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INTRODUCTION

Magal Security Systems Ltd. develops, manufactures, markets and sells complex computerized security systems, including a line of
perimeter security systems, a hardware and software all in one security solution which integrates closed circuit television, or CCTV, related
applications such as outdoor and indoor video motion detection systems, security management and control systems, personal emergency location
systems and a pipeline security system. Our predecessor commenced operations in 1969 as a department specializing in perimeter security
systems within the electronics division of Israel Aircraft Industries Ltd., or IAIL Effective April 1984, we purchased from IAI substantially all of
the assets, and assumed substantially all of the related liabilities, of that department. In March 1993, we completed an initial public offering of
1,380,000 ordinary shares, in February 1997, we completed a public offering of an additional 2,085,000 ordinary shares and in April 2005, we
completed a public offering of an additional 1,700,000 ordinary shares. Our ordinary shares are traded on the NASDAQ Global Market and on
the Tel Aviv Stock Exchange under the symbol MAGS.

Except for the historical information contained in this annual report, the statements contained in this annual report are forward-looking
statements within the meaning of the Private Securities Litigation Reform Act of 1995 with respect to our business, financial condition and
results of operations. Actual results could differ materially from those anticipated in these forward-looking statements as a result of various
factors, including all the risks discussed in Item 3.D. Key Information Risk Factors and elsewhere in this annual report.

Statements which use the terms believe, do not believe, expect, plan, intend, estimate, anticipate and similar expressions are inte
identify forward-looking statements. These statements reflect our current views with respect to future events and are based on assumptions and
are subject to risks and uncertainties. Except as required by applicable law, including the securities laws of the U.S., we do not intend to update
or revise any forward-looking statements, whether as a result of new information, future events or otherwise.

We have trademark rights in the United States and other national jurisdictions arising out of our trademark registrations, applications,
and/or use of the following trademarks and service marks: SENSTAR-STELLAR logo, the S logos, SENSTAR-STELLAR,
SENSTAR-STELLAR (and design) SENSTAR, STELLAR, STELLAR SYSTEMS, STELLAR SYSTEMS (and design), PANTHER,
GUIDAR, REPELS, SENNET, PERIMITRAX, INTELLI-FLEX, INTELLI-FIELD, X-FIELD, OMNITRAX, STARLED, STARNET,
FRONTLINE, E-FIELD, H-FIELD, E-FLEX, ARMOURFLEX, SIMPL, CROSSFIRE, ECHOCHECK, FLASH, FLARE, SENTRAX,
OMNITRAX, XFIELD, DTR, DreamBox, Magal logo and all other marks used to identify particular products and services associated with our
businesses.

Any other trademarks and trade names appearing in this annual report are owned by their respective holders.

Our address on the Internet is www.magal-ssl.com. The information on our website is not incorporated by reference into this annual
report.

Our consolidated financial statements appearing in this annual report are prepared in U.S. dollars and in accordance with U.S. generally
accepted accounting principles, or U.S. GAAP. All references in this annual report to dollars or $ are to U.S. dollars and all references in this
annual report to NIS are to New Israeli Shekels. The representative exchange rate between the NIS and the dollar as published by the Bank of
Israel on June 24, 2008 was NIS 3.373 per $1.00.

As used in this annual report, the terms we, us and our mean Magal Security Systems Ltd. and its subsidiaries, unless otherwise indicated.

Statements made in this annual report concerning the contents of any contract, agreement or other document are summaries of such
contracts, agreements or documents and are not complete descriptions of all of their terms. If we filed any of these documents as an exhibit to
this annual report or to any registration statement or annual report that we previously filed, you may read the document itself for a complete
description of its terms.
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PARTI
ITEM 1. Identity of Directors, Senior Management and Advisers
Not applicable.
ITEM 2. Offer Statistics and Expected Timetable
Not applicable.
ITEM 3. Key Information

A. Selected Consolidated Financial Data.

We have derived the following selected consolidated financial data as of December 31, 2006 and 2007 and for each of the years ended
December 31, 2005, 2006 and 2007 from our consolidated financial statements set forth elsewhere in this annual report that have been prepared
in accordance with U.S. GAAP. We have derived the following selected consolidated financial data as of December 31, 2003, 2004 and 2005
and for each of the years ended December 31, 2003 and 2004 from our audited consolidated financial statements not included in this annual

report.

