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ITEM 9: MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINAN
CIAL CONDITION AND RESULTS OF OPERATIONS

Ovemew

Gilat commenced operations in 1987 and shipped its initial product, a first generation OneWay
VSAT, in 1989. Since that time, we have devoted significant resources to developing and enhancing our
VSAT product lines and establishing strategic alliances primarily with major telecommunications
companies and equipment suppliers. We have also broadened our marketing strategy to emphasize sales to
customers directly and through new distribution channels.

In 1991, we began marketing our second generation OneWay VSAT.1n 1992, we began
marketing our TwoWay VSAT with Spacenet as part of Spacenet's Skystar Advantage VSAT service
offering, and we began marketing our TwoWay VSATs to GTECH as part ofGTECH's GSAT lottery
networks. Since that time. we have experienced significant growth in orders, sales and earnings from our
OneWay and Skystar Advantage products. Additionally, we began marketing the FaraWay VSAT in 1994,
the DialAway VSAT at the end of 1996, and the SkySurfer VSAT in 1997. The Skystar Advantage is our
largest-selling product, accounting for approximately 60% ofour sales revenue during 1997, and for more
than 49% of our sales revenue during 1999. During 1997 and 1998, we shipped more than 32,300 and
49,535 VSATs, respectively, along with related equipment and software.

On December 30, 1996, we acquired Gilat Florida (previously named Skydata, Inc.), a company
engaged in the development, manufactoring and marketing ofVSAT·based paging and broadcast
products. The transaction was effected through the merger ofa wholly-owned subsidiary of Gilat into
Gilat Florida. The merger was aeecunted for as a pooling of interests. Aeecrdingly, Gilat's financial
information has been restated to retroactively include the accounts and operations of GHat Florida prior to
1996.

On December 31. 1998, we acquired Spacenel The acquisition was accounted for by the
purchase method. Prior to the acquisition, Gilat and Spacenet had engaged in a strategic alliance for a
number ofyears. Spacenet was the largest customer ofGHal's products, with aggregate sales to Spacenel
representing approximately 280/., 34% and 45% of Gilat's tota! sales iu 1996, 1997 and 1998,
respectively. With the acquisition of Spacenet, we have begun to offer satellite-based network services as
well as products. Fat a discussion of certain continuing acquisition·related commitments, see Item 13:
"Interest ofManagement in Certain Transactions"

In February 1999 we completed the Offering of5,456,750 Ordinary Shares, ofwhicb 4,711,750
Ordinary Shares we.. sold by Gilat and 745,000 by cenoin shareholders. The proceeds to Gilat, before
expenses but after the underwriters discount, were $257,826,960.

We earn revenue from sales of our satellite-based networking products and services to our

;

customers worldwide. The charges to customers for satelJite networking products and services vary with
the number of silts, the length of the contract, the amount of satellite capacity, the types of technologies

('\\ tJ and protocols employed and the degree ofcustomization or development required to implement the
x..'U network.
•

In the ease ofproduct sales, we generalJy recognize revenue when the product is shipped. In the
case of network services sales, Spacenet generally has two ways of recognizing revenue, depending on
whether or not the customer takes ownership of the network equipment In the first type of network
services sale. the customer purchases hardware, software, and satellite capacity and maintenance services,
and Spacenet records revenue when the network is installed and operational (or, in cases where the

/'
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Eorner obtains its own installation services, when the equipment is shipped). In many of these cases,
pac~net is ~aid progress pa~ents D.pOD signing, achi~ment ofcertain milestones and ins~lation. For

I
ngomg mamtenance. satellite capacity and support Sfmces. eusl~mers pay monthly fees. which are

recorded as service revenues.

In the other type of network services sale, Spacenet procures and installs the equipment and
software, obtains the satellite capacity and provides network operations and monitoring for the customer
over the contract term (generally three to ftve years). Under this type of network services sale, Spacenet
retains ownership and operation of the network, and receives a monthly service fee (and record revenue)
over the term ofthe contract. Following our acqulsition of Spacenet. we expect such networking service
arrangements to grow as a percentage ofour revenue. As a result, we expect that a growing portion ofthe
VSAT equipment we manufacture will be capitalized on our balance sheet and will result in an increase in
our capital expenditures. We also believe that the groMh ofour business may result in an increase ofour

U'nventoIY and receivables levels and increased working capital needs. We intend to meet such anticipated
increases in capital expenditures and working capital with cash on hand including proceeds from the
Offering. See "-Liquidity and Capital Resources."

