GILAT SATELLITE NETWORKS LTD.

{An Israeli Corparation)
NOTES TQO CONSOLIDATED FINANCIAL STATEMENTS (continued)

NOTE 4 - INVESTMENTS IN ASSOCIATED COMPANIES:

a. In April 1998, a then wholly-owned subsidiary - Global Village Telecom (Antilles) N.V.
("GVT") - completed a private placement with an international group of investors, which
invested $ 40 million in GVT and was issued approximately 91.8% of its share capital. The
Company invested $ 2.5 million in GVT as part of the private placement. Following the
private placement, the Company's shareholding was reduced to 5.7%, generating a gain of
$ 1,344,000, included in other income - net, and GVT became an associated company, since
the Company has retained significant influence therein. Approximately 2.5% of the share
capital GVT is held by the Company’s senior employees and directors.

The Company provided a § 7.5 million loan convertible into GVT's common stock which, in
the event of conversion, would confer upan the Company a further 15% sharehalding in
GVT. The Company holds warrants upon exercise of which it would obtain a maximum of
40% of the share capital of GVT, under certain circumstances.

In April 2000, the Company and the other shareholders in GVT entered into an agreement
pursuant to which the latter are to exchange all of their rights in GVT for the rights of GVT in
two Brazilian entities formed to provide telephone and other communications services in south
central Brazil and a cash payment of § 5.3 'million. As part of the transacticn, the Company
granted a § 40 million loan to 2 new unreiated entity formed by those investors, in exchange
for a note convertible into common shares of the new entity equal 1o approximately 9.1% of
the then outstanding shares, Following the transaction, the Company, together with its
employees, is to hold 100% of GVT.

b. The investments are composed as follows;

‘ December 31
D 1999 1998
; U.S. $in thousands
Shares: ;
Cost 8,508 8,508
Share in accurmlated losses (3,454) (1,780)
5,054 6,728
Long-term loans* : 9,000 8,500
" Total investments 14,054 15,228

*The loans are denominated in dollars, bear no interest and maturity dates have not
yet been determined.
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GILAT SATELLITE NETWORKS LTD.
{An Israeli Corporation)
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continued)

NOTE § - PROPERTY, PLANT AND EQUIPMENT:

a, Compesition of assets, grouped by iuajor classifications, is as follows:

Buildings and land

Computers and electronic equipment
Equipment leased to others

Office furniture and equiprment
Leasehold improvements

Vehicles

Building under construction

Accumulated

" depreciation and
Cost amortization
December 31 December 31
1999 1998 1999 1998
U.S, § In thousands U.5. $ In thousands
3417 26,094 1,033 644
83,325 37,788 21,150 12,780
40,999 31,322 13,741 7,556
8,603 6,074 1,955 2,194
3,536 1,681 733 163
93 289 130 109
171,033 103,248 38,742 23,446
27,522 15,109
198,555 118,357 38,742 23,446

b. Depreciation and amortization expense totaled $ 18,562,000, $ 4,650,000 and $ 2,787,000 in

1939, 1998 and 1997, respectively.

NOTE 6 - OTHER ASSETS AND DEFERRED CHARGES:

Goodwill and identifiable intangible assets
resulting from the acquisition of
Spacenet (see note 2)

Issuance costs of convertible subordinated
notes (see note B)

Deferred income taxes (s¢e note 12d)

Other

FOR PUBLIC INSPECTION

Original amounts Unamortized balance
Decenber 31 December 31
1999 1998 1999 1998

U.S. $ In thousands

51451

3,182
141
2,000

56,774

30,573 50,373

47,195
3,182 1,990 2,445
364 141 364
2,000 1.800 2,000

56,119 51,126 55382
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GILAT SATELLITE NETWORKS LTD.
(An Israeli Corporation)
NOTES TO CONSOLIDATED FINANCIAL STATBM'ENTS {continned)

NOTE 7 - SEVERANCE PAY:

Isracli law generally requires payment of severance pay upon dismissal of an employee or
upon termination of employment in certain other circumstances. The Company’s severance
pay liability to its Israeli employees, based upon the number of years of service and the latest
monthly salary, is partly covered by purchase of insurance policies. Under labor agreements,
these insurance policies are, subject to certain limitations, the property of the employees.

The amounts accrued and the portion funded by the insurance policies are teflected in the
balance sheets as follows:

December 31
1999 1998
U.S. § in thousands
Accrued severance pay 4968 - - 3,608
L &5 s ~ amounts funded 3,100 2,390
Unfunded balance . 1,868 1,218

The amounts of accrued severance pay as above cover the severance pay liability of the
Company ip accordance with labor agreements in force and based on salary components
which, in management’s opinion, create entitlement to severance pay.

The Company may only make withdrawals from the amounts funded by insurance policies
for the purpose of paying severance pay.

. Under Israeli GAAP, amounts funded by purchase of insurance policies, as.above, are _

‘ dedueted from the related-severance pay-liability. Under U.S. GAAP, the amounts- funded .

should bepregerited uy a Jong-term investment among the Group’s assets: =~ == ST

Severance pay expense totaled $ 1,807,000, § 1,222,000 and $ 838,000 in 1999, 1998 and .
1997, respectively.

' NOTE 8 - CONVERTIBLE SUBORDINATED NOTES

The notes bear interest at an annual rate of 6.5%, payable June I and December 1 of each year,
commencing December 1, 1997 and are due on Juae 1, 2004. Unless previously redesmed, the
notes are convertible by the holders, at any time through maturity, into ordinary shares of the
Company at a conversion price of § 42 per share, subject to adjustment under certain
circumstances. The notes are redeernable at the option of the Company, in whole or in part, at any
time on or after June 5, 2000 at the redemption price, plus interest accrued to the redemption date.

On May 1, 2000, the Company published a notice of optional redemption of the notes on June 5,
2000, at 102% of the principal amount thereof plus interest accrued and vnpaid as of the
redemption date.

