting for uncertainty in income taxes recognized in a company’s financial statements in
accordance with SFAS No. 109, “Accounting for Income Taxes”. FIN 48 prescribes a recognition
threshold and measurement attribute for the financial statements recognition and measurement of
a tax position taken or expected to be taken in a tax return. FIN 48 is effective for fiscal years

beginning after December 15, 2006.

Effective January 1, 2007, the Company adopted the provisions of FIN 48.
The implementation of FIN 48 did not have a significant impact on the Company’s financial
position or results of operations.
The total amount of unrecognized tax benefits as of the adoption date at January 1, 2007 is
approximately $13 million. The Company does not anticipate any significant increase or decrease
to the unrecognized tax benefits within the next twelve months.

The Company recognizes interest and penalties accrued related to unrecognized tax benefits in
income tax expenses. The Company had approximately $1.5 million and $1.4 million accrued for
the payment of interest and penalties as of June 30, 2007 and January 1, 2007, respectively.

The Company and its subsidiaries are subject to periodic and routine audits in all major tax
jurisdictions in which they operate. It is reasonably possible that the amounts of unrecognized tax
benefits could change as a result of an audit. Based on the current audits in process, the payment
of taxes as a result of audit settlements are not expected to have an adverse significant impact on
the Company's financial position or results of operations. The Company is generally no longer

subject to tax examinations by tax authorities for years before 2001.
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ECI Telecom Ltd.

Notes to the Interim Unaudited Consolidated Financial Statements

Note 3 - Inventory

Inventory is comprised of the following:

June 30 June 30 December 31
2007 2006 2006
$in thousands $ in thousands $in thousands
(Unaudited) (Unaudited) (Audited)
Raw materials and components 46,962 56,312 57,806
Work in process 20,972 21,730 23,499
Finished products 72,208 70,663 78,050
140,142 148,705 159,355

Note 4 - Shareholders' Equity

Authorized, issued and outstanding shares A.

Authorized
June 30 December 31
2007 2006

Number of shares

NIS 0.12 par value per ordinary share 200,000,000 200,000,000
The Company’s shares (NIS 0.12 par value each) are traded in the United States on the over the 1.
counter market and are listed on the Nasdag Stock Market.
For details of the issued share capital see consolidated Statements of Changes in Shareholders’ 2.
Equity.

Dividends B.

According to the Israeli corporate laws, dividends may be paid by the Company only out of accumulated
earnings, or out of net income, in two consecutive years.

Share incentive (stock options and restricted shares plans) C.

The Company’s current stock option plans are the ECI Telecom Ltd. Key Employee Share 1.
Incentive Plan 1991 (the “1991 Plan”) and the ECI Telecom Ltd. Employee Share Incentive Plan
2002 (the “2002 Plan”, together the "ECI Plans™), which were adopted by the shareholders at the
Annual General Meetings held respectively on August 29, 1991 and November 19, 2002. The ECI

Plans will expire on December 31, 2012.

The ECI Plans provide that options may be granted to any employee, director, consultant or
contractor of the Company pursuant to (a) one or more sub-plans designed to benefit from the
provisions of Section 102 of the Israeli Income Tax Ordinance (New Version) 1961 and (b) any

other share incentive plan approved by the Board of Directors of the Company.

13



ECI Telecom Ltd.

Notes to the Interim Unaudited Consolidated Financial Statements

Note 4 - Shareholders' Equity (cont'd)
Share incentive (stock options and restricted shares plans) (cont'd) C.

In January 2006, the Board of Directors approved an amendment to the 2002 Plan, which
provided that, unless otherwise specified at the time of the award, options granted under
subsequent option awards are exercisable on a “net exercise” basis: instead of issuing to the
grantee the number of shares specified in the option award, the grantee will receive the number
of shares having a market value equal to the difference between the exercise price and closing
market price of our shares immediately prior to the date of exercise, multiplied by the number of
options being exercised. The only amount payable by the grantee for the issue to him or her of

the shares is the aggregate par value of such shares, which amount may be waived.

Under the terms of the ECI Plans, as of June 30, 2007, the Company is authorized to grant options
for a total of 32,760,700 shares, subject to anti-dilution adjustment. The option awards are
personal and non-assignable and terminate automatically upon termination of employment (except
for approved retirement or termination caused by death or disability or as otherwise approved by

the Board of Directors or its Remuneration Committee).

Stock options granted during the reporting period

The only stock option award made by the Company during the six months ended June 30, 2007
was as stated below. These stock options vest as follows: 12.5% after six months and 6.25% on the
last day of each following quarter over a period of 14 quarters. The stated stock option award is

exercisable on a “net exercise” basis.