We expect to depl"eciate the cost of the equipment used in our network service offerings on a 5~

year basis. Our service contracts, however, may be for periods of as little as 3 years, which may require us
to write off the unamortized cost ofthc equipment in the event the contract.is not renewed and we are
unable to place such equipment with other customers. We expect. however, that most ofour customers
will elect to renew their service contracts and that we .will not be required, in most i~ces, to effect such
write-<lffs.

Cost of revenues, for both products and services, includes the cost of system design, equipmen~
satellite capacity, software custotnization and third party maintenance and installation. For equipment
contracts, cost of revenues is expensed as revenues are recognized. For network service contracts, cost of
revenues is expensed as revenues are recognized over the term of the contract. For maintenance contracts,
cost of revenues is expensed as the maintenance cost is incurred or over the term ofthe contract. As a
result of the Spacenet acquisition, we incurred aggregate charges of$26.4 million for the year ended
December 31, 1998. In addition, prior to closing the Spacenet aequisition, Spacenet incurred a charge of
approximately $33.2 million to eliminate obsolete and unnecessary inventory and property, plant and
equipment and to replace and upgrade certain legacy VSAT network equipment used by certain Spacenet
customers. We expect to replace approximately 50% of the equipment in 1999 and the remainder in the
year 2000. We will perform these replacements and upgrades, but we expect that in most cases, our
replacement of that equipment will be accompanied by the customer's entering into a long-tenn network
services contract.

We devote significant resources to research and development of all our prodUcts. We have
contractually agreed to commit $4.5 million in 1999 and $2.0 million in 2000 to development of certain
technology related to our DialAway Telephony product. This technology will be co-owned with our
affiliate, GVT. See Item 1: "Description ofBusiness-Marketing, Distribution and Strategic Alliances
Strategic Alliances and Joint Ventures." Our initial research and development was funded by the Israel
U.S. Binational Industrial Research and Development Foundation ("BIRD"), but currently none of our
research and development is funded by BIRD. In Israel, a portion of our research and development
expenditures is funded by the Oflice of the Chief Scientist We have also received, and expect to continue
te receive, grants from the research consortia to which we are a party, which are partly funded by the
Oflice of the Chief Scientist. We expect, however, that the amount offunding from the OfIice of the Chief
Scientist will decrease due to Israeli budgetary constraints.

During 1997 and 1998, approximately 23.5% and 19.2%, respectively, ofour research and
development expenditures before aequired resean:h and developmen~ were funded by the OfIice of the
Chief Scientist and the researcll consortia. Under the terms of the funding provided by the Oflice of the
Chief Scientist and BIRD, we an;.tequired to pay royalties on sales of the products developed from the
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funded project until an amount ranging from 100% to 150% of the grants has been repaid. Grants from
the research ""nsoma do not require the payment ofroyalties. Royalties to the OlIice of the Chief Scientist
and BIRD, which are included in selling, general and administrative expenses, were $371,000 during
1997 and $820,000 during 1998.

Selling, general and administrative expenses also include sales and marketing costs. customer
suPPOrt. accounting and administration. We expect that selling, general and administrative expenses will
increase in total amount over the next few years as sales efforts are expanded.

Substantially all ofour production facilities in Israel are eligible for certain tax benefits. As a
result, we expect tba1 a majority ofour income for 1999 and 2000 will be tax exempt, while the balance
will be taxed at a reduced rate ofJ5% to 25o/~ See "-Effective Corporale Tax Rate."

.We believe that accumulated losses of Spacenet reJIect certain one-time adjustments and write
offs resulting primarily from its acquisition of AT&T Tridom. We believe that the combination ofGila!
and Spacenet will resull in positive operating results due to the reduced research and development,
general and administrative expenses as a percentage ofrevenues as well as unification of prOduct lines.
We also expect to derive additional benefits from the commitment ofGE Americom and certain ofits
affiliates to purchase a certain amount of our produClS through the end of 1999. As part of the merger
agreement. in the event such purchases do not amount to $37.5 million, 40% of the shortfall will be
credited against the 1999 service fees that we will owe to GE Americom under certain satellite
transponder service agreements.

The eum:ncy of the prirnaIY economic environment in which our operations are conducted is the
doUar. and as such, we use the dollar as our functional currency. Transactions and balances originally
denominated in dollars are presented at their original amounts. Gains and losses arising from non-dollar
transactions and balances are included in the determination of net income.
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Results of Operations of Gilat

The following table sets forth, for the periods indicated, the percentage of sales represented by
certain line items from GHat's consolidated statements of income.