Through June $, 2000, the notes have been converted into 1,785,690 ordinary sbares.
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GILAT SATELLITE NETWORXKS LTD.
(An Israeli Corporation)
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continued)

NOTE 9 - COMMITMENTS:
2. Royalty commitments:

1}  The Company i3 committed to pay royalties to the Israeli Government on proceeds from
sale of products in the research and development of which the Government participated
by way of grants. At the time the participations were received, successful development
of the related projects was not assured. Undgt the terms of the Company’s funding from
the Israeli Government, royalties of 3%-5% are payable on sales of products developed
from a project 50 funded, up to 100% of the dollar-linked grant received; as from
January 1, 1999 with the addition of the anmual interest rate based on LIBOR. In the
case of failure of a project that was partly financed by royalty-bearing Government
participations, the Company is not obligated to pay such royalties to the Israeli
Government.

As of December 31, 1999, the balance of the amount recetved which is subject to
repayment under this royalty agreements on future sales, is '$ 1.8 million.

2) " The Company is committed to pay royalties to the U.S, - Israel Science and
Technology Foundation (“USISTF”") on proceeds from sale of products in the research
and development of which the USISTE patticipated by way of grants. At the time the
participations were received, successful development of the related projects was not
assured. Under the terms of the Company’s funding from the USISTF, royalties of
2% per annum are payable on sales of products developed from a project so funded,
up to 100% of the dollar grant received, In case of failure of a project that was partly
financed by royalty-bearing USISTF participations, the Company is not abligated to
pay such royalties to the USISTF,

b. Commitment [n reépect of bullding under construction

As of December 31, 1999, the Company is committed to pay an additional § 5.1 million to
complete the construction of a building.

¢ Lease commitments

Minimum lease commitments of certain subsidiaries under operating lease agrecment in
respect of premises occupied by them, at rates in effect as of December 31, 1999, are as

follows:
: $ in thousands

J Year ending December 31:
P 2000 ' . 5,502
! . 2002 - 3,489

2003 3,452
; 2004 and thereafter . 5,223
i ' 21,632

Rent expénse totaled $ 4,314,000, § 208,000 and $ 175,000 in 1999, 1998 and 1997,
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GILAT SATELLITE NETWORKS LTD.
{An Israeli Corporation)
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continued)

NOTE 9 - COMMITMENTS (continued):

Commitn_lents in respect of space segment services

All the required space segment services necessary to meet the terms of customer contracts
are obtained from either GE Americom or unrelated third parties under long-term contracts
ranging from one to eleven years.

Future minimum pa;}msnts due to mainly GE Americom for space segment services as of
December 31, 1999, are as follows:

$ in thousands
Year ending December 31:

. 2000 25,952
2001 23,759
2002 22,239
2003 ) 22,587

. 2004 and thereafter 16,629
111,166

Agreements relating to the Company's products

Under an agreement between Gilat Communications Ltd. ("Gilat Communications™) , a
related party, and the Company, Gilat Communications has been granted an exclusive right
to market the lines of the satellite communications products and related components and
options and to provide services with such products in Israel and areas controlled by the
Palestinian Autherity through October 31, 2002, The agrezment also provides for Gilat
Conununications to be a non-exclusive distributor of the Company in South Africa.

NOTE 10 - SHAREHOLDERS' EQUITY;

Share capilal:

1)  The Company’s shares are traded in the United States on the Nasdaq National Market
under the symbol’ GH.TF

2)  The February 1999 Public Offering

Under a prospectus published in the United States on February 2, 1999, .

5,456,750 ordinary shares of NIS Q.01 par value were offered in a public offering (the
“offering'): 4,711,750 ordinary shares by the Company (including underwriters option
which was fully exercised) and 745,000 ordinary shares by certain shareholders, for

§ 57 per share. .

The net proceeds to the Company - approximately $ 254 million - are net of 4%
underwriting discount and offering costs of $ 3.4 million.
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GILAT SATELLITE NETWQRKS LTD.
{An Israeli Corporation)
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continued)

NOTE 10 - SHAREHOLDERS' EQUITY (continued):

b'

FOR PUBLIC INSPECTION

Stock options:

1)  InJanwary 1993, the Company adopted the following 1993 Stock Option Plans (the
“1993 Plans™):

a) An Incentive and Restricted Stock Option Plan for employees who are United
States residents (the "1993 United States Plan™), which provides for the
grant of:

(1) Incentive Stock Options as defined under Section 422 of the Internal
Revenue Code of 1986 (as amended) (the "1993 Incentive Options™); and

(2) Restricted Stock Options (the 1993 Restricted Options™).

b) A Section 102 Stock Option/Stock Purchase Plan promulgated uader section 102
of the Israsli Income Tax Ordinance (the 1993 Israchi Plan"), for Ismaeli
employees.

In June 1995, the Company adopted the following 1995 Stock Option Plans, as
amended in 1997, 1998 and 1999(the “19%5 Plans™):

a} AnIncentive and Restricted Stock Option Plan for employees who are United
States residents (the "1995 United States Plan"), which provides for the
grant of:

(1) Incentive Stock Options as defined under Section 422 of the Internal
Revenue Code of 1986 (as amended) (the "1995 Incentive Options"); and

(2) Restricted Stock Options (the "1995 Restricted Options").

b} A Section 102 Stock Option/Stock Purchase Plan promulgated under section 102
of the Israeli Income Tax Ordinance (the "1995 Israeli Plan"), for Isracli
employees.

¢) Advisory Board Stock Option Plan (the "1995 Advisory Board Plan™), which
pravides for the grant of options to members of the Advisory Board who are not
eligible for tax benefits under any of the other plans.

The 1993 and 1995 Plaus provide for the grant by the Company of options and/or -
rights to purchase ordinary shares to officers, directors, key employees or advisors of
the Company and any of its subsidiaries.