Consolidated Statement of Income Data:

Revenues
Cost of revenues

Gross profit

Operating expenses:

Research and development, net

Selling and marketing, net

General and administrative

Special post employment benefit

Award granted by principal shareholders

Total operating expenses

Operating income (loss)
Financial expenses, net

Income (loss) before income taxes

Income taxes (tax benefit)

Income (loss) from continuing operations

Income (loss) from discontinued operations, net

Net income (loss)

Basic net earnings (loss) per share from continuing operations
Basic net earnings (loss) per share from discontinued

operations

Year Ended December 31,
2003 2004 2005 2006 2007
(in thousands except per share data)
58,252 58,408 $ 58,385 $ 63,600 $ 72,375
31,852 30,532 36,658 37,236 43,510
26,400 27,876 21,727 26,364 28,865
4,773 4,683 5,265 5,378 5,764
10,577 11,923 12,385 11,603 12,930
4,907 4,767 4,965 5,547 6,561
904
1,172
20,257 22,545 22,615 22,528 26,159
6,143 5,331 (888) 3,836 2,706
1,003 774 813 864 2,137
5,140 4,557 (1,701) 2,972 569
910 1,574 (28) 943 373
4,230 2,983 (1,673) 2,029 196
(1,826) (1,930) (1,538) (1,219) 1,686
2,404 1,053 3,211) 810 1,882
0.53 035 $ 0.17) $ 020 $ 0.02
(0.23) (0.23) (0.15) 0.12) 0.16
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Basic net earnings (loss) per share

Diluted net earnings (loss) per share from continuing
operations

Diluted net earnings (loss) per share from discontinued
operations

Diluted net earnings (loss) per share

Weighted average number of ordinary shares used in
computing basic net earnings per share

Weighted average number of ordinary shares used in
computing diluted net earnings per share

Cash dividend per share

030 $ 012 $ 032) $ 0.08 $ 0.18
053 $ 035 $ 0.17) $ 020 $ 0.02
(0.23) (0.23) (0.15) (0.12) 0.16
030 $ 012 $ 032) $ 0.08 $ 0.18
7,948 8,581 9,883 10,384 10,395
8,029 8,636 9,900 10,442 10,431
0.05 $ $ $ $
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Our board of directors declared share dividend distributions of 3.0% and 5.0% in May 2003 and July 2004, respectively. All per share data
in the above table has been adjusted to reflect the share dividends.

Effective as of September 1, 2007, our consolidated financial statements include those of the recently acquired European integration
company. In December 2007, we decided to dispose of our U.S. based video monitoring business operated by SIS systems, Inc. (formerly Smart
Interactive Systems Inc.,) or Smart. Accordingly, the operating results, balance sheet and cash flows relating to the video monitoring operations
were presented in our statements of income, balance sheets and cash flows as discontinued operations, and the comparative figures were
reclassified for all periods presented.

As of December 31,

2003 2004 2005 2006 2007

(in thousands)

Consolidated Balance Sheet Data:

Cash and cash equivalents $ 4389 §$ 11,964 §$ 10,099 $ 4908 $ 9,205
Short and long-term bank deposits, marketable securities

structured notes and escrow deposit 12,051 5,994 18,853 22,053 26,972
Working capital 21,608 21,504 35,071 39,884 41,526
Total assets 71,443 77,976 101,842 103,681 126,157
Short-term bank credit (including current maturities of

long-term loans) 16,438 17,467 21,715 17,821 20,737
Long-term bank loans 1,873 3,500 1,653 7,399 3,095
Total shareholders equity 38,984 43,548 56,950 58,150 65,578

B. Capitalization and Indebtedness.
Not applicable

C. Reasons for the Offer and Use of Proceeds.
Not applicable.

D. Risk Factors.

Our business, results of operations and financial condition could be seriously harmed due to any of the following risks, among others. If
we do not successfully address the risks to which we are subject, our business, results of operations and financial condition may be materially
and adversely affected and our share price may decline.

Risks Related to Our Business

We depend on large orders from a relatively small number of customers for a substantial portion of our revenues. As a result, our
revenues and operating results may vary from quarter to quarter.

We receive large orders from a relatively small number of customers and our revenues and operating results are subject to substantial
periodic variations. Individual orders from customers can represent a substantial portion of our revenues in any one period and significant orders
by a customer during one period may not be followed by further orders from the same customer in subsequent periods. As a result, our revenues
and operating results for a specific quarter may not be indicative of our future performance and quarter-to-quarter comparisons of our operating
results may not be meaningful, making it difficult for investors to evaluate our future prospects based on the results of any quarter. In addition,
we have a limited order backlog, which makes revenues in any quarter substantially dependent upon orders we deliver in that quarter.
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Our revenues depend on government procurement procedures and practices. A substantial decrease in our customers budgets would
adversely affect our results of operations.

Our products are primarily sold to governmental agencies, governmental authorities and government-owned companies, many of which
have complex and time-consuming procurement procedures. A substantial period of time often elapses from the time we begin marketing a
product until we actually sell that product to a particular customer. In addition, our sales to governmental agencies, authorities and companies
are directly affected by these customers budgetary constraints and the priority given in their budgets to the procurement of our products. A
decrease in governmental funding for our customers budgets would adversely affect our results of operations.

The loss of one or more of our key customers, in particular the Israeli Ministry of Defense, would result in a loss of a significant amount
of our revenues.

A relatively few customers account for a large percentage of our revenues. For the years ended December 31, 2005, 2006 and 2007,
revenues generated from sales to the Israeli Ministry of Defense, or MOD, accounted for 23.9%, 33.7% and 13.0%, respectively, of our
revenues. The loss of the MOD as a customer without replacement by a customer or customers of similar volume would have a material adverse
effect on our financial results.