Percentage of Sales

.,..

Sales , .
Cost of sales - .
Gross profit " .......•...................•.•.......

Research and development costs
Expenses inCWTed ...•.•...•...•••.•-•............•.•.•••.....•
Less - grants .

Acquired research and development .

Net rc.>earch and development tON .

Sellmg, general and administrative expenses .
Restructuring charges .
Merger expense! , .
Operating income ooss) ..
Financial income (expenses) ~ net , .
Write-offofinVestmOlts associated 'With

restructuring .
Oilier income - net .
Income (loss) before taxes on income .

Taxes on income ..

lr.come (loss) after taxes on income .
Share in losses of aliSociated companies .

Net income (loss) .

Year_ Eoded December 31

4lli!!sl! Ad'w(el!,..- ~ 1m !22!! =
IOD.DOAI IOD.O~ 100.0% 100.0% 100.0%

57.9 '7.9 56.7 61.9 55.8

42.1 42.1 43.3 38.1 44.3

11.0 11.0 10.2 10.2 10.2

2._ 2.6 2,' 2.0 2.0

B.' s., 7.B '.2 B.2

0.0 0.0 0.0 51.5 0.0

B.' ••• 7.' 59.7 B.2

11.8 18.8 19.6 lB.7 18.7

0.0 0.0 0.0 '.2 0.0

10.1 0.0 0.0 0.0 0.0

4.1 14.9 1>.9 (49.5) 17.41._
1.' 0.' (O.B) (O.S)

0.0 0.0 0.0 (1.7) 0.0

1.8 1.8 0.0 0.1 0.1

7.' Ill.3 ~ (SI.9) 15.7

0.1 0.1 0.1 0.2 0.2

7.' 11.2 1_.3 (>2.1) 15.5

0.0 0.0 0.0 0.' 0.'

7.4% 11.2% Hi.3% (S2.6)% 16.0---
(1) Results ofoperations for year ended Dewnber 31, 1996, excluding the GUat Florida merger expenses of

approximately $8 million.

(2) Results ofoperations for Yf:JJt ended December 31. 1998, excluding the Spaccnet restructuring charges. write
offs associated with restructuring and expenses related to acquired research and development ofapproximately
$106.4 million.

Year Ended December 31, 1998 Compared to Year :tDded December 31, 1997

Sales. Our sales increased by 49.8% to approximately S155.3 million in 1998 from
approximately S103.7 million in 1997. The growth in sales was attributable primarily to a substantial
increase in sales of telephony products (FaraWay and DlalAway) as well as increased saJes of Skystar
Advantage products and Internet Prolocol ("JP") based products. The increase in sales volume was partly
offset by dO.....'Ilward pressure on prices in the industry.
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Gro., Profit. Gross profit increased by 31.8"10 to approximately S59.2 million in 1998 from
approximately S44.9 million in 1997. Our gross profit margin decreased to 38.1% in 1998 from 43.3% in
·1997 due to write..,tr of inventories associated with restructuring. Ifsuch write..,tr had not been included,
our gross profit margin would have increased to 44.3% due primarily to a relative decrease in our cost of
sales as a result of more efficient manufacturing processes. lower cost ofcomponents and a change in the
overall product mix.

Research and Development Expen,es, Research and development expenses ioclude S80
million for the write-off of acquired in-process research and development associated with the Spacenet
acquisition. Ineprocess research and development expenses arise from new product development projects
that are in various stages ofcompletion at the acquired enterprise at the date ofacquisition. Gross
research and development costs without acquired research and development increased by 49.0'/0 to
approximately S15.8 million in 1998, from approximately S10.6 million in 1997 and as a percentage of
sales remained at the same level of 10.2% in 1998 as in 1997. The dollar increase in such costs in 1998
was due primarily to the hiring of additional research and development personnel, the further
development ofthe FaraWay, Skysuner and SkyBlaster product lines for cOlJlOrnte and rural telephony
applications, the expansion of research and development to reduce tho costs and iocrease the functionality
ofour unidirectional and interactive VSATproduct lines. including IP-based products, as weU as rSAT
and paging receiver products and to conducting generic research relating to the research consortia of
which we are a member. Research and development grants from the Office of the Chief Scientist. as a
percentage ofgross research and development costs, decreased to 19.2% in 1998 compared to 23.5% in
1997. Research and development costs, without acquired research and development net increased to
approximately S12.8 million in 1998 from approximately $8.1 million in 1997, and increased as a
percentage ofsalesto 8.2% in 1998from 7.8% in 1997.