On May 2, 2007, the Company granted an employee options for 250,000 shares at an exercise
price of $ 8.28 per share, being the closing market price on the date of the grant.

At the Annual General Meeting held on July 28, 2005, the Company's shareholders adopted the 2.
ECI Telecom Ltd. Employee Restricted Share Incentive Plan (the "ECI Restricted Share Plan™).
The ECI Restricted Share Plan will expire on June 4, 2015. Restricted shares issued under the
ECI Restricted Share Plan are issued from the same pool of shares available for the issue of
stock options under the ECI Plans.

The ECI Restricted Share Plan provides that restricted shares may be granted to any employee,
director, consultant or contractor of the Company (the "Participant'). The restricted shares are
held in trust on behalf of a Participant until the Participant's interest in such restricted shares

vests and they become freely transferable.

Should a Participant cease to remain in the employ or service of the Company, for any reason,
while holding unvested restricted shares (except for termination caused by death or as otherwise
approved by the Board of Directors or its Remuneration Committee), then those restricted shares
shall either (i) be surrendered to the Company for cancellation, or (ii) be sold by the Participant
to the Company (for consideration equal to the issue price of such shares), or (iii) shall be
treated in any other manner that will assure that the Participants rights in such shares shall cease
to exist; and the Participant shall have no further shareholder rights with respect to those

restricted shares.

The fair value of the restricted shares as of the date of the issue is amortized over the vesting period.

Unearned compensation on the grant of the options in the six month period ended on June 30,
2007, as measured at the original grant date, totaling $0.8 million was calculated based on the
market value of the shares on the date of grants and is being amortized over the vesting period.

14



ECI Telecom Ltd.

Notes to the Interim Unaudited Consolidated Financial Statements

Note 4 - Shareholders' Equity (cont’d)
Share incentive (stock options and restricted shares plans) (cont’d) C.
(Cont’d) 2.

Restricted shares issued during the reporting period

The restricted shares issued by the Company to its employees and directors, during the six
months ended June 30, 2007 were as stated below: Unless otherwise stated, these restricted
shares vest according to the following schedule: 12.5% will vest following the lapse of six
months from the date of issuance and a further 6.25% will vest on the last day of each quarter,

during 14 consecutive quarters thereafter. The shares were issued for no cash consideration.

On January 29, 2007, the Company issued an aggregate of 26,700 restricted shares to its
employees.

On February 1, 2007, the Company issued an aggregate of 5,800 restricted shares to two
directors. The shares vest and become transferable as follows: as regards 2,900 of the shares —
one third on February 1, 2008, a further one third on February 1, 2009 and the remaining third
on February 1, 2010; as regards the other 2,900 shares — one half on February 1, 2008 and the

remaining half on February 1, 2009.

On March 1, 2007, the Company issued an aggregate of 6,354 restricted shares to two directors.
The shares vest and become transferable as follows: one half on March 1, 2008 and the
remaining half on March 1, 20009.

On May 1, 2007, the Company issued 3,027 restricted shares to a director. The shares vest and
become transferable as follows: one half on May 1, 2008 and the remaining half on May 1,
20009.

On May 2, 2007, the Company issued an aggregate of 330,500 restricted shares to its
employees.

Unearned compensation on the grant of the restricted shares in the six month period ended on
June 30, 2007, as measured at the original grant date, totaling $2.8 million was calculated based
on the market value of the shares on the date of grants and is being amortized over the vesting

period.

Compensation expense of $ 2.2 millions was recognized for the restricted shares during the six
months ended June 30, 2007.

the six month period ended June 30, 2007, the Board of Directors approved During
restricted shares modifications to the vesting and termination periods of outstanding options and
expenses of $ 0.3 million were granted to certain senior employees. Accordingly, compensation

.2007recognized for the period ended June 30,

15



ECI Telecom Ltd.

Notes to the Interim Unaudited Consolidated Financial Statements

Note 4 - Shareholders' Equity (cont’d)

Share incentive and stock option plans D.

Stock options under the ECI Plans are as follows: 1.

