
PART II

ITEM 14: DESCRIPTION OF SECURITIES TO BE REGISTERED

Not applicable.

. PART III

ITEM IS: DEFAULTS UPON SENIOR SECURITIES

Not applicable.

ITEM 16: CHANGES IN SECURITIES, CHANGES IN SECURITY FOR
REGISTERED SECURITIES AND USE OF PROCEEDS

Not applicable.

PARTlY

ITEM 17: FINANCIAL STATEMENTS

Not applicable.

./
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ITEM 18: FINANCIAL STATEMENTS

The Consolidated Financi21 Statements and related notes thereto required by this item are
contained on pages P-l through F-43 hereof.

ITEM 19: FINANCIAL STATEMENTS AND EXHmITS

(&) Inde. to Consolidated Financial Statements

Report of (ndependent Auditors F-2
Consolidated Balance Sheets Bl De<:ember 31,1998 and 1999 F·3
Consolidated Statements oflncome for the Years Ended De<:ember 31,1997,1998 and 1999 F·5
ConsolidBled Stalments nfChanges in Shareholders' Equity for the Years Ended Oecembor 31, F·6

1997, 1998 and 1999 .
Consolidated Statements of Cash Flows for the Years Ended December 31, 1997, 1998 and 1999 F·7
Notes to Consolidated Financial Statements F·10
Report of Independent Auditors with respeet ofGitat Florida :: F-43

(b) Exhibits

2.1 Consent ofKesselman & Kesselman
2.2 Consent ofBennan, Hopkins,

Wright & Laham, LLP
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GILAT SATELLITE NETWORKS LTD.

(An Israeli Corporation)

1999 CONSOLIDATED FINANCIAL STATEMENTS

TABLE OF CONTENTS

REPORT OF INDEPENDENT AUDITORS

CONSOLIDATED FINANCIAL STATEMENTS:
Balance sheets
Statements ofworne (loss)
Statements of changes in shareholders' equity
Statements of cash flows

Notes to financial statements

The amounts are slated in U.S. dollars ($) in thousands.
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.... ._. ...'

REPORT OF INDEPENDENT AUDITORS

To the shattholdcn of

GlUT SATELLITE NETWORKS LTD.

"",,elman "K....lm.n
CertIIIed ""bile"'-"nil"" IIlL)
l""T_~ lMIorcd_1
TeI~61'U IImI
'.0.1.. <1.12 Tel NiW 6100) llrael
le1opllo". +97Zo!..7954llS
hcolmlle .m·s.79$o1556

w. have awlited lb.o eCllllolidated bal""". ,h..m of Gilat Satollite Netwodcs Ltli (the "Compll1Y'~ am! ita
subsidiaries .. of tl~omber31, 1999 am! 199& and the rela10d cOllSolidallld~ of'incerM (10").
ehs.l!&es in ,lweholdon' equity and cuh f10Wl for =h of the three yew U1 the period ended DeCOl;lber 31,
1999. These financil! statonl\llllS lII'e tho responsibility af tho Compa.ny's Beard. of Directors and
lna0aaem""t. Our responsibility is to c:xpresllIl OpWQI1 anlllue fiM1lcialltUemeW bued 011 cur audits.

w. did 1I0t llIldit tho &s.neisJ ItatemCDtl af. eertain S1Ibsidialy, wh.on assets COJIstllute 7.0% am! 3.8% of
total =olidstocl uscts as of DecClllbet 31, 1999 and 199& respectively. end whose _"""es caostitute
12.9%, 13,4%a.ndlG.7 % oftottll eOll!Olidatod revellUcs fortbe years ended Dc=bcr31, 1999. 1998 and
1997, reapetflvely. The fjnnci.! rtatemc11ts of the ahove Ill.bsidiary were audltocl by ather llldepend;nt
""direr., ?lhosa report have bWll\lrnished to lIt, am! our opinion, ilIsofar as it relates to amowrts illcluded
for 1hie Illbsidimy. ill based Icle1y oc. the ropOtt ofthe other indepel1dent auditors.