The level of our contracts may be reduced in the future due to changes in governmental priorities and audits.

Governmental purchases of our systems, products and services may decline in the future as the governmental purchasing agencies may
terminate, reduce or modify contracts or subcontracts if:

. Their requirements or budgetary constraints change;

. they cancel multi-year contracts and related orders if funds become unavailable;
. they shift spending priorities into other areas or for other products; and

. they adjust contract costs and fees on the basis of audits.

Any such event may have a material adverse affect on us.
If we do not receive MOD approvals necessary for us to export the products we produce in Israel, our revenues may decrease.

Under Israeli law, the export of products that we manufacture in Israel and the export of certain of our know-how are subject to approval
by the MOD. We must obtain permits from the MOD to initiate sales proposals with regard to these exports, as well as for actual export
transactions. We may not be able to receive all the required permits for which we may apply in the future. If we do not receive the required
permits for which we apply, our revenues may decrease.

The market for our products is characterized by changing technology, requirements, standards and products, and we may be adversely
affected if we do not respond promptly and effectively to these changes.

The market for our products is characterized by evolving technologies, changing industry standards, changing regulatory environments,
frequent new product introductions and rapid changes in customer requirements. The introduction of products embodying new technologies and
the emergence of new industry standards and practices can render existing products obsolete and unmarketable. Our future success will depend
on our ability to enhance our existing products and to develop and introduce, on a timely and cost-effective basis, new products and product
features that keep pace with technological developments and emerging industry standards and address the increasingly sophisticated needs of our
customers. In the future:

. we may not be successful in developing and marketing new products or product features that respond to technological change or
evolving industry standards;

10
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. we may experience difficulties that could delay or prevent the successful development, introduction and marketing of these new
products and features; or

. our new products and product features may not adequately meet the requirements of the marketplace and achieve market
acceptance.
If we are unable to respond promptly and effectively to changing technology, we will be unable to compete effectively in the future.

We face risks associated with doing business in international markets.

A large portion of our sales is to markets outside of Israel (58.5% of our sales in 2006 and 78.4% of our sales in 2007) and a key
component of our strategy is to continue to expand in such markets. Our international sales efforts are affected by costs associated with the
shipping of our products and risks inherent in doing business in international markets, including:

. unexpected changes in regulatory requirements;

. currency fluctuations;

. export restrictions, tariffs and other trade barriers;

. unexpected difficulties in staffing and managing foreign operations;
. longer payment cycles;

. difficulties in collecting accounts receivable;

. political instability; and

. seasonal reductions in business activities.

One or more of such factors may have a material adverse effect on us.
We may be adversely affected by our long sales cycles.

We have in the past and expect in the future to experience long time periods between initial sales contacts and the execution of formal
contracts for our products and completion of product installations. The cycle from first contact to revenue generation in our business involves,
among other things, selling the concept of our technology and products, developing and implementing a pilot program to demonstrate the
capabilities and accuracy of our products, negotiating prices and other contract terms, and, finally, installing and implementing our products on a
full-scale basis. This cycle entails a substantial period of time, sometimes as much as one or more years, and the lack of revenues during this
cycle and the expenses involved in bringing new sales to the point of revenue generation may put a substantial strain on our resources.

We may not be able to implement our growth strategy.

As part of our growth strategy, we seek to acquire or invest in complementary, including competitive, businesses, products and
technologies. We currently have no commitments or agreements with respect to any acquisitions or investments and we may not be able to
consummate any acquisition or investment. Even if we do acquire or invest in these businesses, products or technology, the process of
integrating acquired assets into our operations may result in unforeseen operating difficulties and expenditures and may absorb significant
management attention that would otherwise be available for the ongoing development of our business.

In addition, we have limited experience in making acquisitions and managing growth. We may not be able to realize the anticipated
benefits of any acquisition. Moreover, future acquisitions by us could result in potentially dilutive issuances of our equity securities, the
incurrence of debt and contingent liabilities and amortization expenses related to identifiable intangible assets, any of which could materially
adversely affect our operating results and financial position. Acquisitions also involve other risks, including risks inherent in entering markets in
which we have no or limited prior experience and the potential loss of key employees and the risk that we may experience difficulty or delays in
obtaining necessary permits.

11
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We may not be able to protect our proprietary technology and unauthorized use of our proprietary technology by third parties may
impair our ability to compete effectively.

Our success and ability to compete depend in large part upon protecting our proprietary technology. We have approximately 46 patents
and have patent applications pending. We also rely on a combination of trade secret and copyright law and confidentiality, non-disclosure and
assignment-of-inventions agreements to protect our proprietary technology. It is our policy to protect our proprietary rights in our products and
operations through contractual obligations, including confidentiality and non-disclosure agreements with certain employees, distributors and
agents, suppliers and subcontractors. These measures may not be adequate to protect our technology from third-party infringement, and our
competitors may independently develop technologies that are substantially equivalent or superior to ours. Additionally, our products may be sold
in foreign countries that provide less protection to intellectual property than that provided under U.S. or Israeli laws.