Selling, General and Administrative Expenses. Selling, general and administrative expenses
increased by 43.1% in 1998 to approximately S29.1 million from approximately $20.3 million in 1997. As
a percentage of sales, selling. general and administrative expenses decreased to 18.7% in 1998 from
approximately 19.6% in 1997. Increased expenditures in 1998 were primarily attributable to the
expansion ofour marketing and selling efforts through the hiring of personnel, increased commissions
paid to sales personnel, agents and distributors. and the opening of new offices.

Restructuring Charges and Rdated Expenses. As a result of the Spacenet acquisition, we
incurred restructuring charges ofS14.2 million for the year ended December 31, 1998 mainly for
compensation to customers and other third parties,. 59.S million of inventory write--offs relating to
rationalization ofproduct lines. which are presented in cost of sales and 52.7 million of write-off of
investments associated with restructuring.

Operating Income (Lo.,). Our operating income decreased to a loss of approximately $76.9
million in 1998 from an income ofapproxirnately S16.5 million in 1997. primarily due to the
restructuring charges, write offs associated with restructuring and expenses related to acquired research
and development as described above. If restructuring charges, write offs associated with restructuring and
expenses reJated to acquired research and development had not been included. operating income would
have been S26.9 million for the year ended December 31, 1998, (representing an increase of 62.8% over
1997) with the increase due primarily to increased sales.

Financial Income (Expenses), Net. Financial expenses, Det amounted approximately to $1.2
million in 1998, compared to financial income, net of approximately SO.S million in 1997, mainly due to
payment of interest. on subordinated notes while related interest earned on deposits in banks decreased due
to use offunds.

Share in Losses of Associated Companies. Share in losses ofassociated companies was
approximately SO.7 million in 1998 with no parallel amount in 1997.

--'
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Net Ineome (Loss). As a result ofall the foregoing factors. we bad a loss of approximately
$81.6 million in 1998 in comparison to net income ()fapproximately S16.9 million in 1997. IT
restructuring charges, write olfs associated with restructuring and expenses related to acquired research
and development had not been included in the Company's results. the net income for the year ended
December 31. 1998. would bave been $24.8 million (representing an increase of46.4% over 1997).

Earnings (Lo••) Per Sbare. Basic loss per sbarefor 1998 was $7.38 per share as compared to
basic earnings per share ofSU6 per share in 1997. Diluted loss per sbare for 1998 was $7.38 per share as
compared to diluted earnings per sbare otSUI per share in 1997. Ifrestrueturing charges. write offs
associated with restructuring and expenses related to acquired research and development bad not been
included in the Company', results. basic earnings per sbare for 1998 would bave been S2.24 per share and
diluted earnings per share tor 1998 would have been $2.14 per share.

Year Ended December 31, 1997 Compared to Year Ended December 31, 1996

Sales. Sales increased by 39.9% to approximately S103.7 million in 1997 from approximately
$74.1 million in 1996. Our growth in sales was attnolltablc primarily to a substantial increase in sales of
Skystar Advantage VSAT products as well as increased sales of OneWay VSAT products, FaraWay
VSAT products and paging receiver products and fim sales ofDialAway VSAT products and SkySurfer
VSAT products. The increase in sales volume was partly offset by downward pressures on prices in the
industIy.

Gross ProfiL Gross profit increased by 44.0% to approximately $44.9 million in 1997 from
approximately S3\.2 million in 1996. Our gross profit margin increased to 43.3%in 1997 from 42.1% in
1996 due primarily tn a relative decrease in our cost of sales as a result of more eflicient manofacturing
processes, lower cost ofcomponents and a change in the overall product mix.

Research and Development El:penses. Gross research and development costs increased by
30.6% to approximately $10.6 million in 1997 from approximately S8.1 million in 1996. and decreased as
a percentage ofsales to 10.2% in 1997 from 11.0% in 1996. The dollar increase in such costs in 1997 was
due primarily to the biring or additional research and development personnel. the further development of
the FaraWay and DialAway product lines tor corporate and rnraltelepbony applications. the expansion of
research and development to reduce the costs and increase the functionality of our OneWay and TwoWay
VSAT product lines. incloding lP·based products. as well as otour 1SAT and paging receiver products
and to conducting generic research relating to the research consortia of which we are a member. Research
and development grants trom the Office of the Chief Scientist, as a percentage of gross researcb and
development costs, remained. at the same level of23.5% in 1997 as in 1996. The grants from the Office of
the Chief SCientist (other than from the research consortia) are subject to royalties on sales ofproduets
resulting from the funded project. Research and development costs. net increased to approximately S8.l
million in 1997from approximately $6.2 million in 1996 but decreased as a percentage of sales to 7.8% in
1997 from 8.4% in 1996. In 1997 and 1996, we received or accrued an aggregate ofapproximately S3.7
million in research and development grants from the Office otthe Chief Scientist through the four
research coDSortiaofwhich we are a member. We are not required to pay royalties on sales ofproduets
developed with these grants.