The 1993 and 895 Plans wil remain in farce for 10 years from the dates of approval,
unless terminated earlier by the Board of Directors.
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GILAT SATELLITE NETWORKS LTD.
_ (An Israeli Corporation)
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continued)

NOTE 10 - SHAREHOLDERS' EQUITY (continued):

Details of the opticns and/or rights under the 1993 Plans and the 1995 Plans (as
amended in 1997, 1998 and 1999) are as follows:

December 31
1999 1998
Number of ordinary shares
Total number authorized:
! The 1993 Plans: .
The United States Plan 95,550 95,550
The Israeli Plan 222,950 222,950
318,500 318,500
The 1995 Plans: ) ]

The United States Plan. 2,440,000 1,940,000
The Israeli Plan 2,120,000 1,620,000
The Advisory Board Plan 150,000 150,000
4,710,000 3,710,000
’ 5,028,500 4,028,500
Options granted 4,214,385 2,228,961
Available for future grant 814,115 1,799,539

The exercise price per share under the 1993 and 1995 Incentive Options Plans shall
not be less than the market price of an ordinary share at the date of grant (and, in the
case of an option helder who owns more than 10% of the voting shares of the
Company - 110% of the market value at the date of grant).

The exercise price per share under the 1993 and 1995 Restricted Options Plans is to be
determined by a committee appointed by the Board of Directors (the "Stock Option
Committee"), in accordance with the terms of the plan.

The rights of the ordinary shares obtained upon exercise of the options will be
identical to those of the other ordinary shares of the Company

The exercise and/or purchase price per share under the 1993 and 1995 Isrueli Plans is
to be determined by the Stock Option Committee. Section 102 of the Israeli Income
Tax Ordinance and the rules promulgated thereunder provide that the Company will
. be allowed to claim as an expense for tax purposes the amounts credited to the
. employees as a benefit when the related capital gains tax is payable by the employee.
-~ .
The exercise price per share under the 1995 Advisory Board Plan is to be determined
by the Stock Option Commitiee, in accordance with the terms of the plan.
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GILAT SATELLITE NETWORKS LTD.
(An Israeli Corporation)
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continued)

NOTE 10 - SHAREHOLDERS' EQUITY (coatinued):

Most of the above options become exercisable over a vesting period of four years
{1716 of the options every quarter). The options will expire 10 years after the date of

grant.

2) A summary of the status of the plans as of December 31, 1999, 1998 and 1997, and
changes during the years ended on those dates, is presented below:

Year ended December 31

1999 1998 1997
Welghted Weighted Weighted
average average average
exercise exercise exercise
Number price Number price Number  price
$ $ $
Options cutstanding
at beginning of ’ ‘
year 1,886,538 32.93 1,089,203 24.52 597,674 14.00 -
Changes during the
year:
‘ Graunted 2,236,500 52.15 1,027,400 42.84 666,200 30.23
| Exercised (256,145)  21.82 (156,565) 14.50 (167,138) 9.86
. Repricad*: '
) Old exercise
! price (664,200 30.26
, New exercise
: price ‘ 664,200 23.25
‘; Forfeited (301,076) 5346 (73,500) 2297 (7,533) 19.52
: Opiions outstanding .
' \ at end of year 3,615,817 44.16  1.886,538 3293 1,089,203 2452
| Options exercisable
at year-end 816,502 35.82 217,128 17.56 201,268 15.88
Weighted average '
| fair value of
f options granted
during the yeat $24.42 §$17.72 $11,90

) . *  InJamyary 1998, 664,200 options awarded in earlier years, witha weighted average

’ exercise price of § 30.25 per share, were repriced to a weighted average exercise price
t of $ 23.25 per share. The revised exercise price is equal to the price of the shares on the
! ' date of the repricing.
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GILAT SATELLITE NETWORKS LTD.
(An Israeli Corporation)
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS {continued)

NOTE 10 - SHAREHOLDERS' EQUITY (continued): .

The fair value of each option grant is estimated on the date of grant using the
Black-Scholes option-pricing model with the following weighted average assumptions:

Year ended December 31
1999 1998 1997
Dividend yield 0% 0% 0%
Expected volatility ' 42.6% 24.9% 24.8%
Risk-free interest rate 5.0% 5.0% 6.1%
Expected average lives - in years 3.0 3.0 3.0

The following table summarizes information about options out.étanding and exercisable
at December 31, 1999:

Options outstanding Options exercisable

Number Weighted Number Welghted
outstanding at average Weighted exercisable at average
Range of December 31, remaining average December 31, exercise
1 exercise price 1999 contractual life  exercise price 1999 price
| $ Years $ $
f . 7.5-12.0 73,742 5.50 9.45 71334 9.15
’ 12.5-22.0 39,972 6.39 18.73 25,409 19.90
| 22.5-25.0 601,728 732 23.29 326,724 2330
i 25.5-40.0 169,050 8.43 36.03 23,108 35.16
‘ 40.5 - 50.0 1,580,375 9.24 4647 08,206 47.79
; 50.5-77.0 1,150,950 9.16 56.21 271,631 35.11
! : 3,615,817 - RIS 44,16 816,502 35.82

3) InDecember 1992, the Company granted options outside of any stock option plan to two
then officers. One officer, who has since again become an officer of the Company, was
granted o option to purchase 24,500 ordinary shares, at an exercise price of $ 0.33 per
ordinary share, and the other was granted an option to purchase 33,333 ordinary shares at
an exercise price of $ 12,00 per share, both on terms and conditions comparable to those
provided for under the 1993 Plans. As of December 31, £999, 33,333 of the options
were exercised at an exercise price of $ 12.00 per share. The options will expire 10 years
after the date of grant.