We conducted our audits in. accordsncc with gencnlly lOCGpUd audWng stsIIdards; including tho..
prescribed by the Israel! Auditor. (Mode of Pcrfonnance) RoJiulaticw, 1913. Those stalldatdsrequire that
wc plan and pcrfonn the audits to obtain tealOIIahle ZOS\ltllllccabout whether \he financial stauan= are free
of material mi.._t. An audit inGludes e'lWDill;ll&, Ott .. ten b...is, .vidonce S\lPPortiAs lbe amount.! and
di.lolo9iU'el ill the financial rtatcmellta. An audit also includes as~esslnS the acCOlUltiIl8 principles wed and
signi£l.:&lt utinWe8 made by the Company's Board of DlIo<:torslllld msnagement, as well as evaluating the
overan nnMeial _cnt pre,cnWioo. We believe that cur audita and the report of1lle other independent
f.uditon provide a fair basis lbr Our opinion.

In OW' opinion, basad CQ cur sudiu and the report at the other lndepcndell1 auditors. the aforementioned
financial statementa present faitly. lll, all ma1erial rcsp~lS, the oonsolidated flllancial pClition of the
Company and its 8ubsJdlarics as of Deoomber 31, 19994lld 3993 and the multB oItl1eir opera.tiOIlS. chango.
in 5lwe!lolders' e'lu1ty and their cash flows rOt .",h of the three yew ill the period .nded Decsmber 31,
1999, in cOllformity with pmlly ..eepted accOllllti1lg prilleipl.. ('GAAP") in Israel. .

As applicable to these fi=ial IlafemClltl Iuaeli ()~ vary In certa.in aapectl l'rolIl U,S. ClAAP, as
'lIeBco'bed in ootos 1 and IS£.

118 deBer:ibcd in note lq, the Ccmpuy lw restated its linanQal statement. for the Y_ ended Dectm!ler
31,1998. "

~ .. I<.wL.
Tel-Aviv, lua.1.

february 27. 2000,
Ill'oept for note.! 8, lObeS).
IOb(I) ltld 16dor whicl1
the date is !Ull\l5. 2000.

/'

P·2

Kesselman & KClsWnall
Certified Pu'ollc AccIlWl'talltl (lar.)
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GlLAT SATELLITE NETWORKS LTD.

(An Israeli Corporation)

CONSOLIDATED BALANCB SHEETS

Deeember31
1999 1998
U.S. Sin thousands

Ass e t s(note 14e)

CURRENT ASSETS (note 13):
Casb and casb equivalents 33.381 7,564
Sbort-term bank deposits and current maturities of long-term

bank deposits (note 14.1) 61,540
Accoun receivable (note 14b):

, rade 111,417
Other 71,982

Inventories (note 3) -sI,060

Tot a I current assets 359.380

INVESTMENTS AND NON·CURRENT RECEIVABLES:
Long-term bank deposits (note 14c) 50.000 40.701
Investment in associated companies (note 4) 14.054 15.228
Investment in other companies 13,133 1,500
Non-<:urrent receivables (nOle 14d) 31.347 QJ13>

108,534 59.602

PROPERTY, PLANT AND EQUIPMENT (note 5):
Cost 198,555 118.357
L e s s -accumulated depreciation and amortization 38,742 23,446

159,813 94,911

OTHER ASSETS AND DEFERRED CHARGES,
net of accumulated amortization (note 6) 51,126 "55.382

Total assets 678,853 401.284

) Chairman or the Board or
....;':;;."__Y:;O;:E;:;L:.,:G;::A:=T'--__) Directors and Chief

Yoel Gat ) Executive Officer

lsi AMIRAM UlVINBERG ) Presldent, ChiefOperating
Amlram Levlnberg ) Omcer and Director

,/
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necember31
1999 1998

U.S. $ in thousands

LlabiIJties and shareholders' equity

CURRENT LIABILITIES (note 13);
Short·term bank credit (note 14e) 6.986 23.158 .
Accounts payable and accruals (note 14f);

Trade 39,488 25,102
Accrued ex.penses 27,833 '39,642
Other 19,766 14,260

Tot a I current liabilities 94.073 102,162
ACCRUED SEVERANCE PAY, net of amount funded (note7) 1.868 1.21lr
OTHER LONG·TERM LIABILITIES (note 14g) 8.089 284
CONVERTIBLE SUBORDINATED NOTES (nole 8) 75.000 \ 75,000

COMMITMENTS AND CONTINGENT LIABILITY (notes 9 and l6c)
~

SHAREHOLDERS' EQUITY (note 10);
Share capital and additional paid in capital· ordinary shares of

NIS 0.01 par value (authorized· 40.000,000 shares;
issued and outstanding; December 31, 1999·21,147,298
shares; December 31, 1998 - 16,162,070 shares) 527,116 266,967

Accumulated other comprehensive income· currency
translation adjustments (2,557)

AcculIWlated deficit (24,736) '(44,347)

T 0 l"a I shareholders' equity 499,823 222,620

Total liabilities and shareholders' equity 678,853 401,284
i
I •

.. Restated, see note lq.