Six months
ended Year ended
June 30 December 31
2007 2006
Number of shares ~ Number of shares
(Unaudited) (Audited)
Total number authorized at beginning of period 32,760,700 32,760,700
Options unexercised and unvested restricted shares
at beginning of period (15,150,669) (21,732,191)
Options exercised and restricted shares vested prior to
beginning of period (11,774,204) (5,296,665)
Options granted during the period (250,000) (1,114,157)
Options cancelled during the period 1,164,448 2,751,612
Restricted shares granted during the period (372,381) (1,574,767)
Restricted shares forfeited during the period 8,252 6 41,295
Available for future grants at the end of the period 6,446,146 5,835,827
Options exercised during the period* 640,002 5,963,555
Average price of options exercised during *
the period (in $) 3.12 2.12
Restricted shares vested during the period 393,680 513,984
Options unexercised and unvested restricted
shares at the end of period 13,506,668 15,150,669
Options unexercised and unvested restricted shares
vest as follows:
First year or thereafter 11,363,049 11,983,992
Second year or thereafter 1,294,131 1,994,713
Third year or thereafter 849,488 1,171,964
13,506,668 15,150,669
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ECI Telecom Ltd.

Notes to the Interim Unaudited Consolidated Financial Statements

Note 4 - Shareholders' Equity (cont'd)

Share incentive and stock option plans (cont’d) D.

To be paid in NIS based on the rate of exchange of the dollar on the date of payment as follows: 2.
June 30 December 31
2007 2006
Dollars per Share (*) Number of shares ~ Number of shares
(Unaudited) (Audited)
Restricted shares 1,547,923 1,637,474
Zero 331,619 438,083
$1.16-$2.94 1,044,800 1,169,486
$3.01 846,022 975,814
$3.02-$6.97 2,154,245 2,538,046
$7.03-$8.61 1,656,324 1,596,953
$8.75 1,192,421 1,261,071
$891-$9.22 629,001 873,251
$9.77 - $ 20.66 277,000 583,175
$23.66 - $26.04 25,500 25,500
$26.32 2,501,456 2,591,756
$27.17-$29.19 975,807 1,135,510
$29.66 - $ 39.66 324,550 324,550

13,506,668 15,150,669

As of June 30, 2007, the weighted average exercise price of options was $ 13.14 and ™

the weighted average remaining contractual life of outstanding options was 6 years.

Fair value method E.

As required by SFAS 123, the Company has determined the weighted average fair value per

option of stock-based arrangements grants during the six months ended June 30, 2007,

the six months ended June 30, 2006, the year ended 2006, the three months ended June

30, 2007 and the three months ended June 30, 2006 to be $3.1, $3.3, $2.8, $3.1 and $3.4,

respectively. The fair values of stock based compensation awards granted were

estimated using the “Black - Scholes” option pricing model with the following
assumptions.

Option Expected Risk free

term volatility interest rate

Period of grant Term Volatility Interest rate
Six months ended June 30, 2007 3.0 44 5.4%
Six months ended June 30, 2006 3.0 60 5.0%
Three months ended June 30, 2007 3.0 44 5.4%
Three months ended June 30, 2006 3.0 61 5.1%
Year ended December 31, 2006 3.0 57 4.8%
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ECI Telecom Ltd.

Notes to the Interim Unaudited Consolidated Financial Statements

Note 5 - Material Events in the Current Period

In January 2007, the Company merged the Data Networking Division and the Optical Networks A
Division into a new Transport Networking Division. The focus of this new division will be to
deliver next generation transport products that enable migration from voice oriented
technologies (SDH/SONET) to IP and data technologies, addressing carriers' needs to evolve

their networks to a single converged IP network.

In January 2007, the Company invested $3.3 million in Veraz, as part of a private placement of B.
shares by Veraz.

In February 2007, the Company completed the purchase of the remaining 27.6% minority C.
interest in its Chinese subsidiary, HETC, for $3.8 million, increasing its interest from 72.4% to

100%.
During the first quarter of 2007, as Veraz made significant progress towards completion of its D.

initial public offering (see Note 9), Management determined that it is more likely than not that a
portion of the Company’s capital loss carryforwards for tax purposes will be utilized against
capital gains that the Company will generate from the future sale of its shares in Veraz. As a
result, the Company released part of its deferred tax asset valuation allowance and recognized an

income tax benefit in the amount of $ 12.5 million.

On April 4, 2007, an S-1 Registration Statement filed with the SEC by Veraz in connection with
an initial public offering was declared effective and Veraz raised gross proceeds of $ 54 million,
before underwriting discounts and expenses, from the sale of 6.75 million shares at the public
offering price of $8 per share. In addition, the Company sold in the offering 2.25 million shares
of Veraz for a total gross consideration of $18 million resulting in the recognition of a gain of
$15.5 million. Following the offering, the company’s holding in Veraz were reduced to 27.5%

(on a non-diluted basis).

