
PART I

ITEM 1: DESCRIPTION OF BUSINESS

General

Gilat Satellile Networks Ltd. C'Gilaf') is a leading provider ofproducts and services for satellite
based communications networks. We design, develop, manufacture, market and service products that en
able complete end-to-end telecommunication. and data networking solution., as well as broadband Internet
solution., based on very .mall aperture terminal ("VSAT") satellite eanh stations, related central station
(hub) equipment and software. We also provide .ervice offering. which include access to satellite u.n.
ponder capacity, installation ofnetwork equipment, on-line network monitoring and network maintenance
and repair services. We distribute our products and services worldwide through our own direct sales force,
service providers and agents and. in certain circumstances, joint ventures, alliances, and affiliated compa·
nfes.

Our networks are primarily used for:

• on-line data delivery and transaction-oriented applications including point-of-sale (for example, credit
and debit eard authorization). inventOl)' control and real time stock exchange trading

• telephone service in area' th.t are underserved by the existing telecommunications services or in re
mote locations without service

• lntemet Protocol (' lIP") based networking appHc.ations such as corporate intranets. corporate training
and other broadband multicasting applications. as well as consumer broadband Internet applications.

In 1999, we shipped approximately 41,000 VSATs. According to Comsys, a leading industry
source, in 1999. our markelShare was approximately ~ i% of the total interactive VSATs for which con
tracts were awarded worldwide that year. Comsys also reported that in 1998 Gilat had approximately 30%
ofthe worldwide Interactive VSAT market based upon the number ofVSAT contracts awarded. Major
users of our products and services include the United Slstos Postal Service, John neere, Z.pMei, Rite Aid,
Peugeot-Citroen and Telkom South Africa.

Satcllite·based communications networks offer several advantages over ground·based communi
cation facilities. Among these advantages are the following:

• Ubiquitous reach, providing equal access to bandwidth in urban and remote areas under a single tier
network

• high data transmission speeds

• fixed transmission costs, insensitive to distance or the number of receiving stations

• a persistent llalways on" connection to the. Internet, without the need to dial up to the Internet Service
Provider /'

• cost savinss over competing technologies for man)' applications

• independence from telecommunication companies and other network providers

FOR PUBLIC INSPECTION

3
PAGE. .5 OF nb PAGES
EXHIi)ll INDEX ON PAGE 13\

FCC2A000000172



• exceptional reliability

• consistent and rapid response time in comparison to dial-up lines .

• rapid deployment ofnetworks and flexibility In their coJlfigwation, inr=gralion and location

• a versatile platform which allows for the provision ofmultiple applications and services

Gilat was incorporated in Israel in 1987. OUat's corporate headquarters, executive offices and
research and developmen~ engineering and manufacturing facilities are located at Gilat House, 2I Yegia
Kapayim Street, Daniv Park, Kiryat Arye, Petal> Tikva49130, Israel. The telephone oumber is (972) 3
925-2000.

Unless the context otherwise requires, references in this annual report on Form 20-F to "Gilaf',
U we'\ "our" refer to GUat Satellite Networks Ltd. and its subsidiaries. Our subsidiaries include Gilat Satel
lite Networks,loc., Gila' Sat<lIlite Network. (EurOpe) SA., Gilat Satellite Networks (Holland) B.V. and its
sub.idiarie., Gilat Satellite Networks (Hong Kong) Ltd., Gilat Florida Inc. ("GUat Florida"), Gilat do Brasil
Lrd.., and Spacenet Inc. and Its subsidiaries, inclUding Servicio SateUtal S.A., and oenain foreign aflUistes
including Gilat Europe GmbH (formerly named Spaeenet Europe GmbH) ("Spa..net"). We refer to our
European operations, including tho.. lTom Spacene~ .. "Gilat Europe."

The name tfGilat™t' Md the names 'lTwoWayTM:1 "OneWsyTM,fl "FaraWayTM", UDjaIAwa~fl,
SkySurfer"', SkyBlasrer"', SkyWayT", Skydatail!l, ISAT\!), WebSat"', Clearlink"', E-Trunk™, and Skystar
Advantage® appearing in thi' report on Fonn 20-F are trademarks ofGilat and its subsidiaries. GSATiI!l is
a registered trademark of GTECH Corporation. Other trademarks appearing in thi' aonual report on Fonn
20-F are owned by their respective holde". .

Spacenet

On Decomber 31, i998, we completed 'he acqui,ition of Spaceo~ a company engaged in pro
v;ding VSAT-based network ,ervices. from GE American Communication" Inc. ("GE Amencom"), a sub
sidiary ofOeneral Electric Corporation, and certain affiliates. A, ofJune 15,2000, GE Amencom owns
approximately 18.7% of our out'tanding ordinary share,. and is our single iarge't 'hareholder. GE Ameri
com has the ability to nominate up to two Directors to our Board as Ions: as it owns at least 50% ofthe
share, it received a, part ofthe transaction. GE Americom ha. also agreed to certain "stand-still" provi
sions and re'triction' on the transferability of its shares. See' 'Item i3: Intere't of Management in Certain
Transaction& - Merger-Related Agreements .. The Shareholders l Agreement.11 Prior to the acquisition.
Spaeenel was our single largest customer. Spacenet purchased our VSAT products in order to incorporate
them into Spacenet's VSAT-based network service offerings. Aggregate sales '0 Spa..net represented ap
proximately 34% and 45% ofOilat's total sales in 1991 and 1998. respectively.

As part of the Spacenet acquisition, we entered into sevc:ral significant agreements with GE
Amerlcom. See "Item IJ: interest of Management in Certain Transactions-Merger.Related Agree
ments." The acquisition of Spacenet has enabled Gilat to expand from primarily manufacturing and seil
ing VSAT equipment to becoming a provider of complete end-to-end telecommunications and data net
working solutions based on VSAT satellite earth 'tation•. W. believe that this acqUisition has greatly en·
h.nced our ability to develop and offer new products and 'ervices and to maintain our position as one of

· the leaders in the VSAT Industry, especially since our major competitor i' also a provider of both· equip
ment and services. For example, with the Spacenet acquisition, we acquired certain advanced VSAT tech
nology developed under the name Turbosat. In 1999. we completed the improvements to Turbosat's func
tionality and features and iritegraied the te.chnology (exccptcemin CDMA-t.cbno!ogy) into a newill'liduct.·
platform. In ordorta capilalize on GilsCs brand recognition. w. have decided to name Gilat's and

;

FOR PUBLIC INSPECTION

4 PAGE ~ OF 136 PAGES
EXHIBIT INDEX ON PAGE.

FCC2A000000173



Spacenet's operations in Europe "Oilat Europe" and we are currently completing the formal name change
of each ofour European entities to GHat Europe.

GHat-Tn-Home

In March 2000, we established ajoint venture named OHat-to-Home, Inc. ("OTH") with The Mi
crosoft Nerwork LLC ("MSN"), EcltoStar Communieationo Corporation ("EchoStar") and INO Furman
Selz Investors ("INO"), to provide broadband Internet access via satellite to residentia~ small officelhome
office ("SOHO") and small business customers in North Americ,,- MSN and EchoStar have invested
S50,000,000 each and INO S25,000,OOO in cash in OTH in exchange for both senior convertible preferred
and common shares equal to 17.61%, 17.61% and 7.16%, respectively, of the outstanding capital ofOTH;
Oilat owns approximately 41.09% of OTH's outstanding shares and certllin Oilat related parties collec
tivelyown epproximately 9.03%. These sh.... holdings are on a fully diluted basis, including shares re
served for options to be granted to employees but not including warrants and debt conversion rights issued
as part of bank financing. Gilat and Spacenet entered into certain supply and support agreements with
OTH. See "Marketing, Distribution, and Strategic Alliances - Strategic Alliances and Joint Ventures",
and "Item 13: "Interest ofManagement in Certain Transactions'"

Global Village Telecom (Antilles) N,V, ("GVT Antilles")

We initiated our rural telephony project in 1997 through our then wholly owned subsidiary,
Global Village Telecom N.V. ("OVT Antilles"). In April 1998, through a $40 million private placement
with international investors (the "Other Investors"), our interest in GVT Antilles was reduced to a minority.

-.
In April 2000, we complefed a share exchange transaction in which we acquired all the outl;tand·

Ing shares ofthe Other Investors in GVT Antilles in exchange for the transfer to a new company organized
by the Other Investors of GVT Antilles' entire right and interest in two Brazilian subsidiaries, which were
formed to provide telephone and other telecommunications services in South Central Brazil. All other
agreements among the parties under the original private placement transaction were terminated and the
Other Investors wert given the right to the name and marks "OV!" and "Global Vmage Telecom". As
part ofthi& April 2000 transaction", we also provided the Other lnve.stors' new company with a $40 million
lean in exeh~ge for a note convertible into common shares equal to approximately 9.1% of this new com~

pany'sIhen outstanding shares. .

As a result of the transaction, we own substantially all of the outs1andins: shares ofGVT Antilles
with employees ofGVT Antilles holding the balance. We recently renamed OVT Antilles Gilat·To-Home
Latin America (Antilles) N.V. ("GTH LA Antilles"). Subject to certain governmental and other consents
and approvals where needed, and as part ofour planned COnsumer Internet initiative in Latin America, we
are completing the process of renaming the Peru and Chile subsidiaries ofOTIl LA Antilles, to Gilat·To
Home Latin America, and the Colombia subsidiary to Gilat Colombl"-

Financing Transactions

In February 1999 we completed a public offering of 5,456,750 ordinary shares, of which
4,711,750 ordinary shares were sold by Oilat and 745,000 by certain shareholders (the "Offering"). As of
June 15,2000, we have 23,061,711yrdinary sbares outstanding.

In February 2000, we completed a private offering of$350 million of convertible subordinated
notes due 2005, to Qualified Institutional Buyers. The notes are. ~onvertibJe into ordinary shares at a
conversion price ofS186.18 per share. Each note will bear annual interest of 4.25% payable semiannually.
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In June 2000, we exercised our right to redeem our 6\1,% Convertible Subordinated Note, due
2004lhat were issued on May 14, 1997 (the"Notes"). The Notes were redeemable in full at 102 percen, of
the principal amount plus accrued and unpaid interest selling lite redemption price per 51,000 NOle al
51,020.72. All of the Note holders opted to convert their NOles into Gilat's ordinlll}' shares priono the
redemption date and we consequently issued 1,785,695 ordinlll}' sbares 10 such holders.

