Consolidated Statements of Cash Flows

NUR Macroprinters Ltd.

U.S dollars in thousands Year ended December 31, 1996 1997 1998

Cash flows from operating activities:

Net income (loss) (10,088) 485 1,457

Adjustments to reconcile net income (loss) to net cash provided by (used in) operating activities:
Minority interest in earnings of subsidiary - 26 43
Depreciation and amortization 321 644 792
Loss (gain) from sale of property and equipment (4) 8 20
Loss (gain) on marketable securities (22) - 91
Deferred taxes, net 400 21 (34)
Amortization of deferred compensation 49 91 121
Accrued severance pay, net 83 (18) (1)
Write-off of technology assigned to research and development - - 1,950
Marketable securities 512 - (154)
Decrease (increase) in trade receivables 3,625 (1,783) (3,026)
Decrease (increase) in other accounts receivable and prepaid expenses (378) 4 (953)
Decrease (increase) in inventories (1,738) 317 (1,447)
Decrease in prepaid expenses - *) 231 8
Increase (decrease) in trade payables 1435 (1,248) 2,933
Increase in accrued expenses and other liabilities 224 502 463
Increase (decrease) in customer advances 1,345 (1,328) 59
Increase in long term accrued expenses - - 504
Net cash provided by (used in) operating activities (4,236) (2,005) 2,896

Cash flows from investing activities:
Proceeds from principal of short-term loans to affiliates and a shareholder 339 - -
Restricted long term bank deposit - (150) (187)
Proceeds from long-term bank deposit 400 - -
Purchase of property and equipment (230) (1,479) (2,541)
Proceeds from sale of property and equipment 393 15 191
Grants received - - 266
Prepaid expenses (368) ) - -
Acquisition of technology - - (1,307)
Net cash provided by (used in) investing activities 534 (1,614) (3,578)

*) Reclassified.

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




Consolidated Statements of Cash Flows

NUR Macroprinters Ltd.

U.S dollars in thousands Year ended December 31, 1996 1997 1998
Cash flows from financing activities:
Share capital issuance expenses - - (128)
Proceeds from issuance of shares, net - 3512 -
Short-term bank credit, net 1424 (810) 2,320
Proceeds from principal of long-term loans - 1,263 106
Repayment of principal of long-term loans (355) (886) (535)
Net cash provided by financing activities 1,069 3,079 1,763
Effect of exchange rate changes on cash and cash equivalents 6 36 12
Increase (decrease) in cash and cash equivalents (2,627) (504) 1,093
Cash and cash equivalents at the beginning of the year 4,365 1,738 1,234
Cash and cash equivalents at the end of the year 1,738 1234 2,327
(1) Purchase of subsidiary for cash:
Estimated fair value of assets and liabilities acquired:
Working capital 196 - -
Fixed assets (585) - -
Long-term loan 359 - -
Accrued severance pay 30 - -
Supplemental disclosure of cash flow information:
Cash paid during the year for:
Interest 763 367 174
Income taxes 38 74 110
Non-cash investing information:
Accrued expenses and other liabilities incurred upon the acquisition of technology - - 643

*) Reclassified.

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




Notes to Financial Statements

NUR Macroprinters Ltd.

NOTE 1: General

a. Organization:

1. Nur Macroprinters Ltd. (“the Company”), an Israeli Corporation, is an industrial
company. The Company develops, manufactures and sells digital continuous ink-jet
printing systems and related consumable products for large format printing. The
Company maintains wholly-owned subsidiaries in Europe and United States for sales
support and marketing. The Company's products are sold by a network of dealers
and distributors. The principal markets of the Company and its subsidiaries are
located in Europe and United States.

2. Nur Media Solutions S.A. (“Nur Media Solutions™):
In April 1998, the Company renamed its previously wholly-owned subsidiary Nur
International S.A. to Nur Media Solutions S.A., which is engaged in developing and
marketing of consumables for the Company's printers (see Note 16¢).

3. Nur America Inc. (“Nur America"):
In 1996, the Company established a wholly-owned subsidiary in the United States -
Nur America, which is engaged in the marketing of the Company’s products and
related consumable products in South America and North America.

4. Nur Advanced Technologies (Europe) S.A. (“Nur Europe"):
In 1996, the Company established a wholly-owned subsidiary in Belgium - Nur
Europe which is engaged in the marketing of the Company's products and related
consumable products in Europe.