. ' 4) Accounting treatment of the plans

-
As permitted by FAS No. 123 - “Accounting for Stock-Based Compensation™, the
Company accounts, under Iscaeli and U.S. GAAP, for its stock option plans {"the
pians").using the treatment prescribed by Accounting Principles Board Opinion No. 25,
“Accounting for Stock Issued to Employees” (“*APB 25™), Under APB 25,
compensation cost for employee stock option plans is measured using the intrinsic value
based method of accounting,
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GILAT SATELLITE NETWORKS LTD,
(An Israeli Corporation)
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (cbminued)

NOTE 10 - SHAREHOLDERS' EQUITY (continued):

Accordingly, the difference, if any, between the quoted market price of the shares on the
date of the grant of the options and the exercise price of such options will be charged to
income over the expected service period (usually - four years). The amount of the
difference will be correspondingly credited to capital surplus.

No compensation cost has been charged against income in the years ended December 31,
1999, 1998 and 1997, because the exercise prices of the options granted in these years
were equzl to the market value of the shares at the date of grant.

Had compensation cost for the Company's plans been determined based on the fair value
at the grant dates for awards granted since 1993, consistent with the method of FAS 123
the Company’s net income (loss) and earnings (Joss) per share would have been reduced
to the proforma amounts indicated below: .

Year ended December 31
1999 1998 1997
Asreported Proforma Asreported Proforma Asreported Proforms

Net income (loss) -

in thousands of
_ dollars . 19,611 (335) (79383 MBATIO)N 16,944 14,876
: Earnings {loss) per
: under U.S. GAAP
. - share - in dollars:
; Basic 0.96 0.02) *(7.18) *(7.57) 1.56 137
? Diluted 0.92 0.02) *(2.19) *(7.57) 1.51 1.32

* Restated, see note 1q.

5} Subsequent to December 31, 1999, the Company increased the number of options of the
1995 United States Plans by 3,750,000 options, to 8,460,000 options.

Subsequent to December 31, 1999, the Company granted appro
optians to its employees.

¢. Dividends:

1) Inthe event of distribution of cash dividends, the Company would be subject 10 a 15%,
: 20% or 25% tax on virtually all the dividends distributed; the Company is otherwise
| exempt from tax due to its “approved enterprise” status, as explained in note 12a(1).
' ‘ Effectively, the abavementioned dividend distribution would be reduced by the amount
of the tax. See note’12a(1) and d(4).
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GILAT SATELLITE NETWORKS LTD.
(An Israeli Corporation)
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continued)

NOTE 10 - SHAREHOLDERS' EQUITY (continued):

2) Inthe event that cash dividends are declared by the Company, such dividends will be
declared and paid in Istaeli currency, Under current Israeli regulations, any cash
dividend in Isracli currency paid in respect of ordinary shares purchased by non-residents
of Israel with non-Isracli currency may be freely repatriated in such noo-lsraeli currency,
at the rate of exchange prevailing-at the time of repatriation.

3) Pursuant to the terms of a credit line from a bank (ses note 14e), the Company is
restricted from paying cash dividends to its shareholders.

NOTE 11 - RESTRUCTURING CHARGES

At the end of 1998 and during 1999, as a result of the acquisition of Spacenet, the Group
recorded restructuring charges of $ 24,184,000 (the amount is after the effect of restatement, see
also note 1q) and § 5,174,000, respectively. The restructuring consisted of a series of actions
taken in order to move forward with one platform for the interactive VSAT market as well as to
capitalize on current product demand for other VSAT products, The restructuring charges and
the :e]ated write-off assocmtcd with the rcstructurmg chargcs conswts uf

Closing of certain product lines - write-off of inventory of equipment rclating to product
lines to be discontinued.

. Compensation to certain customers and suppliers - consists mainly of costs relating to
discontinued commitments.

|
l Write-off of investments - consists of write off of two investments, mainly in distribution

, ‘charmnels for the Company’s multimedia products in the United States, as this activity will be
\ performed in the future by Spacenes,
l
|
I

The components and the classification of the restructuring charges and the related write-offs
associated with the restructuring charges are as follows:

Year ended December 31
; _ 1999 1998
f U.S. $ in thousands
‘; Cast of sales - write-off of inventories 4,634 _9.495
; Restructuring charges: :
: Compensation ' {356) 11,091
! Other B9S8
j (356) 11,989
| Write-off of investments 896 2,700 .
! 5,174 24,184

Most of the restructuring charges were paid in 1999.
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GILAT SATELLITE NETWORKS LTD.
(An Israeli Corporation)

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continued)

NOTE 12 - TAXES ON INCOME:

a. The Company:

FOR PUBLIC INSPECTION

1)

2

Tax benefits under the Law for the Encouragement of Capital Investments, 1959

The Company's production facilitics have been granted "approved enterprise" status
under the above law.

Since the Company is a “foreign investors' company” as defined by the above law it is
entitled to a ten-year period of benefits, far enterprises approved after April 1993. The
main tax benefits of that status are a tax exemption for two or four years and a reduced
tax rate of 15%, 20% or 25% (based on the percentage of foreign shareholding in each
tax year) on income from all of its approved enterprises, for the remainder of the benefit
period. As of December 31, 1999, the Company has nine approved enterprises.

The periods of benefits of the approved enterprises will expire between 2000 - 2008.

In the event of distribution of cash dividend from income which was tax exempt as
above, the Company would have to pay the 15%, 20% or 25% tax in respcct of the
amount distributed (see d(4) below and note 10c{1)).

The Company is entitled to claim accelerated depreciation in respect of equipment used
by approved enterprises during the first five years of the operation of these assets.

The entitlement to the above benefits is conditional upon the Company’s fulfilling the
conditions stipulated by the above law, regulations poblished thereunder and the
certificates of approval for the specific investments in approved enterprises. In the event
of failure to comply with these conditions, the benefits may be canceled and the
Company may be required to refund the amount of the benefits, in whole or in part, with
the addition of linkage differences to the Israeli consumer price index (the "Istach CPI")
and interest.