Industry Background

VSAT Industry Background

The emergence of the Very Small Aperture Terminal (VSAT) in the 1970s marked the beginning
of a new era in satellite communication. A VSAT network consists of:

• several doun to several thousand VSAT remote sites With small ""lenn..

• a large central earth station calied a hub, which includes slarge antenna and enables Ihe
connection of ali the VSATs in the network

• salellite transponder capacity

A VSAT remote site includes an indoor unit and an outdoor unit (See Figure I). The indoor unit
usually fits on a desktop (much like a modem) and contains the circuitry that activates the communications
link between the user's equipment and the satellite. The outdoor unit includes a small antenna, usually 2 to
6 feet, that can be mountod on an end-user's roof, ground or wan and electronic equipment that transmits
and receives signal> to and from the satellite transponder.

= -"
VSATTanniNl

VSAT on-lite equipment

The hub for a VSAT netwo,k consists of a large dish antenna (4.5 10 11 meters) and radio fre
quency electronics equipment to allow signals to be transmitted between the hub and the satellite trans-
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ponder. A hub also includes ete~tronic equipment to provide for satellite c.ommunications, protocol suppon
and network management functions.

Satellite transponder capacity is available on existing satellites po.moned in geostationary orbit (at
35,800 km above the equator). Once in Orbit, a satellite beam can cover a geographic area the size ofthe
continental United States or Western Europe. This coverage area is known as the satellite's footprint. The
satellite receives infonnation from a VSAT, amplifies it, and transmits it back to eaJ1h on a different
fre<juency. A single satellite transponder h.. a capaeity ofapproximately 100 million bitslseeonds of
information. This means that if the transponder is accessed for only 90 seconds per day, more than 1billion
bytes of data, the equivalent of86S,OOO double·spaced pages, would be uansmitled.

The current generation of high power Ku-band satellites and sophisticated VSAr eartb stations are
particularly well suited to provide high speed business communications .ervices as well as broadband web
based services. The use ofthe Ku-band frequencies (llS opposed to the e-band used by older generations of
satel1ites) offers reduced interference with ground communica1ions. This enables satellites to use the higher
broadcasting power necessary to support VSAT eaJ1h stations and makes it cost-effective to transmit to or
among numerous locations. With increasing satellite power and the latest generation ofVSAr ,oftware,
VSAr eaJ1h stations are becoming smaller and Ies' expensive. reducing overall network cost.

Before the emergence ofVSATs, commercial communication via satellite was very costly because
it required an expensive ground tennlnal and a very large dish anteMB. Satellite-based communications
solution' were therefore limited to only those large companies which could afford them. In contrast,
VSATs are significantly less expensive than other satellite solutions partly because they do not require end
u,ers to dedicate staffspecialists or make a sizable infrastructure investment.

VSAT networks a1,0 offer several advantages compared to ground-basad communications net-
works:

• High quality and dedicated transmission availability

• The capability of transmitting e>ctremely large data flow,

• Fixed transmission costs, insensitive to distance or the number of receiving stations

• Rapid and co,t effective deployment in geographically isolated regions like mining
areas and developing countries

• Direct access to the Internet backbone

Market Opportunity

The market for communication network products and 'etvice, has experienced rapid growth in re
cent yea.TS. MQ. we believe that it wi11 continue to do so into the future. 'Some of the key factors responsible
for this growth include:

• rapidly growing demand for communications capacity driven by the increase in
bandwidth-intensive applications, including the Internet;

• continuous technological advances which lie broadening applications fnr, decreas
ing the cost of, and increasing the c.pacity of, both satellite and ground-based net·
works;

• globa) deregulation and privatization ofgovemment·owned telecommunications
monopolies which allow/for greater access to communIcations alternatives.
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The above 'trends have benefited a range ofalternative technologies such as switched digital net
works (ISDN service), digital subscriber line (DSL) connectivity, cable modem connectivity, frame relay
and asynchronous transfer mode systems, as well as VSAT-based systems. The growth in,the use of
VSATs has been strong and cons~t ACCOlding to industry sourteS, the installed worldwide VSAT base
grew from 8,000 terminal. In 1986 to over '00,000 terminals in 1999.

We provIde VSAT-based communications &Olutions to target growth opportunm.. in four rapidly
expanding market sectors, each of which is further described below:

• data networks for:

- interactive enterprise networking appllcations such as Con.lumer ATM, credit card,
debit card and lottery transactions. retailer and manufacturer inventory control, and
utilities· monitoring iIIId control systems for power line3 and pipelines

- unidirectional applications such as data broadcasting and paging sys1ems

• fix.ed telephone service offerings, including lP appUCl\tions, in remote and rural areas
and in underserved urban areas, primarily In developing countri..

• broadband and IP-based applications targeted to network dependent business and
private corporate networks for business television, video teleconferencing, employ"
training, publishing Information and sharing data among employ..., vendors and
customers. as wen as otherwe~related applications

• consumer broadband applicBtions for Internet use; e·commerce, multimedia, and"
othe~ consumer web~based applications.

YSAT-Based Data Networks

'The significant growth in interactlve data network. .services during the last decade has led to in
creased demand for satellite-based networks. VSAT and satellite technology is particularly wen suited to
those data networks which need to (i) reach many locations OVer vast distances simultaneously, (ii) solve a
"last mile" or congestion problem, allowing high bandwidth access in areas currently Hmited to stow con
nections like eopper wire. (iii) transmit to remote locations and to emerging markets where the terrestrial
telecommunications infrastructure is not well developed, and (iv) rapidly provide services across a large
.geographic area served by multiple terrestrial providers.

Due to the above advantages, corporate users are increasingly realizing the benefits ofVSAT net
works, Ai a result, VSAT networks are experiencing sigDificant growth as a substitute for, or complement
to, ground-based services such as frame relay and ISDN.

YSAT-Based Fixed Telephony Products

In a large number of remote, rural and urban ateas, primarily In developing countries, there is
limited or no telephone service due to inadequate telecommunications infrastructure, In these areas, VSAT
nelWorks are able to utilize exlsting/atenita infrastructure to rapidly provide high quality cost-effective
telecommunications solutions. In" contrast to ground-based networksJ VSAT networks are simple to rccon·
figure or "pand, relatively immune to difficulties oftopography and can be located almost anywhere.' Ad
ditionally, VSATs ean be instalIed and connected to a network in I matter of hours and seJdom require
maintenance.
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As a result oflhe abova advantages, the market for VSAT-based fixed telephony products is rap
idly growing. This market consists of public telephone operators that need to fulfill universal service obli
gations, large companics which require private networks to provide communications between branch of~

lices and corporate headquartcB, and .erviae providers targeting rural and residential areas in developing
countries.

VSAT·S...d Internet Applications

As more businesses evolve from establishing an Internet presence to utilizing securely connected
geographically dispersed locations, the demand for high qualhy lP-based connettivl1)' and value-added
service. will grow. 'New VSAT market .ectors are emerging from web-related aPplication.. One i. private
corporate networks that uselP protocol for delivering interactive data and broadcast information such as
training, busine" television, and intranet Another is • group ofemerging network dependent enterprises,
whose product is the network, and which is content-based and reJres upon an emcientlP network for deliv-
ery and return. .

VSAT-Based Con5um~r Broadband Servic:u

The term broadband services refers 10 netw<l7ks that provide high-eapacity, high-Sj)Ced transmis
sion ofdata that allow users to run applications faster tha.n is usually possible over standard. modems, ta;ke
ad\lantage of dynamic. multimedia, and have the Internet "always on" at work and at home. in addition to
the ..tellile broadband solution, there are three terrestrial means o(provlding broadband services to con
sumers: cable, DSL. and fixed wireless.

The VSAT·based consUmer broadband .ervice eon be differentiated from terrestrial competitors
by the following characteristics:

• Rapid Availability. Cable and DSL prOViders must install the appropriate in~tructure at a high In·
vestment and with an extensive time to market delay. [n contrast, the satellite solution requiras the use
ofhubs which can be commissioned within a matter of days and can serve thousands of sites and al·
lows for quick installation ofuser sites. The VSAT solution will be widely available upon commercial
launch.

• Efficient Distribution. The consumer broadband service has the u.bility to broadcast and multicast
broadband content to the subscriber without encountering the last mile bottlenecks of terrestrial net
works. Content, such as stock quotes and live programming can be broadcast to a user-communit)i

. while the always.on return path enable. unleast transactions (.uch as stock trading) desired by the
usee.

Products and Services

Wa currently offer three VSAT product lines, each ofwhich is generally Incorporated
inlo a VSAT network consisting of a remote terminal linked to a central hub or control cenler via a satel·
lite. In addition, Spacenet, Gilat Europe, ana Servicio Satelital offer satellite-base<! network products and
services including private communications networks carrying high Sj)Ced two·way data, Internat, intranet,
fax and voice transmission. We offertbe full range of end-to-end products and services described below.
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YSAT Product.s

The foilowing table sets forth our current principal product Jines:

Prodllc1s by VSAT Market Type

Type

Data

Telephony
and Voice

SkyStar Advantage
-Interactive

FaraWay
-Satellite Telephony

PrudUliy/Applisltipn

ISAT
-Frame Relay

DialAway
-Rural Telephony

SkyWay RF Transceivers
-Data Broadcast

Internet SkySurfer SkyBlaster '
-One-way Internet Access -Two-way Internet Access

In focusing on providing oDe platform for interactive VsAT products and on consolidating our
other product offerings to meet current customer demand we ate phasing out production ofour SkySutfer
product in favor of our Skystar Advantage and SkyBlaster product lines, although we continue to support
existing customers ofthat product.