5. M. Nur Marketing & Communication GmbH (“Nur Germany"'):
In December 1997, the Company purchased the shares of Nur Germany, a 84%
owned subsidiary, that were held by Nur Media Solutions. Nur Germany is engaged in
selling and marketing of consumable printed materials.

b. Financial difficulties:

During 1996, the Company experienced severe financial difficulties. The Company wrote
off $3,757 thousand, due to outstanding debts of the Company to Moshe Nur, the
Company's former Chairman of the Board of Directors and a former major shareholder,
and with companies controlled by Moshe Nur, which are currently in bankruptcy
proceedings (see also Notes 16, 18 and 22j).

c. Acquisition of technology:

In December 1997, the Company signed an agreement with a private company, Meital
Electronic Technologies Ltd. (“Meital”), which is engaged in research and development in
fields related to the Company’s activity. In accordance with the agreement, the Company
provided loans to Meital in 1997 and 1998 totaling $50 thousand and $350 thousand,
respectively. During 1997 and 1998, the Company recorded a provision in respect of the
aforementioned amounts since Meital is in the development stage, and there is an
uncertainty regarding its ability to repay the loans.

In September 1998, the Company acquired from Meital all rights (including all related
assets) to Meital's piezo DoD inkjet technologies for application in wide format digital
printers for approximately $3.0 million, consisting of an up-front payment of $750
thousand, the assumption of certain liabilities including those that relate to the legal
dispute between Idanit Technologies Ltd. (“Idanit”) and Meital (see Note 14) and future
sales which are based on royalties. The Meital acquisition resulted in a one-time charge
to research and development in the amount of $1.95 million. The Company has future
royalty obligations, based on future sales, in the next three years, of Meital's technology-
based printers, which will not exceed $1.3 million. If certain minimum royalties are not
paid, Meital has the option to buy back the technology in the amount of royalties paid by
the Company.

d. Concentration of risks that may have a significant impact on the Company:

Suppliers: The Company purchases all of the ink and ink-jets used in its current
printers from one supplier while using the supplier's credit-terms. The Company's
customers rely on the ink to operate their printers.

Because the Company's business depends on the sale of its printers, a failure in
supplying or a change in credit-terms could have a severe adverse effect on the
Company's financial results.

Subcontractors: The Company employs a limited number of unaffiliated
subcontractors to manufacture components for its printers. The Company currently
employs one independent sub-contractor to assemble its printers.

Because the Company relies on subcontractors, its business could suffer if the
Company fails to maintain its relationships with its subcontractors or fails to develop
alternative sources for its printer components.




NUR Macroprinters Ltd.

NOTE 2: Significant Accounting Policies

The Company's consolidated financial statements have been prepared in accordance
with Generally Accepted Accounting Principles in Israel (“Israel GAAP"). As applicable to
the Company's consolidated financial statements Generally Accepted Accounting
Principles in the United States (“U.S. GAAP") and in Israel are identical in all material
respects.

a. Use of estimates:

The preparation of financial statements in conformity with generally accepted
accounting principles requires management to make estimates and assumptions that
affect the amounts reported in the financial statements and accompanying notes. Actual
results could differ from those estimates.

b. Financial statements:

1. Financial statements in U.S. dollars:

The accompanying consolidated financial statements have been prepared in U.S.
dollars. The U.S. dollar is the currency of the primary economic environment in
which the operations of the Company and Nur America are conducted. The U.S.
dollar is also the functional and reporting currency of the Company. The majority of
sales are made in U.S. dollars and the majority of purchases of materials and
components are invoiced and paid in U.S. dollars. In addition, a substantial number
of other expenses are incurred outside Israel in U.S. dollars or paid in U.S. dollars or
in New Israeli Shekels (“NIS") linked to the exchange rate of the U.S. dollar.

The Company's transactions and balances denominated in U.S. dollars are
presented at their original amounts. Non-dollar transactions and balances have
been remeasured into U.S. dollars in accordance with Statement 52 of the Financial
Accounting Standards Board (“FASB"). All transaction gains and losses from
remeasurement of monetary balance sheet items denominated in non-dollar
currencies are reflected in the statement of operations as financial income or
expenses, as appropriate.

2. Foreign currency translation:

The financial statements of certain subsidiaries, whose functional currency is not
the U.S. dollar, have been translated into U.S. dollars, in accordance with FASB
Statement No. 52, “Foreign Currency Translation”. All balance sheet accounts have
been translated using the exchange rates in effect at the balance sheet date.