Measurement of results for tax purposes under the Income Tax (Inflationary
Adjustments) Law, 1985

Under this law, 1esults for tax purposes are measured in real terms, in accordance with
the changes in the Israeli CPI, or in the exchange rate of the dollar for a “foreign
investor’s company". The Cotmpany has elected to measure its results for tax purpeses on
the basis of the changes in the exchange rate of the dollar.
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GILAT SATELLITE NETWORKS LTD.
(An Israeli Corporation)

NOTES TQ CONSOLIDATED FINANCIAL STATEMENTS (continued)

NOTE 12 - TAXES ON INCOME (continued):

3) The Law for the Encouragement of Industry) Taxes(, 1969

The Company is an "industrizl company” as defined by this law and as such is entitled to
certain tax benefits, mainly accelerated depreciation as prcscnbsd by regulations
published under the Inflationary Adjustments Law, and amortization of patcnts and
certam other intangible property rights.

bh. Non-Israeli subsidiaries

Non-Israeli subsidiaries are taxed based upon tax laws in their countries of residence.

¢. Carryforward tax losses and credits

Carryforward tax losses and research and development tax credits relating to non-Israeli

subsidiaries approximate $ 7.4 million at December 31, 1999, The carryforward amounts
expire between 2004-2019

d. Deferred income taxes:

1} Provided in respect of the following:

December 31
1999 1998
U.S. $ in thousands

Carryforward tax losses and research and

Development credits ' 2,387 2,732
Bxcess of fair value over cost relating to net

assets of Spacenet at acquisition date 4,870 4,870
Other 932 430

8,189 8,032
L e s s - valuation allowance 7,842 7,420
347 612
2} Deferred taxes ace included in the balance sheets

as follows:
Current assels 785 532
Non-current assets 141 364
Other long-term labilities (579) (284)

347 612

3) Realization of these deferred tax assets is conditional upon earning, in the coming years,

4
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taxable income in gn appropriate amount. The amount of the deferred tax assets,
however, could be changed in the future if estimates of future taxable income are
changed.

As stated in a(1) above, most of the Company's income is tax exempt due to the
approved enterprise status granted to the Company's production facilities. The Company
has décided to permanently reinvest the amount of the said tax exempt income, and not
to distribute such income as dividends. Accordingly, no deferred taxes have been

provided in respect of the tax exempt income. PAGE \s OF [ SL PAGES
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GILAT SATELLITE NETWORKS LTD,

(An Israeli Corporation)
. NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continued)

NOTE 12 - TAXES ON INCOME (continued):

e. Taxes on income included in the income statements:

Year ended December 31
1999 1998 1997
U.S $ in thousands
Current - mainly in respect of non-
Israeli subsidiaries 2,727 286 133
Deferred, see d. above* (252) (3)
2,475 286 130
* In respect of non-Israeli subsidiaries.
3 f. Income (loss) before taxes on income:
Year ended December 31
1999 1998 1997
U.S. § in thousands
The Company - 38,048 (74,777) 18,233
Non-Israeli subsidiaries (15.426) (3,617). (1,159)

22,622  (78,394) 17,074

g- Tax assessments

Final tax assessments have been received by the Company through the 1994 tax year. The
subsidiaries have not received final tax assessments since incorporation or acquisition.
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GILAT SATELLITE NETWORKS LTD.
{An Israeli Corporation)
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continued)

’ NOTE 13 - MONETARY BALANCES IN NON-DOLLAR CURRENCIES:
December 31, 1999
Israell currency® Other

non-dollar
Linked** Unlinked currencies

U.S. $in thousands

Assets:
Current asseats: .
Cash and cash equivalents 6 9,630
Accounts receivable:
Trade . 2,620 11,546
Other 1,382 6,682 4,704
Non-current receivables _ 3,757
1,382 9,308 31,637
Liabilities: v '
Current liabilities:
Short-term bank credit 5,276
Accounts payable and accruals: '
Trade o 60 11,078 1,551
Accrued expenses 797 4,466
Cther - 1,117 2,618 6,435

L177 19769 12452

"* The above does not include balances in Istaeli currency linked to the doliar,
** To the Israeli CPI.

NOTE 14 - SUPPLEMENTARY BALANCE SHEET INFORMATION:
December 31

1999 1998
U.S. § in thousands

a. Short-term investiments: :
‘Bank deposit* 20,868

Current maturities of long-term bank deposﬂs"" 40,672
61,540

*The deposit is denominated in dollars and bears
annual {nterest of 5.4%

**The current maturities 6f long-term bank deposits
are denominated in dollars and bear annual

interest of 5.75-6.69%
e
b. - Accounts receivable:
1) Trade:

Related parties . . 26,649 4,638
Other* 84,768 61,165

- 111,417 71.853
* Net of atlowance for doubtful accounts - - --4,423. . - s
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GILAT SATELLITE NETWORKS LTD,
(An Israeli Corporation)
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continued)

NOTE 14 . SUPPLEMENTARY BALANCE SHEET INFORMATION (continued):

December 31
1999 1998
. U.S. § In thousands
2) Other; .
Government departments and agencies:
Value added tax refundable 3,389 4,121
Customs refundable 1,666 834
In respect of research and development
grants (see note 9a) 2,193 1,756
Sundry 516 47
7,764 6,758
Employees 1,586 949
Amounts receivable from GE Americom 26,221 13,834
Receivables in respect of capital leases
(see d. below) 16,000
Advances to suppliers 486 T 592
Prepaid expenses ' . 8,844 2,880
Accrued interest on long-term bank deposits ) 2,683 292
Deferted income taxes (see note 12d) : 785 532
Sundry : 7,613 1,541

71,982 27,378

¢. Long.term hank deposits

The deposits are denominated in dollars, bear annual interest of 3.71-5.79% and mature on
March 12, 2001.

d. Receivables In respect of capital and operating leases
... 7. TheGroup's contracts with customers contain long-term commitments, for remaining . "
—o wew - - - c-periedsranging from one to-five years, to-provide network services; equipment, insraltation- -~ - ———

and maintenance.