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

I
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GILAT SATELLITE NETWORKS LTD.
(An Israeli Corporation)

CONSOLIDATED STATEMENTS OF INCOME (LOSS)

Year ended December 31
1999 1998 1997

U.s. $In thousands
(utept per ,hare cIat&)

16,506
538

IMI!
2,494

8.121

58.742

-1Q.
17,074

--11Q

16,944

. 20,321

16.$06

20,447 11,059 10.895

21,429 11,059 11.255

25,177 ]2,]21 11.448

25.177 12.111 12,152

220.139 86,1503
4,634 9,495

224,773 96.098

1l3,IOO 59,237

27.159 1$,815
2,368 3,035

24.791 12.780
80,000

24,791 92.780

68,414 ~
19.895 (62,620)

--.QW ·11,989

20.251 (74,609)
3,267 (1,247)

(896) (2,700)
~

22,622 (78,394)

---1.:ill --lli
20,147 (78.680)

--.lli ~
19,611 (79,383)

$0.96 ·$(7.18)

$0.92 ·$('7.IS)

$0.83 ~
$0.83 ~

.. /"

DiIUled

DOuted

Under Israeli GAAP:
Basic

AequiIed research and dovelopment (notola)

RESEARCH AND DEVELOPMENT COSTS •nc:t
SELLING, GENERAL AND ADMINISTRATIVE

EXPENSES (nole 15d)

GROSS PROFIT

RESEARCH AND DEVELOPMENT CO81'S:
&pc.... ineumd
Los" grants (nolO 15e)

Diluted

Under Israeli CAM:
Basic

Diluted

WEIGHTED AVlUlAGE NlJMllEJl, OF SHARES
USED IN COMPIFI'ATION OF EARNINGS (LOSS)
PER SHARE· IN THOUSANDS (note 150:
Under U.S. Gj\Ap:

BUic

REVENtJES (notes ISo and b)

CO&"!' OF REVENUES
Cost of product, 'old and revenue rendered (note 15b)
Write-off of invenllll:ies associoted with restructuriog [nole II)

RESTRUCTVRlNG CHARGES (oote 11)
OPERATING INCOME (LOSS)
F1NA.NClJ\L INCOME (EXPENSES) • net (note ISo)
WRITE-OFF OF INVESTMENTS ASSOCIATED WITH

RESTRUC'l'URING (note 11)
·OTHERINCOME· net

INCOME (LOSS)·BEFORE TAXES ON INCOME
TAXES 0111 INCOME (nolc 12)

INCOME (LOSS) AFTRR TAXES ON INCOME

SHARE IN LOSSES OF ASSOCIATED COMPANIES
(n<ta4)

NET INCOME (LOSS.

EARNINGS (LOSS) PER SHARE (note ISO:
Under U.S. GMP:

Basic

• ~tated. see note lq.
The Iccompanylng not.. Ira anllllegrol port of tha nmiDdolstJltemenls,
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89,758

19.611

(2,.557)

17.054

Total

(79,383)

16,944
1,636

108,338

191,250
2,415

222,620

254,470

5.679
499,823

16,944

18,092

19,611

35,036

19,611

(24,736)

(44,347)

·(79,383)

Retained
eantlngs

(accumulated
deficit)

ia thousandsU.S. $

(2,557)

(2.557)

~

1,636
73,302

191.250
2,415

266,967

254,470
5,619

527,116

. 71.666

Sltare
capital wid
additional

paid-in
capital

168
10,990

4,711
274

21,147

5,000
172

16,162

Number of
ordinary
sbares

10 thousands
10,822

.. Restated, see Dole Iq.

GILAT SATELLITE NETWORKS LTD.

(An Israeli Corporation)

CONSOLIDATED STATEMENTS OF CHANGES IN SHAREHOLDERS' EQUITY

Acaunulaled
other

compreh lv.
income ...
currency

translation
adJosbnents

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

F-6

BALANCE AT JANUARY 1,1997

CHANG,.ES DURING 1m:
Netinoorne
Employee stock optioos exercised (note lOb)

BALANCE AT DECEMBER 31, 1997

ClJANGES DURING 1998'
Net loss
"'suance ofshare capital as consideraticm

foe Ibe acquisition of GE Capital
Spacen.t Services, Inc. ("Spacenet") (note 2)

Employee stock options exercised (note lOb)

BALANCE AT DECEMBER 31, l'98
ClJANGES nURING 1999'

Comprehensive income:
Nc:l income
Other comprehensive income - currency

translation adjustments
Total comprdll'lSive income
Issuance of share capital in • public

offering in February 1999 (note lOa)
Employee stock options exercised (note lOb)

BALANCE AT DECEMBER 31, 1999

....

