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MIND CTI LTD (Form: 20-F, Received: 04/11/2016 06:09:18) Page 71 of 118

As of December 31, 2015, we did not hold any derivative financial instruments for either trading or non-
trading purposes.

None.

Not applicable.
$ % % # & " " "

None.

We performed an evaluation of the effectiveness of the design and operation of our disclosure controls and
procedures (as defined in Rule 13a-15(e) and 15d-15(e) under the Securities Exchange Act of 1934) as of December
31, 2015. The evaluation was performed with the participation of our senior management and under the supervision
and with the participation of our chief executive officer and chief financial officer. Based on this evaluation, our chief
executive officer and chief financial officer have concluded that our disclosure controls and procedures were effective
as of December 31, 2015.

Our management, including our chief executive officer and chief financial officer, is responsible for
establishing and maintaining adequate internal control over our financial reporting, as such term is defined in Rule
13a-15(f) under the Securities Exchange Act. Our internal control system was designed to provide reasonable
assurance to our management and our board of directors regarding the reliability of financial reporting and the
preparation and fair presentation of published financial statements for external purposes in accordance with generally
accepted accounting principles. All internal control systems, no matter how well designed, have inherent limitations.
Therefore, even those systems determined to be effective can provide only reasonable assurances with respect to
financial statement preparation and presentation. 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 decline.

Our management (with the participation of our chief executive officer and chief financial officer) conducted
an evaluation, pursuant to Rule 13a-15(c) under the Securities Exchange Act, of the effectiveness, as of the end of the
period covered by this Annual Report, of our internal control over financial reporting based on the criteria set forth in

issued by the Committee of Sponsoring Organizations of the Treadway
Commission. Based on the results of this evaluation, management assessed the effectiveness of our internal control
over financial reporting as at December 31, 2015 and concluded that our internal control over financial reporting was
effective as of December 31, 2015.

70
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MIND CTI LTD (Form: 20-F, Received: 04/11/2016 06:09:18)

Cash and cash equivalents
Short-term bank deposits
Marketable securities
Accounts receivable, net:
Trade
Other
Prepaid expenses
Deferred cost of revenues
Deferred income taxes
Inventories

r & 1™

- x mm (

Marketable securities - available-for-sale
Severance pay fund
Deferred income taxes

+T o+ 7, -+ net of accumulated depreciation
and amortization
- 7/

P

- - - .

- (
Accounts payable and accruals:
Trade
Other

Deferred revenues
1 & & #1 ##"
T (
Deferred revenues
Employees' rights upon retirement
LI X A
- "0 -
Share capital
Additional paid-in capital
Accumulated other comprehensive loss
Differences from translation of foreign currency financial statements
of a subsidiary
Treasury shares
Accumulated deficit
P "%l % "0 1&#2

Po#r g4 18 "% % "0 1&#2

% ! 3152634 $ "1 1$4$ 41 31 5 % SigI$ AL "1

F-3

Page 79 of 118

1"ig % &"1$ "

9a

2a
9%

8&d

2b

&d

W

9¢

11,475 $ 8,100

1,498 4,551
5,151 5,038
2,243 2,595

213 234
232 384
78 21
187 175
9 10

21,086 21,108
1,441 1,574
1,623 1,597

54 20
591 618
5,430 5,430

30,225 § 30,347

237 $ 138
2,264 2,306
3,664 3,671
6,165 6,115

426 134
1,786 1,687
8,377 7,936

54 54
25,862 25,724
(195) (63)
(877) (877)
(1,692) (1,863)
(1,304) (564)
21,348 22411

30,225 § 30,347

http://secfilings.nasdaq.com/efxapi/EFX _dII/EDGARpro.dll?FetchFilingHTML1?ID=...
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MIND CTILTD (Form

: 20-F, Received: 04/11/2016 06:09:18)