The minitum future payments to be received by the Group under these contracts as of
| Decermber 31, 1999 are as follows (including unearned interest income in the amount of

$ 6,646,000):
3 In thousands |
Year ending December 31:
2000 a 30,517
2001 28,075
2002 22,028
2003 5112
2004 and thereafter 3915

The net iAvestment in capital lease as of Decemnber 31, 1993 is $ 47.3 million.

PAGE 13 OF 3l PAGES
Fa3 EXHIBIT INDEX ON PAGE 3}

FOR PUBLIC INSPECTION FCC2A000000287



GILAT SATELLITE NETWORKS LTD.
(An Israeli Corporation)
NCOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continued)
NOTE 14 - SUPPLEMENTARY BALANCE SHEET INFORMATION (continued):
e. Short-term bank credit:

1) Classified by camrency and intersst rate as follows:

Interest rate
at December 31, December 31
1999 1999 1998
% U.S. § in thousands
In dollars 6.85 1,710 10,486
In Israeli currency 11.3-12.1 5,276 12,672

6,986 23,158

2) Short-term bank credit is secured by a first priority floating charge on all the Company's
assets and by a fixed charge on goodwill {(intangible assets), unpaid share capital
{shareholders' commitment to inject funds in the Company) and insurance rights (rights
to proceeds on insured assets in the event of damage).

" 3) Unutilized credit lines at December 31, 1999 were approximately $ 23 million.

December 31
. 1999 1998
U.S. $ in thousands

f. Accounts payable and accruals:

1) Accrued expenses:
. _ Provision in respect of restructuring costs 156 13,008
Provision in respect of direct costs
relating to the acquisition of Spacenet

{see note 2) 277 6,759
Other accruals 27,400 19,875
1 27,833 39,642
2)  Other:
Payroll and related expenses © 4,895 4,590
Provision for vacation pay 2,816 1,761
Advances from customers ' 246 1,364
, Deferred revenue ' 2,250 4,050
| Current maturities of long-term liabilities
; ~ ) in respeet of lease agreements (sse g. below) 4,050
D Taxes payable 5,058 1,170
: - - Sundry. - 7 L 451 . 1,325

|‘ 19,766 14,260
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GILAT SATELLITE NETWORKS LTD.
{An Israeli Corporation)
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continued)
NOTE 14 - SUPPLEMENTARY BALANCE SHEET INFORMATION (centinued):

g. Other long-term liabilities:

December 31
1999 1998
. U.S. $ in thousands
1) Composed as follows:
Long-term liabilities in respect of lease
' agreements (see (2} below) 7510

Deferred income taxes (see note 12d) 579 284
8,089 284

2) The Group purchased some computer equipment under capital leases. Minimum lease
commitments of the Group under these leases as of December 31, 1999 are as follows:

U.S. $ In thousands

Year ending December 31:
2000 4,050
, 2001 4,120
2002 ' 3,390

: . 7,510
' 11,560

h. Concentration of credit risks

Most of the Group‘s-cash and cash equivalents and short-term and long-term bank deposits
. at December 31, 1999 and 1998 were deposited with Israeli and U.S. banks. The Company is
of the opinion that the credit risk in respect of these balances is remote.

Most of the Group’s revenues in the United States, in Europe and in the Far East are derived
from a [arge number of customers or from large customers. Consequently, the exposure to
concentrations of credit risk relating to trade receivables s limited. The Company performs
ongoing credit evaluation of its customers and generally does not require collateral from its
customers in the United States and in Europe. In respect of certain sales to customers in
emerging economies, the Company requires letters of credit. An appropriate allowance for
doubtful accounts is included in the accounts.
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GILAT SATELLITE NETWORKS LTD.
(An Israeli Corporation)
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continued)

NOTE 14 - SUPPLEMENTARY BALANCE SHEET INFORMATION (continued):
i. Fair value of financlal insiruments

The financial instruments of the Group consist mainly of non-derivative assets and liabilities
(items inchided in working capital, long-term bank deposits, investment in other companies,
non-current receivables, long-term Habilities in respect of lease agreements and convertible
subordinated notes),

In view of their nature, the fair value of the financial insttuments included in the working
capital of the Group is identical or close to their carrying amount. The fair value of long-term
bank deposits, non-current receivables and long-term liabilities in respect of lease
agreements also approximates their carrying value, since they bear interest at rates close to
prevailing market rates. The fair’value and the carrying value of the convertible subordinated
notes as of December 31, 1999 is $ 213,187,500 and $ 75,000,000, respectively;

December 31, 1998 - $ 108,750,000 and $ 75,000,000 respectively. .

NOTE 15 - SELECTED INCOME STATEMENT DATA:
8. Segment information and revenues from principal customers

The Company adopts FAS No. 131, “Disclosures about Segments of an Enterprise and
Related Information”, which was issued in June 1997 by the FASB. _

Disaggregated financial data are provided below:
1} Revenues by geographic area

Following is a summary of revenues by geographic area. Revenues are attributed to
geographic area based on the location of the customers:

Year ended December 31
1999 1998 1997
U.S. § in thousands
United States ®190,609 80,439 051,378
South Africa 1,560 20,810 ®g3
China ®5.640° ™5 363 ®4 739
South and Latin America ®43940 ™10,773 11,497
Europe 54,643 10,418 9,288
Israel ®gass 4,209 ®3 414
Other 33,015 23,323 23,311

337,873 155335 103,690

2) Revenues from single customers
which exceed 10% of
total revenues in the
relevant year:
Spacenet (see note 2) 69,357 35,135
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GILAT SATELLITE NETWORKS LTD.