-.,.

~.~
X(;)
Wf"I'1
=iJ)--z0°
~~
0;;:1.
Z-o
-0>
>(;)£;)rn
1'"'1

."o
;ll

"II
C
III
C
o
Z
III
"II

l!l
::!
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~
og
o
o
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(Continued) - 1
GILAT SATELLITE NETWORKS LTD.

(An Israeli Corporation)

CONSOLIDATED STATEMENtS OF CASH FLOWS

Year ended Duember 31
1999 19.98 1997

U.S. $In thousands

19,611 *(79,383) 16,944

(63.35Z) 71,003 (24,873)

1 (43,741) (8,380) (l,9§]

(91.966) (15,759) (25,935)
(951) .

(2,680)
(11,885) (3,013) (3,491)
(20.000) 10.000 (10,000)
(SO,OOO) (681) (40,000)

(500) (8,500)
18

172 1 25
(2,000)

! (174,179) I (22,614) (80,358)

2,415 1,636

71,818
ZO,439 Z,137

22.854 75,591 I
(8,140) (12,696)

15,704 28.400

7.564 15,704

I.
!

:' :

"

\/ ('

41
\, ,
"... CASH FLOWS FROM OPEMl'ING ACTMTIES:

r;} Net income (loss)
Adjustments required to reconcile net income (loss) to net

cash used in operating activities (a)

Net cash used in operating activities

CASH FLOWS FROM INVESTING ACTIV1TIES:
V Purchase of property, plant and equipment. net of
" related grantsl Deferred charges

( Deconsolidation of subsidiary consol1dated in previous
'\ j years (b)
~ "III Inveslmentin companies

.<..~ I Short-term bank deposit
"'~ ~ Long-term bank deposits .
1 Long-term loans to associated company

Acquisition of subsidiary consolidated for the first time (c)
Proceeds from disposal of property plant and equipment
Customer acquisition cost

Net cash used in investing activities

CASH FLOWS FROM FINANCING ACTIVITIES:
Issuance of share capital in a public offering in February 1999

(nole lOa) .
Employee slock options exercised and paid (note lOb)
Issuance of convertible subordinated notes, net of

issuance expenses of$ 3,182,000 (note 8)
Short-termbank credit - net

Net cash provided by fmancing activities
EFFECT OF EXCHANGE RATE CHANGES ON CASH

INCREASE (DECREASE) IN CASH AND CASH EQUIVALENTS

BALANCE OF CASH AND CASH EQUIVALENTS
. ATBEGlNNINGOFYEAR

BALANCE OF CASH AND CASH EQUIVALENTS
AT END OFYEtj.R

. . /"
SUPPLEMENTARY DISCLOSURE OF CASH FLOW

lNFOllMATION - cash paid during the year for:
Interest

Income tax .

Z54,470
5,679

(16,172)

Z43,977
(240)

25,817

7,564

l 33,380
6,096

1,989

5,786

127

2,832

40

• Restated. see note 1q.
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(Continued) - 2

GILATSATELLITENETWORKS LTD.
(An Israeli Corp<>ration)

CONSOLIDATED STATEMENTS OF CASH FLOWS

Year ended December 31'
1999 1998 1997

U.s. $ in thousands
(a)Adjustments required to reconcile net income (loss) to

net cssb lISed In operating activities:
Income and expenses not involving cash flows:

Depreciation and amortization 22,652 5,129 3,069
Acquired research and development 80.000
Shore in losses of associated companies and

Illlfealized gains on sales to associated companies 1,674 1.240
Gain on decrease in percentage of sbareholdlng in a

subsidiary (1,344)
Increase in accrued severance pay' net 650 355 256
Interest a=ued on bank deposits (3,542) (20) (683)
Write down of investments due to restructuring 1,235
Transaction gain (444)
Capital loss on sale ofproperty, plant and equipment 98
Deferred income laJ<es • net 265 (3)
.other Q) 574 2

21,346 87,169 2,641

Changes in certain asset and liability itelllS:
Decrease (increase) in accounts receivable:

Trade (40.013) (35,157) (12,907)
Other (including non-eurrent receivables) (79,452) 10,257 (4,091)