D.ata D€/ivery Products:

Sky>tar Advantage YSAT. Our Skystar Advantage VSAT produc~ when integrated into a net·
work, is used in transaction-oriented, paloMo-multipoint satelUte communication networks. The Skystar
Advantage VSAT is designed to enable reliable and cost-effective interactive communications between a
central hub and several tens to several thousand geographioally dispersed sites. The applioations CUlTently
served by our products include the following: credit and debit card authorization for retailsaies; pointoOf.
sale information and ATM networks; on·line recording md validation of lottery tickets; prescription verifi·
cation, inventory control and review of customer profiles; inventory controlllJld delivery scheduHng at the
manufacturing level; supervisory control-and 'data acquisition networks for oil and gas pipelines; on-tine
remote stock exchange trading for brokers; distance learning and Inlemet aci;ess. Additional voice channel
add·ons are available. as we!1 as a video broadcasting epplication, both of which are offered by third party

. vendors.

,,,,
,/
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Architecture. As illustrated in Figure 2, our Skystar Advontage VSAT product consists of remote
terminals, hub equipmenl and related software. Our remOle terminal consists of a small outdoor antenna
(typically 0.55 to 1.2 meters in diameter for the Ku-band frequency and 1.8 to 2.4 meters in diameter for
the C-band frequency), an ouldoor eJemonics unit ("ODU") ond an indoor electronics unit ("IOU"). The
ODU receives signals from a satellite transponder using. Low Noise Block ("LNB") frequency down·
converter ond transmits signals 10 the satellit.lransponder using our proprietary frequency up-<:<>nverter
and power amplifier. The IOU inc0'1'0rales a satellite modem utilizing digital signal processing technology
and a powerful central processing unll ("CPU"). The CPU conlrOls communications through Ihe satellile
(including the satellite access scheme) and provide, the platform for intetfacc to the end-user's remote ter
minal equipment. The small antenna typically is supplied by a third-party vendor or purchased directly by
our customer. We design and m""ufocl1Jre the IOU, design and integrate the ODU and supply that part of
th...oftware (the connecdvity software) that, among other things, controls the satellile access scheme.

The hub for the network inCOlJ'orating Our Skystar Advantage VSAT products consists ofa radio
frequency teimillal ("RFT") and bllSOband equipment. The RFr inoorporates a large dish antenna (typi
cally 4.5 to II meters) and RF electronics equipment (up and down frequency tonverten, low noise ampli
fiers and high power amplifiers). The baseband equipment is comprised of the hub satellile processor
("HSP"), hub protocol processor ("HFP") and network management system ("NMS"). The HSP hard
ware provides the communication connectivity to the remote terminals and the HPP provides the interface
between the HSP and the customer host computer Noning end-user applications. The NMS monitors and
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controls all the re;"ole terminals and the hub equipment W. d.sign and manufacture the HSP software and
hardware. The RFT is typically provided by third-pany vendors. The HPP and NMS are provided by us in
the Skystar Advantage netWork, and by GTECH in its VSAT network, which is known as "GSAT."

Feature.. Our Sky$lar Advontage VSAT product utilizes a patented two-dimensional, random
salelllte access scheme that enables us to use low-eost OOU hardware and aUows the VSAT network to
handle mom.ntary peak traffic loads without any significant degradation of response time. The Skystar
Advantage VSAT now offers. feature enabling Internet connectivity, and additional voice channel capa
bility, enabling voice communic8tion between the hub site and a remote laution. A VSAT network incor
porating our Skystar Advantage VSAT product can olfer features including: low-cost tenninal equipment:
rapid response time; high network availability: small antenna sJu which allows ror easy installation and
maintenance: very low transmission error rale: high hardware reliability; a variety ofcustomer interfaces
such as local area networks ("LAN") (e.g., Token·Ring and Ethernet); and fl.xibl. architecture (support
for commonly used data communieations protocols, including X.25 , SNAISOLC, ASYNC and TCPIIP;
easy integration ofadditional value-added services such as data, audio and video broadcasting; and modu
lar design that enables easy and staged network expansion).

In 1999, the research and development ofthe Turbosattechnology purchuedin 1998 from
Spacenet progressed, with most ofthe Turbosat's Improved functionality and features completed and the
technology being integrated (other than the COMA technology) into a new product platform, Skystar Ad
vantage TG (Turbo Generation), which is now our main Skystar Advantaga platform. Our current deve)·
opment efforts for the Skystar Advantage VSAT are directed tow.rd increasing the outbound bit rate ca
pacity, adding MPEG I and MPEG2 videu multicast capabilities, and improving the currert TCPIIP set of

, features, and co.t reduction.

As of December 31, 1999 we had shipped approximately 92,400 Skystar Advantage VSATs to
customers worldwide.

!SAT"". Our ISAT networking produots are designed to provide high'end solutions for voice, fax
and data communications for small·to--medium VSAT networks. rSAT uses. a sophisticated frame relay
switching engine and a patented satellite access technique to implement full or partial mesh or star topol
ogy networks. A me.sh configuration anows (lsingle hap" connection of subscribers' equipment by which
remote terminais can communicate with one another without gotng through the hub. In a star configuration,
remote tenninals are connected only through the hub, with some delay in communication whenever two
remote terminals communicate with each othor. We olfer ISATnetworks to 2 types of customers. The first
typically requires voice and data connectivity between 3 to 20 statIons In a single-hop, full mesh network,
usually to implement a private voice and LAN network between offices or factories to bypass often unreli
able local phone service. The second type ofcustomer requires similar services, but needs connectivity
botween 3 to 50 stations and a singl. hub location In • star or partial mesh type networle.

/'
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ArchilecJure. As illustrated in Figure 3, an ISAT network consists of several remote terminals
and a PC-based NMS iDstalled at one of the network tenninaJs for network status and software control of
data rates and other network parameters. The remote terminal consists of a small outdoor antenna (typically
1.2 to 3.8 meters), an Rf transceiver for Ku-band and C·band reception .and transmission, baseband
equipment with a modulator and one or more demodulators, a control end routing unit incorporating a
Multimedia Processor C'MMP") engine supporting voice, data, and LAN interfaces, and a Station Interface
Unit to monitor and control interface between·tennina) equipment at·each site and the master station net·
work management software. ISAT systemi use a HFram.e Relayu protocol for transferring messages over
the network. At each tenninalt outgoing packets are statistically multiplexed into a single data stream by
the MMP. The data stream is then converted Into a single outbound modulated carrier and transmitted to
the satellite for rebroadcast. Each ISAT carrier operates on a discrete, assigned satellite frequency.

In a full or partial mesh network, each tennina! has demodulator equipment to receive carriers
from each of the other network. terminals with which direct communication is needed. The star equipment
configuration is identical to the full mesh, except remote terminals require a demodulatoronly for the
master tenninal signal. The data rate transmitted over the satellite from each terminal is set to match the
traffic requirements ofthe station. Standard ISAT equipment provides software-programmable rates over
the range 9,6 kilobits per second to over 2 megabits per second, Different terminals within a. network may
have different Tates to accommodate unique site traffic requirements.

Feat~r.... ISAT netWorks can be provided with a Demand Assigned Multiple Access
(' 'DAMA' ') overlay, allowing oceasional connectivity to be established as required between star-type re
mote stations. for voice networks with only occasional voice requirements between stations. ISAT tenni
nats feature high hardware reliability; easy installation and maintenance; a variety of customer interfaces;
and flexible architecture. " / .

WebSatTW is an enhancement to JSAT, which integrates an rP accelerator to overcome typical sat·
eliite speed limitations for IP data and manages data flow from multipla connsetiono using Quality of
Service bandwidth controls. We have recently developed E-Trunk"", as an enhancement to ISAT. E
Trunk provides voice carriers with an efficient alternative to terrestrial trunking. E-Tronk's use of a Frame
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Relay link protoCol and pat.nted satellite acc,ss technique can ellminatecostly hub faciliti.s and simplify
int.reonnectioM for both c.llular and traditional wireline telephony systems. A typical E-Trunk netwolk is
designed to service 3 to 100 sites, witb each r.mote site servicing from I to 20 El circuits (30 to 600 lines)
of voice traffIC, or more for a central site. .

Our cWTent developm.nt efforts for the ISAT are directed towards cost reduction and replacement
of outsourced components with devices that we have developed and produced.

As of December 31,1999, we had shipp.d approximately 460 tSAT terminals to customers
worldwide.

SkyWay"! S.rles of RF Transceivers. Our SkyWay high·power series ortransceive" provide'
a solution for Single Channel Per Carrier and Multiple Channel Per Conier VSAT terminals, and small-to
medium and medium-to-Iargelntemet, voice, data, and video VSAT networks. This series oftransceivers
operate in the C-band, extended vband, and Ku band and are produced in our Gilat Florida facility_

Archltectw-e. The SkyWay series ofRF transceiv.... consist of an IOU, ODU. and d.p.nding
upnn the application, a Low Noise Amplifi.r down convertet, LNB, or a Solid State Booster ("5SB"). The
IOU controls OOU functions through a front panel keypad and an LCD displaY.

Features. An the frequency converter$ use phase..Jock:ed osciJIators, locked on the same fre.
quency reference source. An auxiliary reference output is available for Ioc:king external equipment to the
same reference sourc•. Th. SSB contains a high power amplifier. The industry standard 70 MHz modem
interface provides a straightforward connection to most modems. Auxililll)' outputs for transmit and re
ceive signals p.rmit direct monitoring of intermediate frequency signals. The built-In processors and soft
ware provide the user with full control over the transceiver system. Monitot and·control functions include
SSB mute, frequency-set, alarm indication, output threshold, and external fault indication from the SSB,
Full access is possible either through the front panel or an RS2321RS422 port. .

As ofO.cember 31, 1999, we had shipped approximately 560 SkyWay transceivers.

Telephony and Voice Products:

FaraWay VSAT. Gilat and COMSAT RSI (th. assets of which were acquired by ParaG.a Com
munications), are parties to ajoint venture for the development of the FaraWay VSAT, a satellite telephony
VSAT which provides mesh connectivity, voice and data services via satellite to remote locations and other
areas thet lack adequate telecommunications infrastructUr•. See "Strategic Alliances and loint Ventures."
FaraWay VSATs are intended to provide:

• A reliable telecommunications n.twnrk (with fax, telephone and data capObilities)
for corporate and business users in developing cnunines that have minimal nr no
telecommunications inftastructure

• Multi-channel toll quality telephone service to gengraphically isolated rural residen
tial areas in developing countries

• Cost-eff.ctive telephone service that can be installed quickly for temporary remote
installatinns (e.g., oil and gas elqlloration sites, small rural government agencies and
new factories) untiltetrestriai services are available.
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Architect""'. The FaraWay telephony product employs a unique VSAT architecture and satellite
access scheme and supports either a mesh or star configuration utilizing DAMA for more efficient usC of
th~ satellite. As illustrated in Figure 41 the product architecture permits connections to either private tele
phone equipment, pay telephones. small private switches or B public .switch I and data tenninats~ as well as
to any combination of this equipment. A Data Interface Module ("DIM") enables high dala rate applica
tions in both star and mesh configurations.