We could become subject to litigation regarding intellectual property rights, which could seriously harm our business.

Third parties may in the future assert against us infringement claims or claims asserting that we have violated a patent or infringed upon a
copyright, trademark or other proprietary right belonging to them. In addition, we purchase components for our turnkey products from
independent suppliers. Certain of these components contain proprietary intellectual property of these independent suppliers. Third parties may in
the future assert claims against our suppliers that such suppliers have violated a patent or infringed upon a copyright, trademark or other
proprietary right belonging to them. If such infringement by our suppliers or us were found to exist, a party could seek an injunction preventing
the use of their intellectual property. In addition, if an infringement by us were found to exist, we may attempt to acquire a license or right to use
such technology or intellectual property. Any infringement claim, even if not meritorious, could result in the expenditure of significant financial
and managerial resources.

We depend on limited sources for components, and if we are unable to obtain these components when needed, we will experience delays
in manufacturing our products and our financial results may be adversely affected.

We acquire most of the components utilized in our products, including, but not limited to, our turnkey products and certain services from a
limited number of suppliers and subcontractors. We may not be able to obtain such items from these suppliers and subcontractors on satisfactory
terms in the future. Temporary disruptions of our manufacturing operations would result if we were required to obtain materials from alternative
sources, which may have an adverse effect on our financial results.

Undetected defects in our products may increase our costs and impair the market acceptance of our products.

The development, enhancement and implementation of our complex systems entail substantial risks of product defects or failures. Despite
testing by us and our customers, errors may be found in existing or new products, resulting in delay or loss of revenues, warranty expense, loss
of market share or failure to achieve market acceptance, or otherwise adversely affecting our business, financial condition and results of
operations. Moreover, the complexities involved in implementing our systems entail additional risks of performance failures. We may encounter
substantial delays or other difficulties due to such complexities. Any such occurrence could have a material adverse effect upon our business,
financial condition and results of operations. In addition, the potential harm to our reputation that may result from product defects or
implementation errors could be damaging to us.

12
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We depend on our senior management and key personnel, particularly Izhar Dekel, our president and chief executive officer, and his
loss would negatively affect our business.

Our future success depends in large part on the continued services of our senior management and key personnel. In particular, we depend
on the services of Mr. Dekel, our president and chief executive officer. We carry key person life insurance for Mr. Dekel. Any loss of the
services of Izhar Dekel, other members of senior management or other key personnel would negatively affect our business.

QOur failure to retain and attract personnel could harm our business, operations and product development efforts.

Our products require sophisticated research and development, marketing and sales and technical customer support. Our success depends
on our ability to attract, train and retain qualified research and development, marketing and sales and technical customer support personnel.
Competition for personnel in all of these areas is intense and we may not be able to hire sufficient personnel to achieve our goals or support the
anticipated growth in our business. If we fail to attract and retain qualified personnel, our business, operations and product development efforts
would suffer.

We may fail to maintain effective internal controls in accordance with Section 404 of the Sarbanes-Oxley Act of 2002, which could have
an adverse effect on our financial results and the market price of our ordinary shares.

The Sarbanes-Oxley Act of 2002 imposes certain duties on us and our executives and directors. Our efforts to comply with the
requirements of Section 404 of the Sarbanes-Oxley Act of 2002 governing internal controls and procedures for financial reporting, which started
in connection with our Annual Report on Form 20-F for the year ended December 31, 2006, have resulted in increased general and
administrative expense and a diversion of management time and attention, and we expect these efforts to require the continued commitment of
significant resources. We may identify material weaknesses or significant deficiencies in our assessments of our internal controls over financial
reporting. Failure to maintain effective internal controls over financial reporting could result in investigation or sanctions by regulatory
authorities and could have a material adverse effect on our operating results, investor confidence in our reported financial information and the
market price of our ordinary shares.

Risks Relating to Our Ordinary Shares
Volatility of the market price of our ordinary shares could adversely affect our shareholders and us.

The market price of our ordinary shares has been, and is likely to be, highly volatile and could be subject to wide fluctuations in response
to numerous factors, including the following:

. political, economic and other developments in the State of Israel;
. terrorist attacks and other acts of war, and any response to them;
. actual or anticipated variations in our quarterly operating results or those of our competitors;
. announcements by us or our competitors of technological innovations or new and enhanced products;
. developments or disputes concerning proprietary rights;
. introduction and adoption of new industry standards;
. changes in financial estimates by securities analysts;
. market conditions or trends in our industry;
. changes in the market valuations of our competitors;
. announcements by us or our competitors of significant acquisitions;
6
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. entry into strategic partnerships or joint ventures by us or our competitors; and

. additions or departures of key personnel.
In addition, the stock market in general, and the market for Israeli companies and home defense companies in particular, has been highly
volatile. Many of these factors are beyond our control and may materially adversely affect the market price of our ordinary shares, regardless of
our performance.