Page 80 of 118

R ¢
# ) *e* " &

+ b , 10a
Sales of licenses $ 3942 % 5397 $ 4,613
Services 16,986 19,623 13,867
20,928 25,020 18,480

o

Cost of sales of licenses 418 488 421
Cost of services 8,212 9,462 7,450
8,630 9,950 7,871
- 12,298 15,070 10,609
- —+ / 10b 2,943 4,539 5,030
- (0] / 10c 1,173 1,140 1,694
- + / 10d 1,766 1,934 1,726
- 6,416 7,457 2,159
1/ 23 ¢ 10e (114) (306) 163
4 / 6,302 7,151 2,322
/ 8e 1,284 1,668 137
- $ 5,018 $ 5,483 $ 2,185

- ] 3 10f
Basic and diluted $ 026 $ 029 $§ 0.12

5 —. + - 4
- - 3

- 10f
Basic 19,183 18,949 18,869
Diluted 19,283 19,032 18,890

" # * 6% 7 #b h &7 §* &4#88" 8 S &k &
F-4
http://secfilings.nasdaq.com/efxapi/EFX_dII/EDGARpro.dll?FetchFilingHTML1?ID=... 26/07/2016
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MIND CTI LTD (Form: 20-F, Received: 04/11/2016 06:09:18) Page 83 of 118

1 "#oO§ kT

C ) (C > + :
Net income $ 5,018 $ 5483 $ 2,185
Adjustments to reconcile net income to net cash
provided by operating activities:

Depreciation and amortization (see Note 3) 173 233 250
Deferred income taxes, net (46) 101 (157)
Accrued severance pay 105 68 77
Unrealized loss (gain) from marketable securities, net 98 (26) 6
Capital gain on sale of property and equipment, net - - (5)
Employees share based compensation 138 72 58
Realized loss (gain) on sale of marketable securities — available-for-

sale, net - 9 1

Changes in operating asset and liability items:
Decrease (increase) in accounts receivable:

Trade 352 (1,354) (390)
Other 21 (70) (15)
Decrease (increase) in prepaid expenses and deferred cost of revenues 95 77) 351
Decrease in inventories 1 - 3
Increase (decrease) in accounts payable and accruals:
Trade 99 (387) 412
Other (42) 1,153 1
Increase (decrease) in deferred revenues 285 (1,346) 2,413
hoo&- "8 - ¥ 0 %S9 6,297 3,841 5,190
C + > + ,
Investment in marketable securities — available-for-sale - (1,664) -
Proceeds from sale of marketable securities — available-for-sale - 522 -
Purchase of property and equipment (146) (201) (240)
Severance pay funds (32) (109) (162)
Investment in short-term bank deposits - - (2,559)
Realization of short-term bank deposits 3,053 3,746 -
Investments in marketable securities (210) (2,176) (2,842)
Proceeds from sale of property and equipment - - 26
hoo&- "9 /17§28 . ¥ 0 Y% 2,665 118 (5,777)
C > + :
Employee stock options exercised and paid 171 424 73
Dividend paid (5,758) (4,544) (4,532)
hoo&" 0§ 3 $0 U5.918 (5,587) (4,120) (4,459)
(¢ 41
51 + - 49 (52)
C 1 C 2 51 + 3,375 (112) (5,098)
6 51 +
6 * > (¢ 8,100 8,212 13,310
6 51 +
C $ 11475 $ 8,100 $ 8,212
D)) 1 7
+ 7
Taxes paid $ 414 3 1,266 $ 95
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! " # $
These assets are stated at cost less accumulated depreciation.
2) The assets are depreciated by the straight-line method, on basis of their estimated

useful life.
Annual rates of depreciation are as follows:

%
Computers and electronic equipment 15-33
(mainly 33)
Office furniture and equipment 6-7
Vehicles 15

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.

& (¢

Goodwill reflects the excess of the purchase price of subsidiaries acquired over the fair value of
net assets acquired. Under Accounting Standards Codification (“ASC”) 350, "Goodwill" is not
amortized but rather tested for impairment at least annually. The Company performs annual
testing for impairment of the goodwill during the third quarter of each year, see also Note 4.