The remole terminal ofthe FaraWay includes a dish antenna (typically 1.8 to 3.7 meters In di
ameter), an ODU and an roU. The IDU connects directly 10 subscribers' telephone equipment or central
office. The FaraWay hUb, which may he connected to a public switch, includes a large dish antenna (typi
cally 4.6 to 13 meters in diameter), RF electronics, a network resource and call-processleg controller, an
NMS, a call accounting computer and traffic terminal. The network resourCe controUer assigns satellite
frequencies to the equipment at both ends ofthe communication link; the NMS monitors and controls the
overall networ!<; the call accounting computer provides data for external network billing; and the traffic
temtinal provides the hub's interface to the publie switch.

Features. The FaraWay VSAT offers a cost-effective, flexible solulion for connecting 2-40 tele
phone lines fTOm a public switch to a local PABX switch or directly to 'subsenDers' premises via sateillte
and to support voice, fox and high data rate applications. The product features include: Ku-band and c
band frequency operation; flexible interfaces Including different signaling systems; support of up to 30,000
calls per hour and 8,000 remote stations; and lTU-approved 16 and 8 kilobit per second voice encoding.

In 1999, we completed \h~.velopment of a PC Network Terminal ("PC Nr'}-based NMS for the
FaraW"y VSAT. Our current development'efforts for theFaraWay VSAT are direCted towards contmalng
development ofan enhanced digital El interface mOdule, capable of supporting almost all existing digital
t,jephony signaling protocols.
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A. of December 31. 1999, we had .hipp.d .pproximately 1,600 FaraWay VSAT. to cu.tomers.

DlalAw.y VSAT Our DialAway VSAT product i. intend.d to provide in.xpen.iv., n.ar toll
quality telephone ••rvice including voic. and fax communication and high speed Intern.t .ccess for small
businesses and villages in remote or urban areas lacking .n ad.quate teleph·on. infrastruClUr•. Th. product
has be.n designed to offer .ub.criber or pay telephone and publie call offices with up to 3 lin.s. Our rural
telephony product operates in a mesh Or muld-star configuration in which the remote terminals communi
cat. with each other in single hop full mesh or with hub and gateway st.tions. At the sam. time the m.lA•
.way offers ".lw.ys OIl" high speed two way Internet .ce.... W. believe that the cost benefits ofthe prod
uct can m.et the telephony need. ofth.targ.ted rural t.l.phony u.ers, as well as .uch u,ers' curr.nt and
future needs for Intem.t ace.ss.

Architecture. As iIlustraied above in Figure S, a DialAway network consists of a central hub,
. PSTN g.t.w.ys, sat.lIite channels ",d remote termin.ls. A remote terminal con.ists of. sm.lI outdoor
antenna (typically 0.98 to 1.2 meters), an ODU and our IOU with on. to thr.e t.l.phony .xtension cards.
The hub consists of an RFf and bas.band .quipm.nt. The RFf incorporate. a large dish .ntenn. (typically
4.5 to I I m.ters) and RF .I.ctronics equipment (up and down frequ.ncy convert.", low noi.e amplifiers
and high pow.r .mplifiers). Th. bas.band in.cludes an HSP, a Hub Voice Pro....or ("HVP") with voice
card., and an NMS. The NMS monitors and controls all the remote t.nninal. and the hub equipm.nt. The
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hub de,ign permits easy incorporation of new feature,. as well as independent sizing for inbound ("'mole
to hub) and oUlbound (hub to remote) bandwidth,. The hub stalion is al,o the point of presence (POP) for
Internet traffIC. Telephony traffic can be also routed to regional gateway' which can utilize satellite or
terrestrial infrastruClWe.

With the oialAway, the analog voice input i. digitized and compm,ed to 4.8 or 6.4 kilobits per
.econd. The compressed voice is organized into packets and tran,mitted to the hub or to another remole
VSAT via the satellite. At the destination. a voice/fax card decodes the incoming voice packe\> into digit
ized voice which i, then ",converted into analog fann.

Features. Our DialAway VSAT product offers a PC NT-based NMS and such feature, as full
support oflelephone line services; high speed Internet acee&s. full mesh architecture, call data processing;
low cost; ,imple installation and operation; high hardware reliability; remote control and monitoring; and
low power consumption.

Our current development efforts for the DialAway are directed toward. development of new
product features. improving IP support, and decreasing the product's power consumption.

A. of December 31, 1999, we had .hipped approximately 13,200 oia1Away VSATs.

IP·Based Products:

SkyBlasler VSAT. The SkyBiasler VSAT, introduced in 1999, is our latesttwc>-way Ip·based
product and consist.l ofa OVB receiver card and a satellite transmitter PCI card as a return channel The
SkyBlaster is targeted for use in communities ofintercst, corporations, small to mid-size businesses, small
officelhome office and consumer users.

Wi1h our unique satellite return access scheme, PC users have access to ful1r interactive
broadband VSATson.corporate LAN servers or PC desktops. SkyBlaster provldes.)P.based.
communications solutions for broadband corporate and public networks.

SkyBlaster features an open IP platronn which supports applications developed by us or by third
party vendors, such as int~ctive corporate training; reliable data and video multicasting; interactive
business television and reliable push-based applications•
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Archlteclure. As illustrated above in Figure 6, the SkyBlaster VSAT combines two PCI cards:

• bva ,ecelver

• SatellHe transmitter

The DVB receiver card supports a scalable bit rate of2 to 40 Mbps.lnbound data can be
transmitted at bitntes 008.4 to 153.6 Kbps, using a unique Frequency Time Division Multiple Access
("FTDMA") satellite access scheme,. The cards can be installed in any Gilat-<juaJified PC server,
supporting data recasting over the LAN, or be provided as a stand·alone !DU. Research and development
efforls are focused 00 increasing the bitrales to 307.2.

, ./'

The hub station was designed for install.tion at the cus!Omer premises as a private hub.
Alternately, a shared hUb can be located at a service provider site. Single-der ",chitecture allows for PC
connectivity directly to the application and media servers. As shown in the diagram, any media server
connected to the hub~ such as B video, audio or data push server, is allocated with a Jeserved committed blt-
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rate that guarantees high-<peed accessibility. Therefore, multiple streams carrying video, audio and data
can operate at the same time without interfering wilb one another. The hub station features:

• NMS (Natwork Management System)

• HTS (Hub Transmission Server)

• OVB IPE (lP EncapsulBlor)

• OVB Satellite Modulator

• HSP (Hub Satellite Processor)

• Conditional Access (security)

• Scheduling

Satellir. Access. SkyBlastcr uses a proprietary two-dimensional aeeess scherne. This enables the
use of low-cost ODU hardware, minimizes spa.. segment USe and allows lbe VSAT network to handle
momentary peak traffic loads without significant degradation in response time. The network is immune to
outages caused by frequency interference.

. ... -" .
The unique FTDMA scheme prOVides no. back off httime for retransmissions and consistent.

utilization of the entire bandwidth by all remote sites. The satellite access scheme, CQupled with atTansmit
slot size that. can be optimized t.o the network, provides superior network throughput stability and load
balancing. ..

We are currently developing an external $tand-alone box for the SkyBlastcr that we expect to
introduce by the first quarter of200 I, in order to enable easy installation ofthe produel. We are also
involved In extensive research and development efforts aimed to reduce the price and increase the
efficiency ofthe techniCllI components ofthe SkyBlaster product

As of December 31, 1999, we had shipped approximately 1,600 ofour SkyBJaster VSATs to
customers worldwide.

SkySurfer YSAT. Our SkySurfer VSAT receiver product. is a PC-based Digital Video Broadcast
CIDVS") satellite receiver used in lP environments to provide satellite-based multicast and unicast com
munications. We are currently phasing out our production ofthe SkySurfer product. in favor ofthe Sky
Blaster product line, although we continue to support existing SkySurfer customers. The SkySurfer
streams IP traffic from a central site 10 a large number of geographically dispersed remote sites. It is an
open IP platfonn that enables easy integration of any IP-based application. The main applications running
on SkySurfer networks are web-based interactive corporate training and distance learning, interactive busi
ness television, multicast video and audio streaming, broadband [n~etlInternct access and reliable push
bued applications.

The SkySurfer remote unit receives high bit-rate traffic via satelllla (from 2 to 40 Mbps) and cur
rently utilizes the user', return path (terrestrial VSAT) fortrlWmission. The SkySurfer hub provide, users
with a scalable 2-40 Mbps channel~r IP traffic.

Archllectu'e. The SkySurfer VSAT consists ofa central transmission hub and the remote SkY
Surfer receiver ClIl'd" Theoentral hub consists ofseveral Hub Transmission Servers C"HTS") which re
ceive the content from the server at the central site or anywhere over the Internet. Each HTS is a-PC server
running applications that We developed. The HTS transmits the data to the satellite modulator which con
verts the data to the i~termedi8te frequency C"IF") range. The output ofthe modulator is transmitted to the
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sa.tellite by standard RF transmi55ion t.quipment. Our NMS. situated at the transmis~ion site. controls the
parameters of the hub and remote SkySurfer units.

The remote SkySurferVSAT consists of(i) a 32-bItPCI adapter caJd that fits in any standard PC
and enables receipt ofhigh-speed data (up to 40 Mbps) by a PC or LAN server, (ii) a small outdoor an
teMa and (iii) ao LNB. A return path can be established over any axisting terrestrial or two-way VSAT
connection.

As ofDecember 31, 1999, we bad shipped approximately 11,500 ofour SkySurfer VSATs to
customers worldwide.

Fealur..,. For interactive busine.. television and corporate communications, the SkySurfer
VSAT offers IP-b..ed multicast and Intranet technologies that provide interactive business television with .
Motion Picture Expert Group ("MPEG") decoding quality. We have provided turnkey solutions, begin
ning wilh the customer's video source, continuing with lbe video encoding server (ineluding the II' multi
cast data layer) and ending with the video decoder card.