Selling, General and Administrative El:penses. Selling, genem! and administrative expenses
increased by 45.7% to approximately S20.3 million in 1997 from approximately $13.9 million in 1996. As
a percentage ofsales. selling. general and administrative expenses increased to 19.6% in 1997 from
18.8% in 1996. Increased expenditures in 1997 were primarily attributable to the expansion of our
marketing efforts (including expansion otintemational offices). GVT operations, lP-based product-related
expenses and the addition otadministrative and marketing personnel.
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Merger expenses associated wilh the GiLat Florida merger in December 1996 amounted to
approximately $8.0 million in 1996. with no merger-related expenses in 1997.

Operating Income. Primarily as a result of the absence of merger expenses, our operating
income increased by 439.9% to approximately S16.5 million in 1997 from approximately S3.1 million in
1996. Excluding merger expenses, our operating income increased by 49.4% to appraximat.c1y $16.5
million in 1997 from SILO million in 1996. As a percentage of sales, excluding merger e><penses,
operating income increased to 15.9% in 1997 from 14.9% in 1996. This increase was primarily due to the
strong growth in sales. lower costs of sales and reduced research and development costs which were partIy
offset by an increase in selling, general and administrative expenses.

Financial Income, net. FiDaDciaI income, net decreased to SO.5 milllon in 1997 from SI.2
million in 1996 maiDly due to the paymeot of interest on eonvertible subordinated notes issued in 1997
(part of the proceeds ofwhieb were used for working capital, investments aod property, plaot aod
equipment) and amortization of related issuance costs. As ofDecember 31, 1997. we had approximately
S24.7 million invested in short-term bank deposits (ineluding deposits with a maturity of three months or
less) and S40.0 million in long-term bank deposits.

Net Ineome (Loss). As a result of all the foregoing faetors, our net income increased by 209.6%
to approximately $16.9 million in 1997 from approximately $5.5 million in 1996. Our net income as a
percentage of sales increased in 1997 to 16.3% from 7.4% in 1996 due primarily to the absence of merger
expenses. Excluding merger expenses, nel income increased by 25.9% from SI3.5 million to S16.9
million. As a percentage of sales. net income decreased to 16.3% in 1997 from 18.2% in 1996.

Earnings Per Sbare. Basic earnings per share in 1997 were $1.56 per share as compared to
SO.51 per share in 1996. Diluted earnings per share in 1997 were SI.5I per share as compared to SO.50
per share in 1996. lfthe expenses associated with the GiJat Florida merger had not been included in our
results, basic earnings per share for 1996 would have been SI.24 per sbare and diluted earnings per share
fur 1996 would have been SI.22 per share.

Variability of Quarterly Operating Results

Our revenues and profitability may vary from quarter to quarter and in any given year, depending
primarily on the sales mix of our family of products aod the mix of the various components of the
products (i,e., the volume of sales afrernate tenninaJs versus hub equipment and software and add-on
enbaocements), as well as sale prices aod production costs. Sales of the Skystar Advantage and F8l3Way
products to a custamer typically consist ofnumerous remote terminals and related hub equipment and
software, which CartY different sales prices aod margins.

Annual aod quarterly fluctuations in our results of operations may be caused by the timing aod
composition oforders by our customers. Our future results also may be affected by a number offactors
including our ability to continue to develop, introduce and deliver enhanced products on a timely basis
and expand into new product offerings at competitive prices, to anticipate effectively customer denwtds.
and to manage future inventory levels in line with anticipated demand. These results may also be affected
by currency exchange rate fluctuations and economic conditions in the geographical areas in whieb we
operate. In addition, our sales may vary significantly from quarter to quarter as a result of, among other
factors, the timing of new product announcements and releases by us and our competitors. We cannot be
sure that the growth in sales, gross profit and nel income achieved by us in prior quarters will continue or
that sales, gross profit and net income in any particular quarter will not be lower thao those of the
preceding quarters, including comparable quarters. Our expense level. are based, in part, on expectations
as to future sales. Ifsales are bolow expectations, operating results are likely to be adversely affected. As •
result, we believe that period-to-period comparisons of our results of operations are not necessarily

./
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meaningful and should not be relied upon as indications of future performance. Due to all of the foregoing
factors, it is likely that in some future quarters our sales or operating results will be below the expectations
ofpublic market analysts or investors. In such even~ the market price of our Ordinary Shares would likely
be materially adversely affected.