(An Israeli Corporation)

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continued)

NOTE 15 - SELECTED INCOME STATEMENT DATA (continued):

Year ended December 31

1999 1998 1997
U.S. § in thousands
(2) Including sales made to customers
. in the United States, where

shipments were made directly to

final customers in Europe 4,375 12,027
(b) Including revenues from related

parties * 52,700 12,686 3,734

* Includinmw%li Americom and certain of its affiliates were
committed fo purchase products from the Group through the end of 1999. In 1999, no purchase
orders for such products were received. The amount recorded represents 40% of § 37.5 nllion -
the minimum commitment of GE Americom under this agreement. This amount was collected

subsequent to December 31, 1999,

3) The Group's long lived assets are located in the following countries:

Israel

United States
Europe
Other

b. Additional disclesure regarding revenues
and cost of revenues:
Revenues:
Sale of products
Services

Cost of revenues: e
Sale of products
Services

3 ¢- Research and development grants:
. Royally bearing grants (see note 9a)
L Other grants

December 31

1999 1998 1997

V.5, § in thousands

85,615 57,396 47,653

61,304 25,847 9062
8,947 9,634 126
3,947 2,034 85

159,813 94,511 48,766

Year ended December 31

199% 1998 1997

U.S. § In thovsands

238,564 147,767 101,309
99,309 7,568 2,381

337,873 . 155,335 103,690

146,084 82,198 58,603
74,055 4,405 139

220,13% 86,603 58,742
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GILAT SATELLITE NETWORKS L.TD.
. (An Israeli Corporation)
NOTES TO CONSOLIDATED FINANCIAL STATEI‘AENTS (continued)

NOQOTE 15 - SELECTED INCOME STATEMENT DATA {continued):

Year ended December 31
1959 1998 1997
U.S. § in thousands

d. Selling, general and administrative expenses:

1) Composed as follows:
Selling 32,088 20,154 14,590

| im@ 35,426 8.923 5.731

’

u& 68,414 29,077 20,321
6)

he change in the allowance for doubtful
accounts is compased as follows:

Balance at beginning of year 000 - 160
Increase during the year 2 1,840 160
Balance at the end of year 4,423 2,000 160
* Including amortization of goodwill and identifiable intangible assets.
¢. Finsncial income (expenses) - net:
Income;
Interest on cash equivalents and
bank deposits 9,991 3,209 3,785
In respect of capital lease 565
Other (mainly non-dollar transaction !
‘gains and losses - net) 189 2,159 - 590
10,745 5,368 4,315
Expenses:
Interest on convertible subardinated
notes (see note 8) 4,871 4,871 3,047
Amortization of issuance costs of .
convertible subordinated notes
(see notes 6 and 8) 455 455 282
In respect of short-term bank credit 1,162 1,179 324
Other (mainly non~dollar transaction
gains and losses - net) 990 110 124
i 1478 6615 3777 L
3,267 (1,247) 538

P
L Earnings (loss) per share:

1) Under US. GAAP

Basic earnings (loss) per share are computed based on the weighted average number of
shares outstanding during each year, Incomputing the diluted earnings per share,
account was taken of the dilutive effect of the outstanding stock options, using the

treasury stock method. PAGE 123 OF Bl PAGES
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GILAT SATELLITE NETWORKS LTD.
' (An Israeli Corporation) .
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continued)

NOTE 15 - SELECTED INCOME STATEMENT DATA {(continued):

In computing diluted per share data convertible notes have not been taken into account
because their effect on diluted per share data {s anti-dilutive.

Since in 1998 the Company had a loss per share, the effect of including the incremental
shares from assumed exercise of options and conversion of convertible notes in the per-share
cotmputation is anti-dilutive, and, accordingly, the basic and diluted loss per share for that
year are the same amount.

Following are data relaung to the weighted average number of thares for the purpose of per-
share computations:

Year ended December 31

1999 1998 1997
: In thousands
Weighted average number of shares
issued and outstanding - used in
computation of basic sarnings (losses)
per share 20,447 11,059 10,895
. Add - incremental shares from aSSumcd -
exercise of options 082 ) 360
Weighted average number of sharesused -+ +© - - e L
" in computation of diluted earning :
(lass) per share 21,429 11,059 11,255

2) Under Israeli GAAP

As applicable to the Company, the main difference between the Israeli GAAP method
and the U.S. GAAP method of earnings per share computation is that shares to be issued
upon exercise of employee stock options and shares to be issued upon conversion of the
convertible subordinated nctes, when such an exercised or conversion is probable taken
into account in the computation of basic earnings per share under Isracli GAAP,

whereas under U.S. GAAP, in computing basic earnings per share, only the weighted
average number of Company shares actually outstanding in the reported period is taken
into account, and shares to be issued upen exercise of options are included in the
computation of diluted earnings per share,
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GILAT SATELLITE NETWORKS LTD.
(An Israeli Corporation)
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continued)

NOTE 15 - SELECTED INCOME STATEMENT DATA (continued):

Following are data relating to the net income (loss) and to the number of shares (including
adjustrments to such data) used for the purpose of computing earnings per share under Israeli
GAAP:

""" Netincome (Toss) © 77 "Parvalueofshdres™ T T T T~
Year ended December 31 Year ended December 31
1999 1998 1997 1599 1998 1597

U.S. § in thousands In thousands

Net income (loss) for the

year, as reported in the

income statemnents 19,611 (79,383) 16,944
Issued and outstanding shares at

beginning of year 16,162 10,990 10,822
Employee stock option ’

exercised _ 104 69 73
Shares issued to the public

during the year 4,181
Shares issuable upon

conversion of convertible

notes - conversion of :

which is expected 1,786
Shares issuable vpon

realization of employes

stock options- exercise of ‘

which is expected 2,944 1,062 553

Real financial expenses

after tax in respect of
convertible notes - 5,795

Net after tax imputed income (loss),

assurning receipt - with

retroactive effect - of the .