Risks Relating to Our Location in Israel

Political, economic and military instability in Israel may disrupt our operations and negatively affect our business condition, harm our
results of operations and adversely affect our share price.

We are incorporated under the laws of, and our principal executive offices and manufacturing and research and development facilities are
located in, the State of Israel. As a result, political, economic and military conditions affecting Israel directly influence us. Any major hostilities
involving Israel, a full or partial mobilization of the reserve forces of the Israeli army, the interruption or curtailment of trade between Israel and
its present trading partners, or a significant downturn in the economic or financial condition of Israel could have a material adverse effect on our
business, financial condition and results of operations.

Since the establishment of the State of Israel in 1948, Israel and its Arab neighbors have engaged in a number of armed conflicts. A state
of hostility, varying from time to time in intensity and degree, has led to security and economic problems for Israel. Major hostilities between
Israel and its neighbors may hinder Israel s international trade and lead to economic downturn. This, in turn, could have a material adverse effect
on our operations and business. There has been an increase in unrest and terrorist activity in Israel, which began in September 2000 and which
has continued with varying levels of severity through 2007. The future effect of this deterioration and violence on the Israeli economy and our
operations is unclear. Recently, there was an escalation in violence among Israel, Hamas, the Palestinian Authority and other groups, as well as
extensive hostilities along Israel s northern border with Lebanon in the summer of 2006, and extensive hostilities along Israel s border with the
Gaza Strip since June 2007 when the Hamas effectively took control of the Gaza Strip, which have intensified since February 2008. Ongoing
violence between Israel and the Palestinians as well as tension between Israel and the neighboring Syria and Lebanon may have a material
adverse effect on our business, financial conditions and results of operations.

Furthermore, there are a number of countries, primarily in the Middle East, as well as Malaysia and Indonesia, that restrict business with
Israel or Israeli companies, and we are precluded from marketing our products to these countries. Restrictive laws or policies directed towards
Israel or Israeli businesses may have an adverse impact on our operations, our financial results or the expansion of our business.

Our results of operations may be negatively affected by the obligation of our personnel to perform military service.

Many of our executive officers and employees in Israel are obligated to perform annual reserve duty in the Israeli Defense Forces, or IDF,
and are subject to being called for active duty under emergency circumstances at any time. If a military conflict or war arises, these individuals
could be required to serve in the military for extended periods of time. Our operations could be disrupted by the absence for a significant period
of one or more of our executive officers or key employees or a significant number of other employees due to military service. Any disruption in
our operations could adversely affect our business.

We may be adversely affected by a change in the exchange rate of the NIS against the dollar.

Because exchange rates between the NIS, our functional currency, and the dollar fluctuate continuously, exchange rate fluctuations,
particularly larger periodic devaluations, may have an impact on our profitability and period-to-period comparisons of our results. In 2006 and
2007, the NIS appreciated against the U.S. dollar by 8.2% and 9.0%, respectively, and the Euro appreciated against the U.S. dollar by 10.2% and
10.5%, respectively. A portion of our expenses, primarily labor expenses, is incurred in NIS and a part of our revenues are quoted in NIS.
Additionally, certain assets, as well as a portion of our liabilities, are denominated in NIS. Our results may be adversely affected by the
devaluation of the NIS in relation to the dollar (or if such devaluation is on lagging basis), if our revenues in NIS are higher than our expenses in
NIS and/or the amount of our assets in NIS are higher than our liabilities in NIS. Alternatively, our results may be adversely affected by an
appreciation of the NIS in relation to the dollar (or if such appreciation is on a lagging basis), if the amount of our expenses in NIS are higher
than the amount of our revenues in NIS and/or the amount of our liabilities in NIS are higher than our assets in NIS.
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We currently benefit from government programs and tax benefits that may be discontinued or reduced.

We currently receive grants and tax benefits under Israeli government programs, we must continue to meet specified conditions, including,
but not limited to, making specified investments from our equity in fixed assets and paying royalties with respect to grants received. In addition,
some of these programs restrict our ability to manufacture particular products or transfer particular technology outside of Israel. If we fail to
comply with these conditions in the future, the benefits we receive could be canceled and we could be required to refund any payments
previously received under these programs, including any accrued interest, or pay increased taxes or royalties. The Israeli government has
reduced the benefits available under these programs in recent years and these programs and benefits may be discontinued or curtailed in the
future. If the Israeli government ends these programs and benefits, our business, financial condition, results of operations and net income could
be materially adversely affected.

Your rights and responsibilities as a shareholder will be governed by Israeli law and differ in some respects from the rights and
responsibilities of shareholders under U.S. law.