For corporate training, using third party proprietary training technology, SkySurfer enables full
broadband softwa... video decoding with multicast capabilities for on-line training to hundreds ofern
ployee LANs and PCs simultaneously.

For push-based applications, SkySurfer, which has been bundled with third party technology, of
fers an integrated end-IO-end push client server solution, optimized for satellite delivery and II' multicast
This integrated solution allows companies tadeliver corporate Information and software from a variety of
sources Bnd to notify employees and management of its Bvailability.

For broadband In'tranetflntemet access, SkySurfer enables data rates ofmore than 1Mbps, while
accessing corporate Web servers or Internet sites, LAN users can also access the global Internet through the
SkySurfer gateway, without installing SkySurfer at their PCs.

VSAT Network Servi.es

In our two primary geographic markets, the United States and Europe, we now provide full
network services through our network management centers, in addition to product sales. We offer a full
spectrum of services. from installation and maintenance services to comprehensive service offerings in
which we package the VSAT system with installation, network operations, maintenance and access to
satellite tran~ponder capacity. Qur services include:

• Network Analysis

• Network Implementation

• Shared Hub Services

• Network Operations

• Maintenance
/

• Customer Technical Services

• Access to Satellite Capacity
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In addition, we also provide network services in Argentina and suppnrt for network services in
India.

NetworkAtWlysi>. Networl< analysis involves de.sJgnlng the system in response to specific
customer needs, detennining critical system parameters, such as data protocols and network response
times, a3sisting in generating component and subsystem specifications for the network's hardware, hub
requirements (private or shued), and satellite capacity.

Network Implementation. The networl< implementation process covers hub installation and
network rollou~ which entails installing and connecting all of the remote VSAT locations ro tlte network.
Network rollouts are pianned and managed by the Gilat program management organization. The program
manager .erves as the customer's single point ofcontact and is responsible for delivering the network on
time, on budget, and to specification.

Many of the activities for installing a VSAT network take place at the customer'. facilities, such
as: site survey, site preparation and installation of ground, roof, and/or wall-supported mounts with
iightning protection, connection of the ODU and IOU to the antenna and Inter Facility Link ("IFL") cable,
powering up the system, pointing the antenna, initializing the VSAT and confirming proper operation with
the hub, connecting the VSAT with the customer'! local equipment (such as LAN or point-of-sale), and
providing an orientation to the local customer personnel. A typical Installation can be completed in four to
six hours. We are increasing our installation eapabilities and currently can install approximately 3,'00
sites per month in the US.

Hub installation services vary~ depending on whether the customer's network involves a private
hub or use of one of our shared hub facilitie. in Mclean, Virginia, Chicago, Atlanta, Germany, the Czech
Republic or Argentina. T1)e primary dlstinetion between the two is that a private hub installation involves
more emphasis on site preparation, equipment installatiOn and training, while a shared hub installation
focUses on the compatibility with the shared hub and the customer's data center.

We currently use in-house personnel for hub installation and third parties to perform. most VSAT
installation activity in our service markets. The program manager, working with our in-house
Implementation staff, insures that.our third-party installation teams arrive at 11Ie customer's site On schedule
and are equipped with the necessary equipment to complete the installation. The third-party installers are
trained and .~if1ed On th.e Gilat hardware platforms.

Shared Hub Servtc.... The hub is the most costly and complex tomponent of a VSAT system.
Some customers prefer to ootlioorce the management and operation of the hub, either by leveraging our
competency in managing networks nr by gaining additional cost efficiencies through sharing the hub
hardware and operations costs with multiple customers. Gilat presently staffs its primary shared hubs in the
U.s., Germany and Argentina, with a highly specialized technical staffon a 24-hour basis. Ourshared hub
service typically includr:s use ofhardware, maintenance,·ground.based backhaul circuits, satellite upHnking
and operations for which the customer pays a monthly fee.

Network Opera/ions. Our network operations services coordinate and manage the operations of
customers' networks and monitor the quality of services delivered on a24--hour basis from one ofour three
network management centers (NMC). Our largest NMC is located in McLean, Virginia, and is staffed by
over 40 technicians who are trained in network fault isolation, problem resolution and customer service.
We also have NMCs in Atlanta, Germany and Argentina. When customers experience an outage on their
network, they call the NMC, where'i trained professioral, using proprietary monitoring and conlrol
technology, will work 10 reslore service. In Instances in which service cannot be restored through the .
troubleshooting process, the NMC te,hnician wl1l dispatch one of cur third-party field service technicians
to repair Or replace the on-site hardware and restore operations to the site.
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In 1999, GlIat NMCs managed approximately 32,000 data and video sites in the United State, and
approximately 36,500 sites worldwide.

Maintenance. Onet an NMC technician determines that a field service dispatch is required to fix
a problem, our maintenance and logistics organizations provide service to the customer. We offer a variety
ofmaintenance pion, to support our customer netWorks. All ofthe plan. Include toll.free trouble reporting
service from one of our NMCs, field service, replacement ofequipment, warehousing of spare parts,
shipping and repairs. Th. objective is to provide an on·site response within an avenge of four hours for
most sites. In the United States, we have contracted with IBM·TSS, a third-party repair service provider, to
operate nationwide service centers that are staffed with Gilat·trained and certified field service technicians.
Other trained and certified third.party vendors are contracted in our International service markets.

Our maintenance services are supported by our intemallogistics and repair orglUlization, which is
responsible for stocking pans in over 100 warehouse. in the U.S., Europe and Argentina.

CUIlO..., Technical Services. Our technical services group includes engineering test and support
.mices during the project implementation phase and on.going telephone and on·site support for complex' ..
networking issues. The customer technical services group provides applIcation trouble Shooting, network
optimization, customer tra'ning. and documentation !e1'Vic~s.

Protocols and Merhodologi... The development of neW software protocols and methodologies
has resulted in improved use of available network capacity and decreased delays In transmission of
information. Our networks support multiple protocols simultaneously, including SDLC, Bisync, X.2S,
X.3/X.28/X.29 PAD, Token Ring LLC, Ethernet LLC, X.25 Broadcast and TeMP. The performancc of
these protocols across satellite bandwidth is optimized by tecbniques such as TCPIIP "spoofing," which
improves data throughput efficiency. In addition, our VSAT networks have built·1n protocol conversion
capabilities, including X.25 to Async PAD, SDLe to Token Ring, Bisync to Token Ring, X.25 to Bisync,
X.2S to SDLC and TePfl? aver Ethernet to TCPIIP over Taken Ring, which allow our VSAT networks to
operate with multiple protocols without the purchase of additional equipment

Satellite Capaclry. Satellite rransmission channels are an integral pan ofour VSAT network
offers in the U.S., Europe and Argentina. We continually monitor our space segment capacity, all of which
we procure from OE Americom and other third partiesl in order to ensure that suffic;ient trarlSlOission
capacity is available for prospective customers, as well as growth in bandwith for existing networks. The
capaCity is provided for the term ofthe ogreemem, typically five years, and may be increased under the
tenn as the customer's traffic grows. For networks in the United States, we primarily use sate.Uite capacity
acquired from GE Americom, which currently operates a fleet of 12 satellites, as well as from other
supplier.!. In connection with the Spacenet acquisition, we entered into a series ofagreements with GE
Americom under which OE· Americom provides us with backup IUld additional satellite services. These
agreements are described below under the heading "Certain Relationships and Related party
Transactions-The Satellite Transponder Service Agreements." We also use capacity on several regional
satellites in Europe and latin America.

We believe that there is a Jarge and growing quantiry of satellite capacity available from a number
ofproviders in the United States and in the rest of the world from whom we can obtain transmitter capacity
at competitive rates, as our business requires.

Sel'1lice Offerings. Service'pfferings combine a rental of all necessary network hardware with all
of the above network services into an end·to-end customer solU1ion. In a service offering, we retain
ownership and operation of the network equipment, delivering to the cus10mer a specified network speed,
response time and network availability for a set price per month per site. Generally, service offerings
contracts have a five·year ,maturity. H.owever, we also provide threeeyear service contracts in response to
market demand.
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Service offerings respond to our customers! needs to outsource non-core competencies and
mitigate technical obsolescence and make the purchase of satellite network ,e",ice, ,imilar to the
procurement ofground-based network services.

Historically, our main service offerings have been based on the Skyslar Advantage two-way data
platfono. However, we are also leveraging our existing network services infras1nlcture with new service
offerings that include the SkyBlaster product line.

Marketing, Distribution and Strategic Alliances

Markell.g and Dlstrlb.llon. We us.both direct and indirect sales channels to market our
product. and servioes. Our marketing actJvities are organized geognphically, with groups covering North
America, Europe, Larin America, Asia and the rest oflbe world. In North America and Europe, most of our
revenues are generated by our direct sales force, although value-added resellers and dIstributors account for
some of ourlarges! network,. In Asia and the rest of the world, we rely primarily on 10Cll1 agents and
distributor>. In all markets, we occasionally work with system integration companies for large and complex
projects.

The sales teams are comprised of account managers and sales engineers, who arc the primary
account interfaces and work to establish account relationships and detennine technical and business
requirements for the network. These teems alSO support the other distribution channels with advanced
technical capabilities and application experience. Sales cycles in the VSAT network market are lengthy and
it is not unusual for a sale to require IS months from initial lead through signature of the contract. The sales
process includes severel network design Iterations, network demonstrations, pilot networks comprised of a
few sites. and in some cases special software development 'which is completed before contract signing. For
VSAT net\JIorks sold as a~eompJete service offering., the sale cycle is typically shorter and can be as low as
90 days from the initial lead through the signature of the contract

We have a sales I\lId marketing group of ISO full-time employees (as of May 1,2000) who offer
our products and services, primarily in the United Slales and Europe. Approximately 27% ofthe sales and
marketing group is based in the United States, approximately 13% is based in Europe, and approximately
39% is based in Israel. Sates ofour services generally are 5ubstantiaJ in size and involve a long·tenn sales
process.