In April 2005, the Company sold to ABN Amro Bank certain notes that had been issued to it by E.
GVT, a Brazilian customer. The consideration for the transaction was the sum of $ 96 million
paid to the Company in cash, plus a further potential gross amount of approximately $ 3 million,
based upon the occurrence of certain contingencies. In June 2007, the aforesaid contingencies
have been fulfilled resulting in the recognition of net gain from recovery of doubtful debts of $
3.2 million.

Note 6 - Segment Reports

Segment activities disclosure: 1.

Segment information is presented in accordance with SFAS No. 131, "Disclosures about Segments of an
Enterprise and Related Information”. This standard is based on a management approach, which requires
segmentation based upon the Company's internal organization and internal financial reports used by

management to run the business.
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ECI Telecom Ltd.
Notes to the Interim Unaudited Consolidated Financial Statements

Note 6 - Segment Reports (cont'd)

Operational segment disclosure: 2.

Six months ended June 30, 2007

**Transport
Networks

Broadband
Access Other

Consolidated

$ in thousands

$ in thousands

$ in thousands

$ in thousands

(Unaudited)
Revenues 213,659 95,207 10,392 319,258
Operating expenses 201,311 84,516 19,378 305,205
Operating income (loss) 12,348 10,691 (8,986) 14,053
Six months ended June 30, 2006
**Transport Broadband
Networks Access Other Consolidated

$ in thousands

$ in thousands $ in thousands

$ in thousands

(Unaudited)
Revenues 186,000 128,247 18,036 332,283
Operating expenses 179,023 118,409 26,098 323,530
Operating income (loss) 6,977 9,838 (8,062) 8,753
Three months ended June 30, 2007
**Transport Broadband
Networks Access Other Consolidated
$ in thousands $ in thousands $ in thousands $ in thousands
(Unaudited)
Revenues 108,915 50,452 4,772 164,139
Operating expenses 103,384 43,533 8,022 154,939
Operating income (loss) 5,531 6,919 (3,250) 9,200
*)

Includes cost of sales, research and development costs, selling and marketing expenses, general
and administrative expenses.

Reclassified — see Note 5A.  (**)
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Revenues
Operating expenses

Operating income (loss)

Revenues

Operating expenses (*)

Operating income (loss)

Includes cost of sales, research and development costs, selling and marketing expenses, general

Note 7 - Contingencies

Notes to the Interim Unaudited Consolidated Financial Statements

Note 6 - Segment Reports (cont'd)

Operational segment disclosure: (cont'd)

Three months ended June 30, 2006

Following the reduction in workforce in accordance with the reorganization plan of the

Company that was implemented in 2002, claims and demands for higher amounts of severance
pay were submitted by certain former employees. Management of the Company believes, based
on the opinion of its legal advisors that the effect, if any, of the results of such claims and
demands on the financial position of the Company and the results of its operations, will be
immaterial and the provisions which are included in the financial statements in respect thereof

The Company conducts negotiations from time to time with international technology companies
(“technology companies”) regarding allegations that it is using certain patents owned by the
technology companies in its products. Although the Company cannot assess each negotiation for
its merit, it estimates that any settlement, if needed, will not have a material adverse effect on

the Company's financial position or results of operations.
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**Transport Broadband
Networks Access Other Consolidated
$ in thousands $ in thousands $ in thousands $ in thousands
(Unaudited)
94,535 66,436 9,302 170,273
90,693 62,503 12,479 165,675
3,842 3,933 (3,177) 4,598
Year ended December 31, 2006
**Transport Broadband
Networking Access Other Consolidated
$ in thousands $ in thousands $ in thousands $ in thousands
(Audited)
396,822 225,081 34,439 656,342
376,865 209,640 50,593 637,098
19,957 15,441 (16,154) 19,244
*)
and administrative expenses.
Reclassified — see Note 5A.  (**)
1.
are appropriate and sufficient.
2.
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Notes to the Interim Unaudited Consolidated Financial Statements

Note 7 - Contingencies (cont’d)

Several claims have been submitted against the Company and against consolidated subsidiaries, 3.

in respect of activities by the Company, in the ordinary course of business, alleging that the

Company, inter alia, used patents owned by others. The Company's Management based mainly

on opinions of its legal advisors, believes that the effect, if any, of the results of such claims on

the financial position of the Company and the results of its operations will be immaterial and the

provisions which are included in the financial statements in respect thereof are appropriate and
sufficient.

In 1997, an investigation was commenced by the Israeli Comptroller of Restrictive Trade 4,
Practices (“comptroller”) regarding alleged price fixing and non-competitive practices among
Tadiran Telecommunications Ltd. (“TTL”), Tadiran Ltd (“Tadiran” - the parent company of
TTL) and Telrad Telecommunications and Electronics Industries Ltd., a subsidiary of Koor
Industries Ltd. (a significant shareholder of the Company and Tadiran Ltd.).
ECI merged with TTL in 1999.