We are incorporated under Israeli law. The rights and responsibilities of holders of our ordinary shares are governed by our memorandum
of association, articles of association and by Israeli law. These rights and responsibilities differ in some respects from the rights and
responsibilities of shareholders in typical U.S. corporations. In particular, shareholder of an Israeli company has a duty to act in good faith in
exercising his or her rights and fulfilling his or her obligations toward the company and other shareholders and to refrain from abusing his power
in the company, including, among other things, in voting at the general meeting of shareholders on certain matters. Israeli law provides that these
duties are applicable in shareholder votes on, among other things, amendments to a company s articles of association, increases in a company s
authorized share capital, mergers and interested party transactions requiring shareholder approval. In addition, a controlling shareholder of an
Israeli company or a shareholder who knows that it possesses the power to determine the outcome of a shareholder vote or who has the power to
appoint or prevent the appointment of a director or executive officer in the company has a duty of fairness toward the company. However, Israeli
law does not define the substance of this duty of fairness. Because Israeli corporate law has undergone extensive revision in recent years, there is
little case law available to assist in understanding the implications of these provisions that govern shareholder behavior.

It may be difficult to enforce a non-Israeli judgment against us, our officers and directors.

All of our executive officers and directors are nonresidents of the United States, and a substantial portion of our assets and the assets of
these persons are located outside the United States. Therefore, it may be difficult for an investor, or any other person or entity, to enforce against
us or any of those persons in an Israeli court a U.S. court judgment based on the civil liability provisions of the U.S. federal securities laws. It
may also be difficult to effect service of process on these persons in the United States. Additionally, it may be difficult for an investor, or any
other person or entity, to enforce civil liabilities under U.S. federal securities laws in original actions filed in Israel.
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As a foreign private issuer whose shares are listed on the NASDAQ Global Market, we may follow certain home country corporate
governance practices instead of certain NASDAQ requirements.

As a foreign private issuer whose shares are listed on The NASDAQ Global Market, we are permitted to follow certain home country
corporate governance practices instead of certain requirements of the NASDAQ Marketplace Rules. A foreign private issuer that elects to follow
a home country practice instead of such requirements must submit to NASDAQ in advance a written statement from an independent counsel in
such issuer s home country certifying that the issuer s practices are not prohibited by the home country s laws. In addition, a foreign private issuer
must disclose in its annual reports filed with the Securities and Exchange Commission or on its website each such requirement that it does not
follow and describe the home country practice followed by the issuer instead of any such requirement. As a foreign private issuer listed on The
NASDAQ Global Market, we may follow home country practice with regard to, among other things, composition of the board of directors,
director nomination procedure, compensation of officers, and quorum at shareholders meetings. In addition, we may follow our home country
law, instead of the NASDAQ Marketplace Rules, which require that we obtain shareholder approval for certain dilutive events, such as for the
establishment or amendment of certain equity based compensation plans, an issuance that will result in a change of control of the company,
certain transactions other than a public offering involving issuances of a 20% or more interest in the company and certain acquisitions of the
stock or assets of another company.

ITEM 4. Information on the Company

A. History and Development of the Company.

We were incorporated under the laws of the State of Israel on March 27, 1984 under the name Magal Security Systems Ltd. We are a
public limited liability company under the Israeli Companies Law, 5739-1999 and operate under this law and associated legislation. Our
principal executive offices and primary manufacturing and research and development facilities are located near Tel Aviv, Israel, in the Yehud
Industrial Zone. Our mailing address is P.O. Box 70, Industrial Zone, Yehud 56100, Israel and our telephone number is 972-3-539-1444. Our
agent for service of process in the U.S. is Magal Senstar Inc., 43184 Osgood Road, Fremont, CA, 94539. Our address on the Internet is
www.magal-ssl.com. The information on our website is not incorporated by reference into this annual report.

We develop, manufacture, market and sell complex computerized security systems, including a line of perimeter security systems, a
hardware and software all in one security solution which integrates CCTV, related applications such as outdoor and indoor video motion
detection systems, security management and control systems, personal emergency location systems and a pipeline security system.

On August 31, 2007, we entered into an agreement to purchase all of the shares of a European company engaged in the installation and
integration of security systems, in consideration for 6.8 million Euros (approximately $9.3 million). Of such amount, three million Euros are
being held in escrow and is payable subject to the fulfillment of certain conditions. Additional amounts will be paid over the next five years
based on the European company s pre-tax income. The European company s financial statements have been consolidated, effective as of
September 1, 2007, into our financial statements. This acquisition is in line with our strategic plan. The company is active in geographic areas
where we have limited activity, and we expect it to contribute to our expansion in the integration field, particularly in countries with strong
growth potential for our leading security solutions.

In December 2007 we sold our U.S. based video monitoring business that was operated by Smart, for $8.5 million. We recorded a gain of
approximately $2.4 million on the sale in 2007. For a discussion of our capital expenditures and divestitures, see Item 5.B. Operating and
Financial Review and Prospects Liquidity and Capital Resources.