Increase (decrease) in accounts payable and
accruals:
Trade 14,655 3,886 1,046
Accrued expenses (6,769) 12,047 2,279
Other (InCluding other long-term liabilities) 13,016 (5,735) 706

Decrease (increase) in inventories 13.865 (1,464) (14,547)

(84,698) (16,166) (27,514)

(63,352) 71,003 (24,873)

I

i
I
!
I

(b) Decl>DSolidatlon of subsidiary cODSOUdated in previous
years, see also note 40:
Assets and liabilities of the subsidiary previously

consolidated at date ofdeconsolidation:
Working capital (c:xcluding cash and cash

equivalents) /' '
Property. plant and equipment and deferred charges
Gain on decrease in percentage of shareholding
Share in shareholders' equity of the snbsidiary

after deconsolidation

(2,797)
1.003
1,344

(2,230)

(2,680)

PAGE'\J OF Il~ PAGES
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{Concluded). 3

GILAT SATELLITE NETWORKS LTD.
(An Israeli Corporation)

CONSOLIDATED STATEMENTS OF CASH FLOWS

Year ended
Dec:ember 31, 1998
U.s. Sin thousands

(c) Acquisition ofsubsidiary coDS()Udalt.d for the lint lime,
see also note 1:
Assets and liabilities of the subsidiary at date of

acquisition:
Working capital (excluding cash and casb

equiveJents)
Property and equipment
Other assets

Goodwill and identifiable intangible assets arising on acquisition
Acquired research and development
Accrued expenses relating to the acquisition
Issuance of share capital in connection 10 the

acquisition

"Restated, see note lq.

'(30,247)
(35.113)
. (5,396)

*(46,958)
(SO.ooO)

6.759

190.973

18

SUPPLEMENTARY INFORMATION ON INVESTING AND FINANCING ACTIVITIES NOT
INVOLVING CASH FLOWS

On December 3 t, 1998. the Company acquired Spacene!. The acquisition was made in exchange for ordinary
shares of the Company, see note 2.

Tbe &<:companying notes are an Integral part or the f1nsoclal statements•

. ".....-
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GILAT SATELLITE NETWORKS LTD.

(An Israeli Corporation)

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

NOTE 1 - SIGNIFICANT ACCOUNTING POLICIES

The significant aceountliJg policies, applied on a cllDSistent basis, are as follows (see
also q. below):

a. General:

I} Nature of operations

Gilat Satellite Networks Ltd. (the "Company") and its wholly-owned subsidiMies (the
''(}roup''), operate in one business segment. design. development, manufacturing,
marketing and service of very small apertUre terminal ("VSAT'') satellite earth
stations.

As to the principal markets and customers, see note 15•.

2) Functional currency

The currency of the primary economic environment in which the operations of tbe
Company and most of its subsidiaries are conducted is the U.S. dollar ("dollar").
Substantially, aU the sale.! of the Group's products are made outside brael in nOll­
Israeli currencies (mainly the doUar). Servire incorne is also derived mainly in dollars.
Thus, the functional currency of these companles is the dollar.

For the Company and those subsidiaries whose functional currency is the dollar
transactions and balaoces originally denominated in dollars are presented at their
original amounts. Balances in non-dollar currencies are translated into dollars using
historical and current eJCchange rates for non-monetary and monetary balances,
respectively. For non-dollar transactions and otber items (stated below) reflected in the
income statements, the following exchange rates are used: (i) for transactions:
excbange rates at transaction dates or average roles and (ii) for other items (derived
from non-monetary balaoce sheet items sucb as depreciation and amortization,

... cbanges-in.mv<mtories,-etc.), historical excbangMates. The-reSulting currenc.y... _
transaction gains or losses are carried to fmaneial income or expenses. as appropriate.

The financial statements ofcertain European subsidiaries whose functional currency is
their iocal currency, are translated into dollars in accordance with the principles set
forth in Statement ofFinancial Accounting Standards (''PAS'') No. 52 of the Financial
Accounting Standards Board of the United States (''PASB''), "Foreign Currency
Translation": assets lIIId liabilities are translated using the year-end rale of exchange;
results of operations are translated at average exchange rates during the year. The
resulting aggregate translation adjustments are reported as a component of
"accllIlllllated other comprebellBive income".

PAGE ~$" OF /lb PAGES
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GILAT SATELLITE NETWORKS LTD.