We currently have marketing I\lId technical support staff in the United Stales, Europe and Israel.
In addition, we maintain marketing and support offices in Argentins. Brazil, Australia, Thailand and India.
which provide ongoing marketins and technical support for our products for our strategic partners and their
customers. These offices also work with our strategic partners to identify larget markets and applications
and define prnducts 10 meet tho.e needs. In addition, we have established repre.enrallve offices in London
and Beijing to support our marketing efforts and support and coordinate 10eal marketing offices in Europe.
and the Far East. We are currently establishing a representative office in Kazakhstan to provide pre-sales
marketing and'support in thal region.

We also sell our products and services to postal, telephono and telegraph orgoniutions C"PTTs")
-and other m~jor carriers, reseHers and other companies in the United States and internationally who
purchase network products and se",ices from us for resale to their customers. PITs and other major

. carriers employ substantial sales forCes and have the advantage of being existing providers to many of our
target customers. which makes marketing easier and increases awareness ofcustomer needs.
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The following table sets forth Gilat's revenues by geographic area for the periods indicated below
as a percent of Gilat's total sales:

Vears Ended December 31,

United States
Europe
South and Latin America
China
Israel
South Africa
Other

Total

49.~%'

8.9%
I 1.1%'
4.6%'
3.3%'
O.I%'
22.5%

100.0%

51.B%'
6.1%

6.9%"
3.5%'
2.7%'
13.4%
15.0%

100.0%

56.4%'
16.2';';'
13.0%'
1.7%'
2.5%'
0.4%
9.8%

100.0%

I Includes revenues of 11.6% and 2.8% derived from sales made through GTECH and Spacenet in the
United States with shipments made directly to end-users in Europe (including regional.ervice operators
and distributors) for the years ended December 31, 1991 and 1998, respectiveiy. See note 15 orNotes to
Consolidated Financial Statements listed in Item 19.

'Including revenues from a subsidiary ofGTECH in Bra:<il of6.8% IIlld l.I%forthe years ended
December 31, 1997 and 1998, respectively.

, Includesrevenues from related parties ofJ .6%, 8.2o/~ and J5.6% for the years ended December 31,
1997, 1998, and 1999, respectively. Revenues for 1999 include SIS million from GE. Amcricom, which
was paid In accordance with the Merger-Related Agreements, pursuant to which GE Americom was
required to pay us to the extent it did not meet certain equipment purch..e commitments. See note I~ or
NOleS to Consolidated,Financial Statements listed in Item 19.

Backlog. In 1999. we received orders for over 70,000 interactive VSAT units. Our interactive
VSAT orders for 1999 are more than twice the orders received ror interaC1ivc VSAT. in 1998. The 1999
year..,nd backlog for equipment sales and revenue, from multi-year service contracts for our VSAT
produC1. was over $300 million, an increase ormorethan 70% fro", the 1998 backlog of$175 ",illion. The
backlog calculation includes, with regard to the previously annouoced MCI WoridcomlUSPS contract,

, only expected revenues on that contract from installations planned through year-end 2000, aithough this
1O·year contract, which does not re<juire USPS,to purchase any specific number ofVSATs by any specific
date, could total'as many as 26',000 sit.... '

Strategic Alliances and Joint Ventures, In addition toour direct and indirect sale. channels, we
have established certain key strategic marketing reiationships and joint ventures, including the following:

Gi/ar-Te-Home ("GTH'). In March 2000, we established ajnint venture named Gilat-to-Home,
Inc, ("OTH") with MSN, EchoStar and lNG, to provide broadband Internet acce.. via satellite ("Service")
to residential, "SOHO" and small business customers in North America. MSN has entered into a four year

, supply agreement with GTH for th~ervice accordlng to which GTH will supply and MSN will pun:hase a
minimum quantity orVSAT stan"d-alone units for MSN customers after completion of a one year milestone
process, MSN has entered Into an additional service agreement with OTH, which will enable MSN and
GTH to offer additional satellite enabled services to MSN customers. MSN will also develop a GTH-MSN
co-branded ponal, which will be available to GTH customers.
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EchoStar and GTH will cooperate for the purpose of providing a broadband Internet aceess
service via satellite to GTH subscribers and EchoStar's DISH Network subscribers. EchoStar will market
OTH's broadband Internet access services to DISH Network eustomersand retailers. OTH wlll market
EchoStar's multichannel video services together with OTH's broadband Internet access product.

We have entered into an agreement to support the performance by GTH ofthe supply agreement
with MSN described above. We have agreed 1I0t to compete with OTH in North America. MSN and
Ecl10Star have invested 550,000,000 eacl1and ING 525,000,000 in cash in GTH in exchange for both
senior convertible preferred and common shares equal to 17.61%, 17.61% and 7.16%, respectively, of the
outstanding eapital of GTH. The preferred shares are non-voting, have a liquidation preference,
antidilutioo and preemptive rights, rights of first refuSal, and c:o-sale and registration rights and cany 12%
PIK (paid-in.kind) dividends. Gilat owos approximately 41.09% ofOTH'. outsteading sheres and Oilat
relaledparties collectively own approximately 9.03%. These share holdings are on a fully diluted basis,
including share. reserved for options to be granted to employees but not including warrants and debt
conversion rights issued as part ofbank financing. We have the right to appoint two members to the GTH
Board ofOirectors.

KnowiedgeBroadcasting.com. (·KBC") On March 6, 2000, we completed a $10 million
Investment transaction with Knowledge Net Holdings LLC, a subsidiary of Knowledge Universe, Inc., in
exchange for 10 million common units (approximately 5.6% of the outsteading units) of
KnowiedgeBroadcasting.com LLC ("KBC"). KBC is a web-based media company fonned to distribute
knowledge-based content using interactive broadband satellite and other tecl1nologies. We al.o received a
one-year warrant (the "Warrant") to purchase up to 20 minion additional units in KBC for one dollar per
unit ("Warrant Units") and we have been granted an option to purchase content from KBC at preferred
pricing, to the extent that KBC makes sucl1 content availahle to third parties. In addition, we have received
a ftve-year right of ftrst refusal, at preferred pricing, for KBC hardware purcha... for broadcast networks
and VSAT operating services. We are also entit,led to appoint one director to the board of KBC as long as
we hold a minimum number of KBC units. .

As part of this transaction, for ftve years, KBC may purcl1ase equipment and services from us at
preferred prices. For up to two years, to the extent that we do not exercise the Warran~ KBC may pay for
up to S20 million of equipment and/or services with KJic common units valued at one dollar per unit (sucl1
number of units to be deducted from the total available number ofWarrrant Units). We also provided KBC
with a five year warrant to purchase approximately .191,000 of Our ordinary shares at a purchase price: of
S157.05 per share.

GrECH. Since 1990, we have worked elosely with GTECH Corporation ("GTECH") to
develop GTECH's OSAT service offering which is used for computerized on-line state and national lottery
epplications. GTECH i. a leading operator and supplier ofcomputerized on-line lottery systems. GTECH's
lottery system consists of numerous remote lottery termi~als located in retail outlets, central computer
systems and game software, as well as communications equipment that conn~ts the tenninals and the
cen~rat computer systems. .

In December 1994, we executed a seven-year agreement with GrECH (replacing an agreement
executed by the parties in March 1993) pursuant to which we agreed to sell our VSAT product components
to GTECH at agreed-upon prices and granted GTECH certain non-exclusive marketing and manufecturing
right. to our interactive transaction-oriented VSAT technology for worldwide gaming applications (except
in France), including, among others, lotteries, sports betting, peri-mutuel betting and horse and other race

.betting. Purchases by GTECH ofthtindoor units (IDUs) from us have been at prices specified In the
agreemen~ and for IOU. manufactured by GrECH directly or through a subcontractor, OTECH has been
required to acquire the necessary software from us and to pay us a royalty in respect of each IDU produced.
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The GTECH agreement also provides that until March 31,2001, we will not, directly or
indirectly, sell our two-way VSAT technology for gaming applications or suppiy servicessimilar to those
provided to GTECH under the agnoement to any persou directly or indirectly in competition with GTECH
in the gami~ bu.in.... However, we may seU our TwoWay VSAT (i) through Spacenet for resale to
person. or entities involved in the gaming industry, and (h) to value·edded resellers who may sell the
TwoWay VSAT for gaming applicillions.

Under a memorandlITTI ofunderstanding signed in Merch 1996, GTECH agreed to purchase or
manufacture I,SOO, 2,000, and 3,000 \DUs in 1997, 1998 and 1999, respectively. These commitments were
substantially .atisfied. Since 1996, the parties have conducted business pur.;uant to the memorandum of
understanding, and we are currently negotiating anew agreement to replace the ""siting IlITll1Igement,
which expired in March 2000. We believe that we have a good relationship with GTECH and that the
relationship will continue, although we cannot assure that a new agreement will be reached.

ParaGea. In late 1992, we entered into a.ton·year joinl venture with COMSAT RSI, Inc. (lbe
assets ofwhich were sold to ParaGea Communications) to developl manufa.cture and market two-way rural
telephone VSAT products. In March 1997, the parties modified the agreement to apply.only 10 the VSAT·
based telephony product which had been joinUy developed and marketed by COMSAT RSJ under the trade
name "TerraSat 400" and by Gilat under the name "FaraWay VSAT"; to restructure the product
development plans; and to grant each party non-exclusive marl<eting rights worldwide. In November 1997,
a further amendment gave Gilat sole responsibility for development of the FaraWay product for a period of
one year, afler which both parties have the right to devolop the produet. Gilat is continuing the independent
development and marketing ofthe cumot FaraWay VSAT.

KSAT. In January 1998, we entered into an investment agreement wlth KSAT, ~ Yukon company
listed on lbe Vancouver Stock Exchange, and Global Space Investments Limited, a partially owned
subsidiary ofKeppel Teleeommunications & Transportation Ltd., a Singapore public company involved in
telecommunications activities. Under the agreement, among other things. Global invested SIS mmion in
KSAT (half as equily and half as a loan convertible into equity) and we converted 10 equity certain
convertible instruments we held in KSAT. We also agreed to exchange our direct inter..ts in certain joint
ventures in China for shares of KSAT, subject to Chinese government regulatory approvals. Those
approvals have been obtained and we completed the share exchange in Febru"'Y 2000.]n light of the 1998
KSAr financing and the transfer ofour joint venture interests, we hold approximately 39.0% ofKSAT (or
30.8% on a fully diluted basis). Two ofour officers have been appointed co the Board ofDirectors of
KSAT.