Statement of operations amounts have been translated using the average exchange
rate for the year. The resulting aggregate translation adjustments are reported as a
component of shareholders’ equity.

c. Principles of consolidation:

The consolidated financial statements include the accounts of the Company and its
subsidiaries listed below. Intercompany transactions and balances, including profits from
intercompany sales not yet realized outside the group, have been eliminated in
consolidation.

Subsidiaries included in consolidation:

Rights

Shares conferring December 31,1998 and 1997 Voting rights to Er:ﬁts
% %

Nur Media-Solutions S.A. 100 100
Nur Europe 100 100
Nur America 100 100
Nur Germany 84 84

d. Cash equivalents:
The Company considers all highly liquid investments originally purchased with
maturities of three months or less to be cash equivalents.

e. Trade receivables:

Trade receivables include amounts billed to clients and various amounts due from
transactions arising in the ordinary course of business. Management periodically
evaluates the collectibility of these receivables and adjusts the allowance for doubtful
accounts to reflect the amounts estimated to be uncollectible.

f. Marketable securities:

Management determines the appropriate classification of its investments in
marketable securities at the time of purchase and reevaluated such determination at
each balance sheet date. Marketable securities are accounted for as trading securities in
accordance with the provisions of Statement No. 115 of the FASB. The marketable
securities consist of debentures, mutual funds and other securities which are carried at
their market value on balance sheet date. The change in the difference between the
market value and cost of marketable securities is credited or charged to the statement of
operations.




NUR Macroprinters Ltd.

g. Inventories:

Inventories are stated at the lower of cost or market value. Cost is determined
as follows:

Raw materials - by the “first-in, first-out” method; work-in-progress and finished
products - on the basis of computed manufacturing costs.

The Company annually reviews the inventory for obsolescence, based on the sales
activity of its products, and provides a reserve where appropriate.

h. Restricted long term bank deposit:

Restricted long term bank deposit is maintained with banks to secure leasing
obligations of a customer. The Company is restricted from withdrawing any portion of the
long term bank deposit at any time, until the repayment of the leasing obligation by the
customer. The restricted long term bank deposit will mature approximately in 2001, is
linked to the U.S. dollar and bears interest at a rate of 5%.

i. Property and equipment:

These assets are stated at cost, net of grant received.

Depreciation is calculated using the straight-line method over the estimated useful
lives of the assets.

The annual depreciation rates are as follows:

%
Machinery and equipment 10-33

Motor vehicles 15
Office furniture and equipment 6-10
Building 3

Leasehold improvements Over the term of the lease agreement
j. Other assets:

Other assets are stated at amortized cost. Amortization is calculated using the
straight-line method over the estimated useful lives, at the following annual rates:

Distribution rights 20
Patent rights 10

k. Income taxes:
The Company accounts for income taxes in accordance with Statement of Financial
Accounting Standards (SFAS) No. 109, “Accounting for Income Taxes". This statement

prescribes the use of the liability method, whereby deferred tax asset and liability
account balances are determined based on differences between financial reporting and
tax bases of assets and liabilities and are measured using the enacted tax rates and laws
that will be in effect when the differences are expected to reverse. The Company provides
a valuation allowance, if necessary, to reduce deferred tax assets to their estimated
realizable value.

I. Basic and diluted earnings (loss) per share:

Basic earnings (loss) per share is computed based on the weighted average number of
ordinary shares outstanding during each year. Diluted earnings per share is computed
based on the weighted average number of ordinary shares outstanding during each year,
plus dilutive potential ordinary shares considered outstanding during the year, in
accordance with FASB Statement No. 128, “Earnings Per Share".

m. Accounting for stock-based compensation:

The Company has chosen to continue accounting for stock-based compensation in
accordance with the provisions of Accounting Principles Board Opinion No. 25 (“APB-25"),
“Accounting for Stock Issued to Employees”. Under APB-25, when the exercise price of the
Company's share options equals or is higher than the market price of the underlying
shares on the date of grant, no compensation expense is recognized. The pro-forma
information with respect to the fair value of the options is provided in accordance with
the provisions of Statement No. 123 (see Note 19). In accounting for option granted to
other than employees, the provision of SFAS 123 was applied.

n. Revenue recognition

1. Revenues from sales of products are recognized upon shipment provided that no
significant vendor obligations remain and collection is deemed probable.

2. Revenues from services are recognized ratably over the term of the agreements.

3. Estimated warranty costs which to date have been insignificant are accrued in the
financial statements (in respect of most of these costs the Company has warranties
from its suppliers).

0. Research and development:

Research and development expenses are charged to expenses as incurred.

Grants are netted from research and development costs on an accrual basis as the
related expenses are incurred.