(An braeli Corporation)

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continued)

NOTE 1- SIGNIFICANT ACCOUNTING POLICIES (continued):

3) Accounting principles

The financial statements are prepared in accordance with generally accepted accounting
principles ("OAAP") in Israel. As applicableto these fmancial statements, Israeli
GAAP vaxy in certain aspects from U.S. GAAP. as described in notes 7 and 15f.

4) Use of estimates in preparation of fmancial sta1elIlents

The preparation of financial slatemenu in conformity with GAM requires
management to malee estiDlates and assumptions that affect the reported amounts of
assets and liabilities and disclosure ofconlillgent assets and liabilities at the dates of
the financial statements and the repOrted amOunts Of revenues and expenses during the
reporting years. Actual results could differ from those estimates.

b. Principles ofconsolidation

Th. consolidated financial statements include the accounts of tlJe Company and its wholly­
owned subsidiaries. Intercompany balances and l1ansactions have been eliminated in
consolidation.

c. Cash eqnlvalel1ts and sbort-term bank deposits

The Group considers all highly liquid investments, which include snort-term bank deposits
(up to three months from date of deposit) that are not restricted as to withdrawal or use, to be
cash equivalents. Bank deposits with an original maturity of more than three months but less
than one year (from date of deposit) are preSeiltedas "sharf-cerm baDk deposits". ,- , .. ,

d. Allowance for doubtful accounts

The allowance for doubtful accounts is determined for specific debts doubtful of collection.

e. Inventories

Inventories are valued at lbe lower of cost or market. Cost is determined as follows: Jaw
materials and components - on the weighted average basis; labor and overhead - on lbe basis
of actual manufacturing costs.

"
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GILATSATELLlTE NETWORKS LTD.
(An Israeli Corporation)

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continued)

NOTE 1 • SIGNIFICANT ACCOUNTING POLICIES (continued):

Qnvestment in ~sodated~mpanles .

. In these financial statements, associated companies are companies controlled to the extent of
20% or more (which are not subsidiaries), or companies less than ZO% controlled which
oomply with the condition relating to "significant influence".

The investment in associated companies is accounted for by the etj1lily method. Profits on
intercompany sales - not realized outside the Group· were el.iminJted.

g. Investment in other compallies

The investment in these companies is slated at cost. Any decrease in value of investments
which is other than temporary is recorded when it becomes known.

h. Property, plant and equipment

These property, plaotand equipment are stated at cost. Property, plant and equipment of
acquired subsidiaries are included at their fair value at date of acquisition of these
subsidiaries. .

The~s are depreciated by the straight-line method, on the basis of their estimated useful
. life.

Annual rates of depreciation are as follows:

Buildiogs
Computers and electronic equipment
Office furniture and equipment
Vehicles

~

2
8-33

6;LO;20
15

Equipment leased to others under operating lease contracts is depreciated by the straight·line
.method over the term of the lease (usually 5 years), which is shorter than the useful life of
the equipment.

Leasehold inlprovements are amortized by the straight-line method over the term of the lease
or the estimated useful life of the improvements, whichever is shorter.

I. Other assets and deferred charges:

1) Other assets

Goodwill and other identITlllble intangible assets (see note 2a) are stated at cost and
amortized'by the straight-line method over an average period of 15 years.

2} Deferred charges

Issuance costs of the convertible subordinated notes (see note 8) are amortized by tile
straight-line method over the period from issuance date to maturity date. Customer .

. acquisition cost is amortized by the straight-line method over the contract term. .
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GILAT SATELLITE NETWORKS LTD.

(An Israeli Corporation)

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continued)

NOTE 1 • SIGNIFlCANT ACCOUNTING POLICIES (continued):

j. Revenue recognition:

I) Sale of products

Revenue from sales of products is recognized upon shipment to the customer. Cost of
sales includes an estilnate of costs associated with installation and warranty.

The present values of payments due under sales-type.lease contracts are recorded as
. revenues and cost of sales is clw"ged with the book value of equipment at the time of

shipment. Future interest income is deferred and recognized over the related lease term.

Reveimes from long.term contracts are recognized on the percencage-of-completion
method, measured using the ratio of material costs incurred to date to estilnated total
material costs for each contract.

2) Service revenue

Service revenue is recognized ratably over the contractual period or as services are
preformed.

3) Operating leases

Revenue from Jease of equipment is recognized ratably over the lease period.