Liquidity and Capital Resourees

Since inception, our financing requirements have been met primarily through cash generated by
operations, funds generated by private equity investments in 1990 and 1991, our public offerings in 1993
(approximately 524.5 million) and 1995 (approximately 537.5 million), our issuance of converuble
subordinated notes in 1997 (approximately 571.8 million) and our public offering in 1999 (approximately
5254.8 million), as well as funding from the Office of the ChiefScientist and BIRD. In addition. we also
financed our operations through borrowings under available credit facilities as discussed below. We intend
to meet cur anticipated increases in capital expenditures and working capital requirements with cash-on~

hand and proceeds from the Offering.

We have used avallable funds primarily for working capital. In 1998, funds were used to increase
inventories by approximately $l.S million and trade receivables by approximately $35.2 million. The
increase in inventories in 1998 represented increased component purchases to meet higher production
levels and an increase in work-in-proteSS and finished products. primarily related to customer orders
planned for shipment early in the following quarter. Funds were also used to increase investment in
companies by approximately 514.2 million (including 58.5 million in loans to an associated company and
52.7 million from deconsolidation of the investment in GVI) and property, plant and equipment by
approximately 515.8 million in 1998. This increase in property, plant and equipment represents a portion
ofour investment in our new facility in Petah Tikva. Israel, as well as additional purchases of computer
and electronic equipment and office furniture and equipment. Approximately $3.9 million was provided
by an increase in trade payables, approximately $24.0 million was provided by a decrease in other
receivables and an increase in accrued expenses, approximately $5.7 million was used to decrease other
payables, and approximately 520.4 million was provided by short term bank credit.

As ofDecember 31,1998, we had approximately $7.6 million in cash, cash equivalents and
shon~term bank deposits and approximately 40.7 million of long-tenn bank: deposits, compared to .
approximately $26.1 million in cash, cash eq,uivalents and shan-term bank deposits and approximately
40.0 million oflong-term hank deposits as of December 31, 1997. Our ratio of shareholders' equity ro
total assets as of December 31, 1998. increased to S3.70A from 51.1% as ofDecember 31, 1997.

As ofDecember 31,1998, we had a bank line ofcredit ofapproximately 520 million with Israel
Discount Bank Ltd. (an affiliate ofone ofour major shareholders), under which approximately $11.4
million of short·term debt was outstanding as of that date. We also had a bank line of credit of
approximately 526.5 million with Bank Leurni Le Israel B.M., under which approximately 511.6 million
ofshort·term debt was outstanding as of December 31,1998. The sbort·term hank credits are secured by a
negative pledge prohibiting us from selling or otherwise transferring any assets except in the ordinary
course ofbusiness. from placing a lien on our assets without the bank's consent and from declaring
dividends to our shareholders.

In 1997, funds were used to increase inventories by approximately 514.5 million, trade
receivables by approximately 512.9 million, and other receivables by approximately $4.1 million. The
increase in inventories in 1997 represented increased component purchases to meet higher production
levels and an increase in work-in-process and finished products, primarily related to customer orders
planned for shipment early in the following quarter. Funds were also used to increas~ investment in
companies by approximately 53.5 million and property, plant and equipment by approximately 525.9
million. nus increase in property. plant and equipment in 1997 represents a portion of OUI investment in
our new facility in Petah Tikva. Israel, as well as additional purchases of computer and electronic
equipment and office furuiture anlkquipment. Approximately 51.7 million was provided by an increase
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in trade and OthCI payables and approximately $2.3 million was provided by an increase in accrued
e.xpenses.

The convertible subordinated notes thaI we issued in May 1997 represent unsecured general
obligations, and arc: subordinate in right of payment to certain other ofour obligations and are convertible
into Ordinary Shares. The notes bear interest at an annual rate of 6.5% and will mature on June 1, 2004,
unless redeemed earlier al our option, repurchased by us at the option of the holder upon the occurrence of
certain designated events or converted into Ordinary Shares at the option of the hnlder. The notes do nol
impose any financial covenants Dr any restrictions on the payment of dividends, the repurchase of
securities or the incurrence of senior indebtedness or other indebtedness. Sec Note 8 afNotes to the
Consolidaled Financial Stalements.