Global Vii/age Telecom N. V. ("GVTAntilles'J. We initiated our roral telephony project in 1997
through our then wholly owned subsidiary, Global Village Telecom N.V. ("OVT Antilles") (recenlly re
named Gilat-To-Home Latin America (Antilles) N.V. ('GTH LA Antilles"». OVT Antilles was
established to design, deploy, mMage and operato, alone or with local parme..., rural telephony
communications networks 10 provide fixed..~e, basic telephony service to rural and remote markets in
developing countries, as well as other marl<ets for public telephony service. We have been marl<eting our
DialAway VSAT product, and other voice products, through GVT Antilles and GVT Antilles's local
partners. As of Deeember 31, 1999, we hed shipped to OVT Antilles and its subsidiaries approximately
6,500 DiaiAway VSAT. and three redundant hubs for rural telephony networks in Chile, Peru, and
Colombia where GVT won concessions to provide rurallelephony servic.._

In April 1998, OVT Antilles" completed a $40 million private plaCement with an international
group of investors (the "Other Investors"), as a result of which our interest in OVT Antilles was reduced to
a minority. We invested 52.S million in GVT as part of the private placement. We also provided a $7.5
million loen conveJ1ibl. into common shares equal to approximately IS% of GVT Antille•.
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In April 2000, we oompleted a share exchange transaction in Which we acquired all the
oUlst.nding shares ofthe Other Investors in exch.nge for the transfer to a new oompany organized by the
Other [nvestors ofGVT Antilles' entire right and interest in two Brazilian subsidiaries which were formed
to provide telephone and other telecommunications services in South Central Brazil. All other agreements
among Ibe parties under1he original private placement transaction were terminated and the Other Investors
were given the right to the narne and marks "GV1" and "Global Village Teleoom". As part ofthe April
2000 transaction, we aJso provided the Olher Investors' new company with a $40 million loan in eXchange
.for a note oonvertlble into common shares equal to approximately 9.1% oflhis now oompany's then
outstanding sharea.

As a result ofthe transaction, we own substantially all of the shares orOTH LA Antilles, with
employee shareholders ofGTH LA Antilles hoJding the balance. Subject to ce<tain governmental and
other consents and approvals, where neaded, and as part of our planned customer Interne! initiative in Latin
America, we are oompleting the process ofrenaming the Peru and Chile subsidiaries of GTH LA Antilles
to Gilat-To-Home Latin America, and the Colombia subsidiary to GiJat Colombia.

CU5tomers

Customers. The majority ofthe custOmers for our producls and services are large retail and
con!lumer·oriented businesses. including retail and consumer distribution, convenience stores, restaurants
and hospitality, gas 'tatlons, hotel, brokerage, banking and financiol services, communications,lottery,
aUlomotive and governmental. We sell our products directly to these customers or indire<:lJy through
resellers. In general, networks for these customers range from approximately 100 to 4,000 sites, although
some customers hive satellite data networks considerably smaller and others considerably larger than this
range.

The Rite Aid drugstore chain uses its VSAT network to reduce network response time for credit
card transactions, to process prescriptions through its phannacy system, to broadcast customized music and
promotiomil programming to its stores on its private radio frequency and 10 send frequent corporate
communications and sales training updates to employees on its own business television system. Automaker
Peugeot-Citrol!n of France uses its network for interactive data applications such as inventory updates,
credit authorizations, and WatTaJ1ty documentation.

USPS Transaction. During 1998, we were selected as subcontractor, under a prime contraet
awarded to MCI Corporation, for the provision ofVSAT services to the United States Postal Service.
Although the contract does not require the USPS to purchase specific quantities at specific daleO, the USPS
program Is expected to initially link 10,000 small associated office loc.tion. throughout the United States,
wilh potential growth to 26,000 sites during the ten·year program. Our VSAT services are providing the
USPS with a comprehensive upgrade to existing terrestrial diai-up services now In use at post offices
acrOS5 the United States. The network supports a wide range ofapplications, including point-of-sale and"
credit card processing, package delivery confumation, remote monitoring, software and data file
downloading, IP multicasting, and multimedia bro.dcasl The network is providing the USPS with world
class connectivity to all locations, ~abling a state-of-tbe-art customer service infrastruclUre. The VSAT
network will provide on·line services to as many as 26,000 Iocations. An additional 7,000 sites are being
installed as back-up services to the existing MCI WorldCom Frame Relay netwoD,al large associated
office locations. As oOune 4, 2000, we have Installed, I, 115 small associated office Joeations and 5,009
large associated office locations In 44 U.S. states. We expect to install a total of4,OOO small associated
office locations and 5,500 large associated office locations by December 31, 2000, although we cannot
assure that we will be able 10 meet that schedule.
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Competition

The data communications industry is highly competitive and the level of competition Is
increasing. As a provider ofdata network prod\lcts and services in the Unite<! States and internationally, we
compete with a large number oftoJewmmtlllicatlons service providers. Many of these competitors have
significant competitive advantages, including long-standing customer relationships, clOse ties with
regulatory and local authorities, and control ovet connections to local telephone networi<s. This
increasingly competitive environment hIlS put pressure on prices and margins. To compele effectively, we
emphasize the price competitiveness of our products as compared to products offered by ground-based and
other satellite service providetS. the advantages ohatellite data networks in general, nur network quality,
our customization capability. our offering of networks as a turnkey service rother than as an equipment sale
and our provision of a single point of contact for products and services.

We have encountered SIrong competition from major established camers such as AT&T, Mel
WorldCom, Sprint, British Telecom, France Telecom. Deutsche Telekom and global consortia of PITs and
other major eatTIers. which provtde international telephone, private line and private netWork services using
their national telephone networks and those ofother carriers. Such carriers also offer technological
sOlutions for customer networks, including ISDN lines and frame relay networks. Fiber optic cable is
increasingly avallable for wide bandwidth.networks in the United Sllltes and Western Europe. and
competitive issues often involve tradeoffs among pric:c. various features and customer needs for specialized
service. or technologies. We are facing increasing competition from ground-based lelecom~unications
.ervice providetS which us. frame relay, fiber optic networks and digital network switching to provida
competitive network offerings.

Our YSAT networks generally have an advantage Over terrestrial networks where fue network
must reach many locations over large distances. where the customer has a "last mile" or congestion
problem that cannot be solved easily with terrestrial facilities and where there i. a need for transmission to
remote locatiom 01 emerging markeu, as discussod more fully above. By comparison, grO\JDd-based
facilities (e.g.• fiber optic cables) often bave an advantage for carrying large amounl$ ofbulJ< traffic
between a small number offixed locations. HOwever, the customer's particular circumstances. the pricing
offered by suppliers and the effectivcne.. ofthe marketing efforts ofthe competing suppliers also playa
key role in this competitive environment.

The major telec:om carriers also serve as rescllers ofour products and services, and are an
increasingly important distribution charmc:l in Asia and Latin America. See "-Ma.rketing and
Distribution"

Our principal competitor in the supply of satellite networks is Hu$hes Network Systems, which
offers a full line ofYSAT products and services and which obtains satellite capacitY on the satellite system
operated by ils affiliates Hughes Galaxy and PanAmSat In competing with Hughe. Network Systems, we
emphasize particular technological features of Our products and services. our ability to customize networks
and perform desired development worle, the quality ofour customer service and our willingness to be
flexible in stru~turing arrangements for the customer. In addition, we face competition from other satellite
network providers, including Lora! and its affiliates (such as Orion Network Systems) and. in certain
instances, direct broadcast satellite companies.

We expect our principal competition in the VSAT-based consumer broadband arena to come from
. three terrestrial broadband service ~hnologies: cable, DSL, and fixed wireless. Recently. potential

competitOIS have announced the planned introduction of two-way satellite Internet products and services.
We believe that our more mature product will allow us to compete effectively in this marker.
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In addition, with the OTII offering, we believe that we will be able to compete effectivaly for
consumers and small businesses in rural and suburban markets initially throughout the United States, and
subsequently in other regions in \he world.

,," " 'Th'VS"A"T-baseitbttl8llballd'$oluliOli _'be diffeteJitialeil"fiom 111. terreStriarcompetitionbY-tW'o
primary characteristics: rapid availability arid more effIcient distribution. Unlike cabl,e and DSL, the
satelltt..based solution to be provided by OTH will be immediately available upon installation ofthe
equipment at a consumer's home. Additionally. the broadband service to be offered by OTH is expected to
offer subseribers broadcast lind multicast broadband content without last mile boltlenecks often
experienced with terrestrial networks.

We may experienee increased competition in lba f\lture from existing or new competilors In the
hardware, services, and tbe consumer broadband sphereslhat may adversely affect our ability to cominue
to market our products and services successfully. We believe that we have been able 10 compete
successfully with larger telecommunications companies in part by entering into strategic joint development
and marketing relationships with major companies such as OTilCH and COMSAT RSI, by developIng new
products- such as SkyBlasler, and by emphasizing low-eost product IlOd service fealUres and flJnctions that
meet the needs ofcustomers in the markets in which we compete. We also believe that our leadership in
the consumer satellite broadband arena lhrough the formation of OTH with market leaders such as
Microsoft and BehoStar has created a new channel to sell our products in potentially greater quantities
beginning toward the end ofthisyear. We are able to provide the.. produetand service features and
functions in part by using our proprietary hardware and software. See "-Patents and Intellectual
Property. II

We believe that our major competita... have 1he resources available to develop products with
features and functions competitIve with or .uperior to tho.e offered by us. In addition, the entry of new
companIes into the market or the expansion by exIsting campetilors of their product lines could have an
adverse: effect on us. However, we believe that OUf primary competitive advantage is our abUity to provide
products with relatively Jaw overall cost and high functionality. We also compete on the basis of the
performance characteristics of our products and our ability to customize certain network functions. We
cannot assure that our competitors will not develop suoh features or functions, that we will be able to
maintai~ a cost advantage for these products or that new companies wilt not enter these markets.