\(. Research and development

Research and development expenses are charged to income as incurred. Grants and
participations received from the Israeli Government for development of approved projects
are recognized as a reduction of expenses when the related cost is incurred. No liability is
recorded for funds received from the Israeli Government because the Company is not
obligated to repay any funds regardless of the outcome of the research and development (see
also note 9a).

L Income taxes:
I) Deferred income taxes are computed for temporary differences between the assets and

liabilities as measured in the ftnancial statements and for tax purposes, at the tax rates
expected to be in effect when these differences reverse.

As to the main factors in respect of which deferred income taxes bave been provided, See
note 12d.

2) The Company may incur additional tax liability in the event of intercompany dividend
distribution; no additional tax has been provided. since it is the Company's policy not to
distribute, in the foreseeable future, dividends which would result in additional tax
liability.

3) Taxes which would apply in the event of disposal of investments in sub,idiaries (aU of
which arenon-Isr<l'eli subsidiaries) have not been taken into account in computing the
defe<red taxes, as it is the Company's policy to hold these investments indefmitely.

4) Upon the distribution of dividends from the tax-exempt income of approved enterprises
(see also note 12a(I»), the amount distributed will be subject to tax at the rate Ibat would
have been applicable bad the Company not been exempted from payment thereof. The
Company intends to permanently reinvest the amounts of tax exempt income. Therefore,
no deferred income taxes have been provided in respect of such tax-exempt income.
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GILAT SATELLITE NETWORKS LTD.

(An Israeli Corporation)

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continued)

NOTE 1 • SIGNIFlCANT ACCOUNTING POUCIES (continued):

m. Comprehensive income

The Company presents its comprehensive income in the consolidated statements of changes
in shareholders' equity.

D. Impairment ofIODg.)ived assets

.FAS No. 121, "Accounting for the Impairment of Long-Lived Assets and for Long-Lived
~ets to kDi$pO$ed ot" r<:quire,s".lh.a~ long-liy~ ass_~.s, .id~tifia!>Je .!nt;lilgi\l!es aJld.: _ __ __ .. _
goodwill related to those assets to be held and used by an entity be reviewed for impairment
whenever events or changes in circumstances indicate that the carrying amount of the assets
may not be recoverable. Under FAS 121, if indicators of impairment are present, the
existence of impairment is identified by comparing the carrying amount of the PotentiaUy
impaired asset to the undiscounted cash flows from use and eventUal disposition of that asset.
If the carrying amount of the asset being evaluated is greater than the undiscounted cash
flows from use and eventual disposition of that asset, then impairment is measured based on
the excess, if any, of the carrying amount over the fair value of that asset.

o. Recently issued accounting pronouncements:

1) In June 1998, theFASB issued FAS No. 133, "Accounting for Derivative Instruments
and Hedging Activities". PAS 133 established new accounting and reporting standards
for derivatives and hedging activities. FAS 133 requires companies to record derivatives
on the balance sheet as assets or lisbilities, measured at fair value. Gains or losses
resulting from changes in the values of those derivatives would be accounted for
depending on the use of the derivative and whether it qualifies for hedge accounting.
PAS 133 is effective for calendar-year companies from January I, 2000. The Company
is currently evaluating the impact FAS 133 will have on its fInancial statements.

2) In December 1999. the United States Securities and Exchange Commission (the "SEC'')
issued Staff Accounting Bulletin No.101 ("SAB 101"), ''Revenue Recognition in
Financial Statements". SAB 10l summarizes the SEC's interpretation of the application
of GAAP to revenue recognitloo.

The Company is currently evaluating the impact that SAB 101 will have on its financial
statements.

p. Reclassification

Certain prior years fIgwres have been reclassified in order to conform with the 1999
presentation. .

q. Restatement

In 1999, the Company restated its financial statements as of December 31,1998 and for the
year theri'ended, with respect to the restructuring charges recorded as • result of the
acquisition ofSp.cenet (see also notes 2 and 11).
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GlLAT SATELLlTENETWORKS LTD.