) # O1* 4

The Company accounts for income taxes, in accordance with the provisions of ASC 740
("Income Taxes,") under the liability method of accounting. Under the liability method, deferred
taxes are determined based on the differences between the financial statement and tax basis of
assets and liabilities at enacted tax rates in effect in the year in which the differences are
expected to reverse. Valuation allowances are established, when necessary, to reduce deferred
tax assets to amounts expected to be realized.

Deferred tax liabilities and assets are classified as current or non-current based on the
classification of the related asset or liability for financial reporting or, if not related to an asset or
liability for financial reporting, according to the expected reversal dates of the specific temporary
differences.

For uncertain tax positions, the Company follows a two-step approach to recognizing and
measuring uncertain tax positions. The first step is to evaluate the tax position for recognition by
determining if the weight of available evidence indicates that it is more likely than not that the
position will be sustained on audit. The second step is to measure the tax benefit as the largest
amount that is more than 50% likely of being realized upon ultimate resolution. The Company’s
policy is to include interest and penalties related to unrecognized tax benefits within income tax
expense.

( s = - $
The Company’s revenues consist of revenues generated from software licensing, sales of
professional services, including integration and implementation, sales of third-party hardware

and software, maintenance services, managed services and training.

The Company applies the provisions of Statement of ASC 985-605, "Revenue Recognition" and
ASC 605-35, "Construction-Type and Production-Type Contracts", as follows:
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R B 1$ % & ' (% )*++

P/ % %

The Company is located in Development Region "A" and during 2011 had chosen the
status of the 2011 Amendment.

If only a portion of the Company's capital investments is approved, its effective tax rate
will be the result of a weighted combination of the applicable rates. The tax benefits from
any certificate of approval relate only to taxable income attributable to the specific
“Preferred Enterprise”. Income derived from activity that is not integral to the activity of
the “Preferred Enterprise” will not enjoy tax benefits. The Company's entitlement to the
above benefits is subject to fulfillment of certain conditions under the Investment Law
and related regulations.

During 2013, the Company applied for a tax ruling with respect to 2012 and future years.
During 2014, the Company obtained the ruling, which provides that the portion of the
income attributed to the ‘“Preferred Enterprise” (and thereby subject to lower tax rates)
will be calculated each year based on, among other things, the ratio between the number
of the employees in Israel and abroad. According to the ruling, the tax rate on income in
Israel in 2015 was approximately 22%.

&é&' ' r-
% % "1 ! P

On December 6, 2011, the “Tax Burden Distribution Law” Legislation Amendments
(2011) was published in the official gazette, under which the previously approved gradual
decrease in corporate tax was cancelled. The corporate tax rate increased to 25% as from
2012.

As part of the mentioned above law for the change in the order of National Priorities
(Legislative amendments to achieve budget objectives for 2013 and 2014) — 2013 the
corporate tax rate has increased to 26.5% in 2014 and 2015.

On 5 January 2016, the Israeli Parliament officially published the Law for the
Amendment of the Israeli Tax Ordinance (Amendment 216), that reduces the standard
corporate income tax rate from 26.5% to 25%. The amendment will enter into force on
January 1, 2016 and the 25% corporate tax rate will apply to income that was generated
from that day onwards.

% P !

Non-Israeli subsidiaries are taxed according to tax laws in their countries of residence.

F-21
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MIND C.T.I. LTD.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

NOTE9 - SUPPLEMENTARY BALANCE SHEET INFORMATION

a. Cash and cash equivalents:
P # " $ % "
& # T # -
b. Accounts receivable:
( )
December 31,
2015 2014
U.S. dollars in
thousands
* +
, - & I ( -
+
# & &)
Years ended December 31,
2015 2014 2013
U.S. dollars in thousands
0] # # " - -
1 / ( # " -
o & - - /
0 " -
« > )
December 31,
2015 2014
U.S. dollars in
thousands
21 1 + -
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4 "
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MIND C.T.I. LTD.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
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