In 2004, the Company was informed that the comptroller has ceased the investigation without
taking any action against the Company.

In September 2004, following the completion of the investigation by the comptroller mentioned
above, a claim was filed against Bezeq (lIsrael's national telecommunications provider), Koor,
TTL, Tadiran and Telrad in the District Court of Tel Aviv-Jaffa. Attached to the claim was a
request for certification thereof as a class action, brought in the name of all Bezeq customers

against the aforesaid companies, including the Company, in an amount of $ 400 million.

In March 2005 the Company and the other respondents filed their respective answers to the
request to certify the claim as a class action. The applicant filed its reply to the respondents’
answers in December 2005.

Management of the Company believes, in light of the advice of its legal counsel, that the
allegations against the Company are without merit and therefore no provision has been recorded
in respect thereto in the financial statements.

In January 2005, the Company was named as a defendant in a purported class action complaint 5.

filed in the United States against ECtel, certain officers and directors of ECtel, and ECI. The

complaint alleged violations of U.S. Federal Securities Laws by ECtel and breach of fiduciary

duties by the individual defendants, in connection with disclosure of ECtel's financial results

between April 2001 and April 2003. It also alleged that ECI was the controlling shareholder of

ECtel during this period and, as such, influenced and controlled the purported actions by its
subsidiary. Damages claimed by the plaintiff were not quantified.

In July 2006, the United States District Court for the District of Maryland granted ECI's and
ECtel's motions to dismiss the securities class action lawsuit.

In August 2006, the plaintiff filed a motion for reconsideration, alleging new evidence against
ECtel, which was denied in March 2007. The plaintiff has appealed the dismissal.

ECI, based on the opinion of its legal advisors believes that the allegations made in the complaint

with respect to it are without merit, and accordingly no provision in respect thereof has been
included in the consolidated financial statements.
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Notes to the Interim Unaudited Consolidated Financial Statements

Note 8 - Relevant Recently Enacted Accounting Standards

In September 2006, the FASB issued SFAS No. 157, Fair Value Measurements, (““‘SFAS 1.
No. 157”). SFAS No. 157 establishes a framework for measuring fair value and expands
disclosures about fair value measurements. The changes to current practice resulting from the
application of this Statement relate to the definition of fair value, the methods used to measure
fair value, and the expanded disclosures about fair value measurements. The Statement is
effective for fiscal years beginning after November 15, 2007 and interim periods within those
fiscal years. The Company does not believe that the adoption of the provisions of SFAS No. 157

will materially impact its financial position and results of operations.

In February 2007, the FASB issued SFAS No. 159, The Fair Value Option for Financial Assets 2.

and Financial Liabilities - Including an amendment of FASB Statement No. 115 (““SFAS 159”),

which permits entities to choose to measure many financial instruments at fair value. The

statement allows entities to achieve an offset accounting effect for certain changes in fair value

of certain related assets and liabilities without having to apply complex hedge accounting

provisions, and is expected to expand the use of fair value measurement consistent with the

Board's long-term objectives for financial instruments. This Statement is effective for fiscal

years beginning after November 15, 2007. The Company is currently reviewing this new
standard to determine its effects, if any, on its results of operations or financial position.

Note 9 - Subsequent Events

On July 2, 2007 the Company announced that it has entered into a definitive merger agreement for the
Company to be acquired by affiliates of the Swarth Group, and certain funds that have appointed
Ashmore Investment Management Limited as their investment manager. Under the terms of the
agreement, ECI shareholders will receive $10 per share in cash (“the Merger Consideration”) at closing

in a transaction valued at approximately $ 1.2 billion.

The Board of Directors of ECI approved the agreement and recommended that ECI shareholders vote in
favor of the transaction. The closing of the transaction is subject to shareholder approval, certain
regulatory approvals and other customary closing conditions. It is currently anticipated that the
transaction will be consummated in the fall of 2007. Upon the closing of the transaction, ECI ordinary

shares would no longer be traded on NASDAQ.

Upon the closing of the transaction each outstanding stock option (whether or not then vested), will be
cashed out at a price equal to the excess, if any, of the Merger Consideration over the per share exercise
price payable. The vesting of all outstanding unvested restricted shares will be accelerated and the
holders thereof will be entitled to receive the Merger Consideration. Subsequently, all stock options and

all restricted shares shall no longer be outstanding and shall automatically cease to exist.
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