B. Business Overview.
General

We develop, manufacture, market and sell complex computerized security systems. Our systems are used in more than 75 countries to
protect sensitive facilities, including national borders, military bases, power plant installations, airports, postal facilities, prisons, industrial
locations and municipalities from terrorism, theft and other threats. Our revenues are principally derived from:

. installation of comprehensive security systems for which revenues are generated from long-term fixed price contracts;

. sales of security products; and

. services and maintenance, which are performed either on a fixed-price basis or as time-and-materials based contracts.
9
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Business and Marketing Strategy

Our primary objective is to become a leading provider of security systems worldwide. To achieve this objective, we have implemented a
business strategy incorporating the following key elements:

Refine and Broaden Product Line. We have identified the security needs of our customers and intend to enhance our current products and
develop new products to meet those needs. We intend to continue to focus on developing new products, expanding the capabilities of existing
products and making custom enhancements for specific projects.

Enter New Markets and Strengthen Presence in Existing Markets. In 2008 we intend to continue to penetrate new geographic markets by
various means, including the establishment of alliances with local distributors and international integrators of security systems. In September
2007, we acquired a European company which is engaged in the installation and integration of security systems, and is active in geographical
areas where we had limited activity so far. We believe that this newly acquired company will help us enter into new geographical markets. We
also intend to increase our marketing efforts in our existing markets and to acquire or invest in complementary, including competitive,
businesses, products and technologies.

Leverage Existing Customer Base; Cross-Market Products. We believe that we have the capability to offer certain of our customers a
comprehensive security package. As part of our product development process, we seek to maintain close relationships with our customers to
identify market needs and to define appropriate product specifications. We intend to expand the depth and breadth of our existing customer
relationships while initiating similar new relationships

Offer Comprehensive Turnkey Solutions. By broadening our product range to include both indoor and outdoor security systems and by
developing our security management and control systems and Dreambox all in one CCTYV security solution, we now offer comprehensive
turnkey security solutions that provide a comprehensive security implementation process. This process entails:

. in-depth threat analysis;

. determination of the appropriate hardware and software solutions;

. training sessions for systems operators; and

. upon customer approval, integration of the required systems into our security management and control systems.

We believe that the market for turnkey security solutions presents a significant opportunity. In addition, we believe that we will be able to
expend our activities in the market for turnkey security solution through the European company we acquired in 2007. We are emphasizing our
ability to offer turnkey solutions in keeping with our objective of becoming a leading provider of comprehensive security solutions.

Products and Services

Perimeter Security Systems

Perimeter security systems enable customers to monitor, limit and control access by unauthorized personnel to specific regions or areas.
High-end perimeter systems are sophisticated in nature and are used by correctional facilities, military installations, power companies and other
high-security installations. We believe that we are a leading provider of security systems and maintenance in this industry.
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Our line of perimeter security systems utilizes sophisticated sensor devices to detect and locate intruders and identify the nature of
intrusions. Our perimeter security systems have been installed along thousands of kilometers of borders and facility boundaries throughout the
world, including more than 600correctional institutions in the U.S. and correctional institutions in several other countries. In addition, we have
installed several hundred miles of high security electronic perimeter systems along Israel s borders.

Our line of perimeter security systems consists of the following:

. taut wire perimeter intrusion detection systems;

. vibration detection systems;

. field disturbance sensors;

. video analytics and video motion detection systems; and

. the MTC-1500E and the MSS-1500.
Taut Wire Perimeter Intrusion Detection Systems

Our taut wire systems consist of wire strung at high tension between anchor posts. Sensor posts are located at the middle between anchor
posts. These sensor posts contain one or more devices that detect changes in the tension being exerted on and by the taut wires. Any force
applied against these wires, or released from them, as by cutting, unless within the parameters designed into the sensors themselves or
programmed into the central control units, automatically triggers an alarm. We use taut wire perimeter systems as both an integral component of
intruder detection systems and as a physical barrier to infiltration.

Our sealed sensors are not affected by radio frequency interference, climatic or atmospheric conditions, or electrical transients from power
lines or passing vehicles. The sensors self-adjust to, or remain unaffected by, extreme temperature variations, minor soil movements and other
similar environmental changes that might trigger false alarms in less sophisticated systems. Our taut wire perimeter systems are designed to
discriminate automatically between fence tension changes typically caused by small animals or violent weather and forces more typically
exerted by a human intruder.

Our taut wire perimeter systems offer customers a wide range of installation options. Sensor posts can be as far as 200 feet apart, with
relatively inexpensive ordinary fence anchor posts between them. These systems may stand alone, be mounted on a variety of fence posts or
added to an existing wall or other structure, or mounted on short posts, with or without outriggers.

Taut wire perimeter systems have been approved by various Israeli and U.S. security and military authorities. We have installed several
hundred kilometers of these perimeter systems along Israel s borders to assist in preventing unauthorized entry and infiltration. Our taut wire
perimeter systems are sold for approximately $50-$150 per meter.