We expect that the principal uses of our cash during 1999 will be for working capital, capital
expenditures and expenses related to the integration of Spacenet. In addition. our uses ofcash will include
the expansion of our manufacturing, testing, quality control, delivery and service capabilities in Israel,
expansion of our international marketing activities, research and development, and additional capital
investment for our service-based offerings.

Acquisition of Spacenet

On December 31, 1998, we completed the acquisition of Spacene~ a eompany engaged in
providing VSAT·based network services and prinr to the acquisition, a wholly-owned subsidiary of GE
Amcricom. The transaction was completed pursuant to an Agreement and Plan ofMerger entered into on
September 25, 1998, between Gila~ GE Americom, and Spacenel. We acquired Spacenet from GE
Americom in exchange for 5 milllon shares of newly issued GHat ordinaIY shares. The acquisition was
structured as a merger intended to qualilY as a "tax-free" reorganization. See Item 13: "Interest of _ po 7'0
Management in Certain Transactions-Merger-Related Agreements-The Tax Matters Agreement.' ,

Prior to the acquisition, Spacenet was the single largest customer for our equipment. Spacenet
purchased our VSAT products in order to incorporate them into Spacenet's VSAT-based network service
offerings. Aggregate sales to Spacenet represented approximately 28%, 34% and 45% ofOilat's total sales
in 1996, 1997 and 1998, respectively.

The acquisition of Spacenet has enabled Gilat to expand from primarily manufacturing and
selling VSAT equipment to becoming a provider ofcomplete end·to.end telecommunications and data
networking solutions based on VSAT satellite earth stations. We believe that this acquisitiongrcatly
enhances our ability to develop and offer new"products and services and to maintain our position as one of
the leaders in the VSAT industry, especially since our major competitor is also a provider ofboth
equipment and services. The Spacenet acquisition has added a significant customer base in the United
Stales. EUrope, Asia and South America and accesS 10 Spacenet's other relationships in the global VSAt
indUS\Iy.

As part ofthe acquisition. we entered into·several significant agreements with GE. ~-'"1:') 1" '7S
"Interest ofManagemenI in Certain Transactions-Merger-Related Agreements." In additio;;;-as parter
the Spacenet acquisition, we acquired certain advanced VSAT lechnology developed under the name
Turbosa!. We plan to utilize the Turbosallechnology in a new product and market this lechnology under
our own name. See Item I: "Description ofBusiness - Products and Services .. - New Product Under
Development. ,. -
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'In~Process'Research and Development.

. On December 31, 1998, we completed the purchase of Spacenel for $190 million. A major value
enhancing asset acquired in the Spacenet acquisition was the technology developed by Spacenet as part of
its planned new Turbosat product. At that time. we planned to utilize the Turbosat technology in a new
product.

As part of the process of analyzing the purchase of Spacene~ management made a decision to
buy technology that had not yet been commercialized rather than develop the technology internally. Our
management based this decision on factors such as the amount of time it would take to bring the
technology to market and the quality of the Spacenet research and development effort. We also
considered our own resource aUocation and our progress on comparable technology. Our management
expects !o use the same decision process in the future. The allocation to in'"Process research and
development of $80 million represents the estimated fair value using the methodology described under
"Valuation Assumptions" below,

At the time of the acquisition, the Turbosat technology, though nol yet fully developed, was
intended to increase throughpu~ expand product features to serve additional applications and reduce cost.
The technology was also~ to accommodalc changes in customer's performance and application
rcquirements through its ability to be upgraded 10 a satellite multimedia p1alform or a terresIrial router.
One ofthe most important fcatures of the acquired Turbosal technology is that it enables a wide range of
flexibility through the application ofspread speclrom and CDMA technologies as the satellite access
method. The potential integration of CDMA technology into our new VSAT platfonn remains one of the
serious hurdles to successfully completing the development of the Turbosat technology. Other
distinguishing features are its advanced level capability for data, audio and video broadcasting.

At the time of the acquisition and now, we believe the Turbosat technology will be targeted at a
new customer base for us which has very different requirements than the market served by Gilat's
existing Skystar Advantage - the small home office market and aportion of the market previously
captured by frame relay technology.