We also compete with other companies that offer communications networks and services based on
other technologies (e,g., ground·based lines and frame relay, radio transmission!, point-to-point
microwave) that can be competitive"mterms of price and performance wLth our products. For example,
there is a competing technology for a unidirectional VSAT system that uses a lower-Cost remote terminal
but requires more satellite space segments capacity \han our unidirectional VSAT products. See "Risk
Faetors--Competition in the network communications industry. t.

Research and Development

Product Development. We devote significant resources to re,earch and development projects
designed to enhance our VSAT produets, to expand the applications for whi~h they can be used and to
develop new products. As of May I, 1999, approximately 39% of our employees in Israel and 14% of our
emptoyees in the United States were employed in research and development activities. Annual gross
,research and developmentexpen4itures were epproximately 8.0%, 10.2% and 10.2% of revenues in the
years ended December 31.1999,1998 and 1997, respectively, Approximately 8.7%, 19.2%, and 23.5% of
ourresearch and development expenditures for the years ended December 31, 1999, 1998 and 1997,
respectiyely, were covered in all three years by the Office of the Chief Scientist, inciuding fundsreceived
or accrued through the research consortia (as described below).ln 1998 from the European Cemmission
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•
and in 1999 from Ihe U.S.-Israel Science and Technology Foundation. Our initial research and
development was funded by BIRD, but currently none of our research and development expenditures is
funded by BIRD. We cannot assume that funding at any level will continue to be available or that funding
will be available nn lllIractiv"lI:I1Ils.

We intend to continue to devote research and dev"lopmentr<>sourC<>S tn complet<> development of
'certain features, to improve functionality, including supporting greater bandwidth, to improve space
segment utilization, to increase throughput and to noduce the costnf our produe1s. We continue to devote
substantial research llIId development efforts to the hardware and software of the Skystar Advantage and
FarAway in order to enhance both products' capabilities and to develnp new features.

We have devot<>d research and development resources to development ofour DialAway VSAT.
Thi, product provides inexpensive, near toll quality, dial tone telephnn...ervice for small businesses and
villages in remote Or urban areas lacking an adequate telecommunications infrastructure. We intend to
continue development ofthe DialAway VSAT to develop new features (such as IP communications),
enhance existing features related to the multi·$tar configuration and reduce costs.

We have developed the SkyBlaster VSAT product and wlll conlinue development of this product
in order to enhance the product features and effect cost reductions. This product il an interactive VSAT
that incorporate, a satellite return channel, which enables two-way aeoess to multim<>dia se,,:ices via the
Internet. The SkyBlaster is target<>d for use in communities of interest, corporations, small to mid-size
businesses, sman officelhome office and consumer users. The SkyBlaster is designed to offer improved
aeoess through better responsctime and faster downloading oflarge files, such as audio and video clips.
We have devoted coosiderable research and development efforts in order to improve the functionality of
lbe SkyBlaster for consumer use, as well as to reduce th<> eosts of the product We are currently developing
an external stand-alooe box for the SkyBlaster that we expect to introduce by the first quarter of2001, in
order to enable easy installation ofthe SkyBlaster product

Our current products and services typically operate on either the Ku or C satellite bands. We are
currentiy involved in exploring the possible utilization of the Ka satellite band with our products and
services in the future,

We develop our own network software and software for our VSAr product lines. We generally
license our software to customers as part of the sale of our network products and services. We also license
certain third party software for use in our products.

We regard our software and our internally developed hardware as proprietary and have
implemented protective measures both ofa legal and practical nature. We have obtained and registered
several patents in the United States and in various other countries in which we offer our products and
services. We rely upon the copyright laws to protect aga~t unauthorized copying oftbe object code ofour
software, and upon eopyright and trade secret laws for the protection ofthe source code of Our software.
We derive additional proteetion fur our software by licensing only the object code to customers and
keeping the source code confidential. In addition, we OIlter into standard confidentlality agreements wJth
our customers to prot<>ct our software technology and trade secrets. We have also made eopyrigh~

trademark and service mark registrations in the United States and abroad for additional protection ofour
intenectual prop<>rty. Despite all of these measures, ilis possible that competitors could copy certain
aspects of our soft ware or hardware or Obtain infonnation whieh we regard as a trade secret in violation of
'egal protections. /

We periodically receive communications asserting that our prodUcts or applications thereof
infringe a third party's patent rights or copyrights. We also ,end similar communications to third parties
which we believe may be infringing our palents. In May 2000, Gilat Satelli1e Networks Ltd. and Spacenet .
Inc. were n~med as defendants ,in an action filed in the United States District Court for the District of
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,

Marytll/ld, entitled Hughes Electronics Corporalfon v. Glial Satellite Network:; Ltd. and Spacenet Inc.
PlaindtrHughes Elecrronics Corporation (the parent ofHughes Network Systems), allege. the
infringement of four pat...ts, and seelu to enjoin the further inmngement We intend to vigorously defend
against these claims. We do not believe that we are infiinging the patents. See "Item 3 -- Legal
Proceedings." Other than the litigation with Hughes, there is no pending litigation against us regarding any
infringement claim.

Third-Party Funding. Through December31, 1999, we accrued a total of approximately
53,517,000 i. grants from.the Office ofthe ChlefScienti't for the development of our OneWay VSAT
products, DialAway VSAT product, and mesh satellite communication network products for voice and
data. Through that dale, we have repaid aU the royalties we are required to rapay willt respect to grants
totaling $345,000 for the OneWayVSAT. Under the temls ofour funding from the Office ofthe Chief
Scientist for the DialAway OI1d the mesh satellite communication, network product, royalties of 3% to S%
are payable on sales of these products developed from the funded project, up to 100% ofthe dollar-linked
grant received in respect of the project (from Ill/Iuary I, 1999, annual interest based o. UBOR also began
to aeorue). Through December 31,1999, We paid or accrued royalties oU] ,416,000 to the OffIce ofthe
ChiefScienti't for the DizlAway project The tenns of these grants probibit the manufacture of developed
OneWay products or developed DialAway products outside ofIsrael and the mosfer oftechuology
developed pursuant to the terms of these grants to any person without the prior written consent of the
Office ofthe ChiefScientist. We received such consent in connection with the OneWay product for the
Cbina joint ventures. These restrictions do not apply to the 'ale or export from Israel of products developed
with that know-how. Also, these limitations do not apply to products which heve not been funded by the
Office ofthe ChiefScientist.

Through December 31, 1999, we received or accrued grants ofapproximately $1.0 million from
BIRD for the development of the Skystar AdvOl1tage VSAT and FaraWay VSAT products. Under the terms
of BIRD funding, generally royalties of2.5% to 5% on sales of products whose development is so funded
are payable until 1SCOla of the dollar amount funded (linked to the Consumer Price Index of the United
States) is repaid. As of December 31, 1999, we bave paid or accrued to BIRD approximately $1.7 million
in royalties. As of that date, we bave completed repayment ofroyalties to BIRD with respect to our Skyslar
Adventage VSAT products and our FaraWay VSAT product.

Through December 31, 1999, we received grants of approximately $125,000 from 1I1e European
Commission in connection with a joint research and development project with a number ofEuropean high
technology companies for a satellite-based interactive television platform. These grants are non-royalty
bearing.

Through December 31, 1999, we accrued grants of approximately $68,000 from the U.S.-Israel
Science and Technology Foundation ("USISTF'') in connection with ajoint research and development
project with a U.S. company for a next generation Intemetapplication. USISTF provides the lesser ofSI
million or 50% ofallowable costs actually incurred in the project. Under the terms ofthe USISTF funding,
royalties of2% on the sale ofproducts based upon the developed innovation are payable until 100% ofthe
grant is repaid, To date we bave not made any sale' in connection with the USISTF fuoding and
consequently have not accrued or paid royalties to US[STF.

Research and Development Consortium Partielpation. In addition to royalty-bearing grants
from the Office of the Chief Scientist and BIRD, we bave received non-royalty bearing grants from the
Office ofthe Chief Scientist throug!l..panicipation in generic research consortia, each comprised of several
major high technology companies in 1"..1, with participation ofone or more representatives from·lsi'aeli
academic institutions. We expect to receive further grants through participation in those consortia thai are
continuing. The consortia that we have participated in lITe:
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• the Israel Satellite Earth Station Generic Research and Development Consortium (devoted to basic
technology research for the satellite earth stations industry) which was completed by the end of 1998;

• the Israel Advanced Disital Communicatioo Generic Reseatch and Development Consortium·(devoted
to generic technology research of advanced digital communication) which was completed hy the end
ofl99B;

• the GaAs MMlC Consortium (devoted 10 generic technology research of MMIC components and
advanced communications whIch was completed by the end of 1999);

• the MOST Consortium (devoted to generic technology research for on-line broadband multimedia
services which was completed by Mmh 31, 2000); and

• the ISIS Consortium (devoted to generic technology research for the inConnation supertlighway in
spa.ce) which beganJn February 1999.

In addition to these consortia, we have recently received preliminary grant approval for
participation in the Large Scale Rural Telephony Consortium, which is devoted to generic tecbnology
research for satellite-based rural telephony .olutions. Final approval of the consortia is expected by the
fourth quarter of 2000 and we can not be certain that final approval will be granted in the amounts
requested or at all.

(n general, any member ofa consortium that develops technology in the framework of that
consortium retains the intellectual property rights to technology developed and all the members ofthe
consortium have the right to utilize and implement any such tecl1nology without having io pay royalties to
the developing consortium member. Transfer of consortium-developed technology or manufacturing of
developed products outside of [srael is subject to restrictions and the approval of the Officc of the Chief
Scientist and in certain projects of the management ofthe consortium.

Under each of the research consortia, the Office ofthe ChiefScientist reimburses 66% of the
approved budget for that consortium and each individual member ofthe consortium contributes the
remaining 34%for such individual member's research and development activities. No royalties are payabie
with respect to this funding. Expenses in excess of the approved budg,et are borne by the consortia
members.

As of December 31, 1999, we bave accrued approximately $10.6 million in grants from the Office
oflhe ChiefScienti.t through the consortia, including $0.9 million for equipment.

The following lable sets forth. for the yellTS indicated, our gross research and developmenl
expenditures_ the portion of .uch expenditures which was funded by royalty-bearing and non-royalty
bearing grants, acquired research and development and the net cost of our research and development
activities:
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