Vibration Detection Systems

We offer various types of vibration detection systems. While less sensitive than taut wire installations, the adaptability of these systems to
a wide range of pre-existing barrier structures makes these products viable alternatives for cost-conscious customers. Our vibration detection
devices are most effective when installed on common metal fabric perimeter systems, such as chain link or welded mesh. In our BARRICADE
500 system, pairs of electro-mechanical sensors are attached to fence panels three meters apart on any of several common types of fence
structures. Once attached to the fence, each sensor detects vibrations in the underlying structures. The sensor system s built-in electro-mechanical
filtering combines with system input from a weather sensor to minimize the rate of false alarms from wind, hail or other sources of nuisance
vibrations.
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Intelli-FLEX, Intelli-FIBER and fence protection systems, or FPS, microprocessor-based triboelectric and electric cable fence sensors are
vibration sensitive transducers. These systems detect any attempt to cut, climb or penetrate the fence and have microphonic properties. The
microphonic feature permits audio to be used for low-cost alarm assessment, providing users with an additional tool for determining the nature
of an attempted intrusion. Our vibration detection system is sold for between $9-$60 per meter.

Field Disturbance Sensors

We offer a number of types of field disturbance sensors that detect intrusions before the intruder touches the sensor. Our line of field
disturbance sensors consists of the following:

. The Intelli-Field volumetric electronic field disturbance sensor can be installed outdoors on perimeter systems, buildings or as
free-standing units. The Intelli-Field system is sold for approximately $95-$160 per meter. The Perimitrax buried volumetric field
disturbance sensor can be buried in most types of soil and paved areas and uses leaky coax technology to detect attempted
perimeter penetrations. The Perimitrax system is sold for approximately $70-$180 per meter.

. Omnitrax is a fifth generation, covert outdoor perimeter security intrusion detection sensor that generates an invisible radar
detection field around buried sensor cables. An alarm is emitted and the exact location identified within one meter if an intruder
disturbs the field. Targets are detected by their conductivity, size and movement and the digital processor is able to filter out
common alarms caused by environmental conditions and small animals. The Omnitrax system is sold for approximately $57-$176
per meter.

. X-Field is a terrain following, volumetric sensor that creates an electrostatic field around a set of 4 or 8 parallel field and sense
wires. These wires can be mounted on free-standing poles, existing fences, walls or rooftops and will sense changes, via the
processor, in the electrostatic field when events such as intruders penetrating through the wires take place. The system s tall,
narrow, well contained detection zone allows the sensor to be installed in almost any application and minimizes nuisance alarms
caused by nearby moving objects. The X-Field system is sold for approximately $114-$190 per meter.

We have installed high-security taut wire electronic perimeter systems over several hundred kilometers of Israel s borders and have sold a
number of our high-security perimeter systems to protect other locations in Israel, including Ben-Gurion International Airport, facilities of IAI
and the Israel Electric Company, industrial plants, prisons, refineries, ports and military bases. Outside Israel, our high-security perimeter
systems have been purchased to protect various sites, including military installations, airports, ports, refineries, conventional and nuclear power
stations, oil tank farms, industrial facilities, storage areas and warehouses, royal palaces and presidential residences in various European
countries, North America, South America, Africa and the Far East.

Currently, airport security activities concentrate almost exclusively on screening passengers and luggage within the airport terminal in
connection with passenger check-in. We are aware of only a few airports in the world which currently have high-security perimeter protection
systems to prevent infiltrators from reaching the airport s grounds from outside. Most of these airports utilize a system manufactured by us. In
marketing our high-security perimeter systems, we target authorities responsible for airport security. To date, we have sold and installed
perimeter systems at certain airports in Israel, Europe, the U.S. and the Far East. We are continuing to negotiate with authorities in several other
countries to install our perimeter systems around airports.However, we cannot assure you that any revenues will result from these negotiations.

Our high-security perimeter systems offer prison authorities the opportunity to address an escape attempt in real-time, rather than at the
next roll-call, which may be several hours after the escape. Our high-security perimeter systems have already been installed in prisons in
Australia, Europe, Israel, North America, South America and the Far East.
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The IDF has tested our perimeter security products along with those of several of our competitors and our system and two competitor s
systems were the only systems to be approved for participation in the MOD s bid for perimeter security systems.

Video analytics and video motion detection systems

The DreamBox is a state-of-the-art embedded hardware and software product which integrates a number of CCTV related applications
into one box. The system is designed to be economical, as well as compact to save space, by avoiding the use of a complicated cable installation
and integration. It contains twelve different applications, including a digital video and audio recording, video and audio matrix switcher, outdoor
and indoor video motion detection system, or VMD, security management system, or SMS, and a transmission system.

The DreamBox, is sold at a substantially lower price than the cost of the other product applications if sold separately, a factor which
positions DreamBox as the leading security solution for all strategic facilities. Its target markets include governmental, institutional and other
sensitive facilities, such as airports, train stations, seaports, prisons, casinos and hospitals, all of which require the use of high quality CCTV
applications.

We refer to the DreamBox s target market as an add-on market for us, and believe that this product is substantially broadening our target
markets. As an example, we entered the field of digital video recording, which is only one of many DreamBox applications.

MTC-1500E

The MTC-1500E is an integrated thermal/daylight camera, specially designed for strategic sites and secured areas such as borders,
airports, seaports, pipelines, refineries, communication centers, prisons, special operations and m