(An Israeli Corporation)

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continued)

NOTE 1 •SIGNIFlCANT ACCOUNTING POLICIES (continued):

The effect of the restatement is as follows:

1) Balance sheet as of December 31, 1998:

As reported
As lnthese

previously Effect of financial
reported restatement statements

U;S.$lntbousands
72,594 12,000 84,594Inventones

Other assets and deferred charges, net
of accwnulated amortization

Accrued expenses
Shareholders' equity. accumulated deficit

76,382
(50,892)
46,597

(21;000)
11,250
(2,250)

55,382
(39,642)
44,347

2) Net loss for the year ended December 31. 1998:

Net loss. as previously reported
Efi~ctofresta~rnent­

restructuring charges

Net 10", as reported in these
financial statements

. U.s. $ in
, thousands

(81,633)

2.250

Q9,3B3}

3} Lo.. per share for the year ended December 31, 199B:

, ,

FOR PUBLIC INSPECTION

a} Under U.S. GAAP:

Loss per share' basic and diluted, as
previously reported

Effect of restatement
Loss per share· basic and diluted, as

reported in these financial statements

b) Under Israeli GAAP:

Loss per .hare • b••ic .nd diluted, ••
preViously reported

Effect 9Lmtatement
Loss per share' basic and diluted. as

reported in these financial statements

F.I'

U.s. $

(7.38)
0.20--

(6.55)
~

(6.37)
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GlLAT SATELLITE NETWORKS LTD.

(An Israeli Corporation)

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continued)

NOTE 2· ACQIDSITION OF SPACENET:

a. On December 31, 1998, the Company acquired from GE American Communications, Inc.
("GE Americom") the entire share capital of GE Capital Spacenet, Inc., whicb was renamed
Spacenel, Inc. ("Spacenet"). as well as the entire share capital oftwo European affiliates of
Spacenet. Spacenet is a United States corporation, which offers a wide range of satellite-based
networking products and services through VSAT networks. Prior to the acquisition, Spacenet
was the Company's largest customer (see note 15a).

In consideration, the Company issued 5.000,000 ordinary shares of NIS 0.01 par value to GE
Americom and its affiliates; these shares represented apprOl<imately 30% of the Company's

. outstanding shares at dale of issuance (23.6%:as of December 31. 1999).

The acquisition of Spacenet was accounted for by the purchase method. The purchase price ­
of $ 191 mlllion - is based on an average market price of the Company's ordinary shares a
few days before and after the announcement of the transaction.

The Company has allocated the excess of the purchase price over the fair value of net
tangible assets acquired; an amount of $ 80 million out of the total acquisition cost was
attributed to in-process research and developmenl, the technological feasibility of which has
not yet been established and for which there is no alternative future use. Consequently. as of
December :n. 1998, the Company recorded a one-time non-cash charge of $ 80 million.

The balance of the excess purchase price in the amount of $ 51 million was attributed to
goodwill and other intangible assets.

Following the acquisition, Spacenet incurred a charge of approximately $ 12.2 million, (the
amount is after the effect of restatement. see note lq), to eliminate un=essary inventory
and property. plant and equipment. The charges wete taken into consideration in the
allocation of !he purchase price. In '1999. there were no significant adjustments to these
charges, except for the effect of !he restatement mentioned above.

b. Hereafter are !he unaudited proforma combined condensed income statements for the years
ended December 31, 1998 and 1997, assuming that the acquisition of Spacenet had occurred
on January I, 1998 and 1997. respectively. after giving effect to certain adjustments•
including amortization of identifiable intangible assets of Spacenel, the elimination of .
'intercompany transactions and profits not yet realized outside the Group: a)ld excluding
nonrecurring items which are acquired research and development costs and costs associated
with !he 1998 restructuring.
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GJLAT SATELLITE NETWORKS LTD.

(An Israeli Corporation)

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continued)

NOTE 2 • ACQUISITION OF SPACENET (continued):

The proforma financial information is not necessarily indicative of lbe combined results lbat
would have been attained had lbe acquisition taken place at the beginning of 1997, nor is it
necessarily indicative of future results.

Year ended December 31
01998 01997

U.s. $In thousands
(except per share dab)

(Unaudited)

237,642 189,930

(11,286) (14,221)

Revenues

Net loss

Loss pee share - under U.S. GAAP ­
basic and diluted $(0.70) $(0.89)

• Restated. see note lq.

NOTE 3 - INVENTORIES:

December 31
1999 1998

U.s. $ in thousands

Raw materials and compODenls
Work in process
Finished products
Cost and estimated earnings in excess of

billings on uncompleted contracts·

• COmposed as follows:

29,431 7,668
10,031 9,476
24.648 66,553

16.950 897

81,060 84,594

Cost incurred on uncompleted contracts
Estimated earnings

Less - billings

21,839
9,167

31,006
(14,056)

16,950

3,226
3,205

6,431
(5,534)

897

, .
,

FOR PUBLIC INSPECTION

l'1.17

PAG~ lot OF lJ' PAGES 1~'I­
EXHIBIT INDEX ON PAG8E >

FCC2A000000271