exercise increment in

respect of employes

stock options {4.465) 2,194 269

Total- for the purpose of
basic per share
computation 20,941 {71,189 17,213 25,1717 12,121 11,448
Add .
" Realization of employee stock
options - exercise of which :
is not expected 704
Net after tax imputed income,
assuming receipt - with
retroactive effect - of the
exercise increment in -
respect of employce
stock options 696
Total-for the purpose of
diluted per share . ) :
computation 20,941 (77,18%y  _ 17,909 25,177 12,121 12,152

Ve
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GILAT SATELLITE NETWORKS LTD,
) (An Israeli Corporation)
. NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continued)

NOTE 16 - SUBSEQUENT EVENTS:
a.  Issuance of convertible subordinate notes

Under an Offering Memorandum issued in the end of February 2000, the Company issued
$ 350,000,000 convertible subordinzted notes (the "Notes™), traded iz the United States on
the Private Offerings, Resales and Trading through Automated Linkzges ("PORTAL")
miarket and due March 15, 2005. The Notes bear interest at an annual rate of 4.25%,
payable March 15 and September 15 of each year, commencing September 15, 2000.
Unless previously redeemed, the Notes are convertible by the holders, at any time through
maturity, beginning 90 days following issuance of the Notes, into ordinary shares of the
Company at a conversion price of § 186.18 per share, subject to adjustment under certain
circumstances, The Notes are redeemable at the option of the Company, in whole or in part,
at any time on or after March 18, 2003, at the redemption price, plus interest accrued to the
redemption date. The redemption price will range from 101.70% ta 100.85% depending on
the date of rcdemptmn

b. Certain transactions:

. 1) On March 30, 2000, the Group, Microsoft Network LLC ("MSN™), EchoStar
. Communications Corperation (“Echostar") and ING Purman Selz Investment ("ING"),
entered into an agreement pursueat to which MSN, Echostar and ING are to invest a
total of $ 225 million into Gilat-To - Home, Inc., ("Gilat-To-Home"), the Company's
Narth Awmerican broadband satellite internet service provider. The Group, along with
related party of the Company, is to hold approximately 50% of Gilat-To-Home on a
fully diluted basis. There are additional agreements covering, inter alia, the supply of
equipment and services to MSN by Gilat -To-Home.

2) On March 6, 2000, the Company entered into an agreement to invest
$ 10 million in KnowledgeBroadcasting. Com LLC ("KBC"), a media company
formed to distribute content to business and homes using satellite and other
technologies, in return for approximately 10 million units of KBC, equal to
approximately 5.6% of the total number of KBC units and a one year warrant to
purchase an additional 20 million units at the same purchase price. The Company also
granted KBC (1) a 5 year warrant to purchase approximately 191,000 of the
Company's ordinary shares at a purchase price of $ 157.05 per share, and (ii) a five
year option to acquire equipment and services payable by KBC during the first two
years in up to 20 million units of KBC (if the Company does not exercise its warrant),
and thereafter - in cash or such other form as may be agreed between the parties.

3) Seealsonoteda.

S / '
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GILAT SATELLITE NETWORKS LTD.
(An Israeli Corporation)
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continued)

NOTE 16 - SUBSEQUENT EVENTS (continued):
¢ Legal claim -

On May 8, 2000, Hughes Electronics Corporation filed a complaint for patent infringement
against the Company and Spacenet (the "defendant™), in the U.S. District Court for the
District of Maryland. Ini the Patent Suit, Hughes claims that the defendant infringes four of
its patents in the United States and requests that the court enjoin the defendants from
infringing its patents and demands an accounting for damages.

At this early stage of the proceedings, the Company and its legal advisors are studying the
details of the case and are unable to evaluate the chances of the claim or its effect onthe
Company.
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INDEPENDENT AUDITORS' REPORT

To the Board of Directors and Slockholder
Gila! Flarida Inc.
West Melbourne, Flerida

We have audiled lhe accompanying baiance sheets of Gilat Florida [nc. {a wholly-owned
subsidiary of Gilat Satellite Netwotks Lid.) as of December 31, 1859 and 1898, and the rela'ed
statements of operations, changes in stockholder's deficit and cash flows for e2ach of the three |
yeers in the perlod ended December 31, 1899, 1898 and 19987, The'se financial statements are' the
responsibility of the Company's management Our responsibility is to express an opinion on thesa
financial statements based on our avdils.

We conducted our audils in accotdance with generally zccepled auditing standards. Those

. slandards require that we plan and perform the sudils to obiain reasonable assurance about
whetner the financial stalements are free of material misstaterent. An audit includes exarmining,
on a3 test basis, evidence supporling the amounts and disclosures in the financial statements. An
audit also includes assessing the accounting principles used and significant estimates made by '
management, a3 well as evaluating the overall financia! stalement presentation, We believe that
our audiis provide a reasonable basis for our opinion,

In our opinion, the financial statements referred to abave presant fairly, in all malerial respects, the
financial position of Gilat Florida Inc. as of December 31, 1992, and 1998, and the results of ils

« cperations and its cash flows for each of the three years in the period ended December 31, 1938,
1998 and 1897 In conformity with generally accepled accounting principles.

February 4, 2009 M W
Me'bourne, Florida Z}M‘)’,‘L ‘;f"e, ! < fg@-} X&f p
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SIGNATURE

Pursuant to the requjreménts of Section 12 of the Securities Exchange Act of 1934, the Registrant
certifies that it meets all of the requirements for filing on Form 20-F and has duly caused this annual
report to be signed on its behalf by the undersigned, thereunto duly authorized.

GILAT SATELLITE NETWORKS LTD.

By: ‘?’)Bbe G"‘ ’
Yoet Gat
Chairman and Chief Executive Officer
Date: June 30 , 2000
-~
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