Substantial progress had been made related to the research and developmenl of Turbosat
technology at the acquisition date. The major achievements related to this product-at the time included
functional and production ready VSAT ODU, VSAT IOU case,lOU motherboard, hub modulalor,
UNICOM cards and NMS and 1P protocol suites. The subset ofsoftware features had been delivered and
was operating in beta testing. The completed hardware and software components comprise a large pan of
the Turbosat system. We estimated that between 70% and 75% ofthe final Turbosat technology was
complete as afthe acquisition closing date. The primary remaining risks at the acquisition date were
divided between completion ofoutstanding hardware. stress testing of software and full integration,
including of the CDMA technology. Of the hardware. only two major components were incomplete. the
hub demodulator and the modern ASIC for the remote modem card.

. At the time of the acquisitio~ we expected the full software feature to be complete in late first
quarter 1999 and a fully integrated Turbosat to be ready for release by lune 1999. at whioh time we
expected to begin generating economic benefits from the value ofthe completed development associated
with the in-process research and development. At that time, we also expected that ifsuccessfully
completed, the new product incorporating the Turbosat feature set would be marketed by us under the
Skystar Advantage trademark while maintaining backward compatibility.

Since the acquisition, the research and development of Turtosat technology bas progressed, with
most ofTurbosat's improved functionality and features completed and the technology integrated (other
than CDMA) into a new product platform. Skystar Advantage TG (Turbo Generation), which is being
implemented for the USPS network.

66

FOR PUBLIC INSPECTION FCC2A000000371



c....f •t '(.., hOtj Prior to the acquisition. Spacenel had incurred approximately S20 million in Turbosal
_.~ e" .... Jetelopmcnt-relatcd costs, At the acquisition ~tc. costs to complete the research and development efforts

';1.0 ~~ related to Turbosal were expected to be approxllnately S6 million, which continues to be management's
." f. J0 estimale.

Management estimales thal the remaining Turbosal technology development will be completed
during the fourth quaner of 1999, excluding integration of the COMA technology, for which we are
directing research and development activities DVer the next 12 months.

In developing our financial projections offuture revenues and costs, we included the positive
impact of the introduction of the new SkyNr Advanlage with Turbosal feature sel on our future earnings
estimates and our capability to expand in new markets, including the small home office market. We are
reasonably confident in the successful completion ofthe development of the Turbosat technology. See
"Risk Factors - Risks associated with Dew product research and development in process at Spacenet."

ValuatioD AssumptioDs

We estimated the fair value of in-process research and development using an income approach.
This involved estimating the present value ofthe estimated after-tax cash flows expected to be generated
by the purchased in·process research and development, using risk adjusted discount rates and revenue
forecasts as appropriate. Product revenues attributable 10 the Turbosal technology were estimated to be
S1l8 m111ion in 1999 and to grow thereafter through the end of the product's life in 2005 as new product
technologies are expected to be introduced by us. Product revenue growth was expecled to decrease
gradually from 42% in 200110 15% in 2003 and 6.9% in 2005. Service revenues and lease payments
were expected lo continue al a declining rate through the year 201 I. Revenues were estimated based on
relevant market size and growth factors, expected industry trends, individual product sales cycles,
maintenance arid service life and the estimate life of the product's underlying technology, Product costs
included hardware. installation, space segment fees, and maintenance costs. Estimated operating
expenses included cost ofgoods sold. seIling. general and administrative expenses and engineering
expenses. The estimates were consistent with historical pricing, margins and expense levels for OUT other
products.

The selection ofthe discount rate was based on consideration ofa weighted average cost of
capital, as. well as other faclors including the technology's usefu1life, profitability level, uncenainty of
advances, and stage of completion. A risk adjusted discount rate of40% was utilized to discount projected
eash flows.

Only a proportional value consistent with the technology's already completed development eft"on
was considered in"Pr0ce5S research and development for financial reporting purposes. Value associated
with the technology's remaining development el1'on was nOI included in the valuation. We further
believed thaI the estimated in process research and developmenl amount determined represented fair value
and did not exceed the amount a third party would pay for the project.

We allocaled anticipated cash flows from an in-process "'search and development project to
reflect contributions of the core iofrastructure technology. At the dale of acquisition, the Turbosal
technology for which a value had been assigned to in-process research and development el1'orts had not yet
reached technological feasibility and had no allernative future uses. AocordinglY,lhe value allocated to
this R&D pruject was capitalized and immediately expensed at acquisition. If the project is nol wholly
successful or not fully completed in a timely fashion,. management's prodUct pricing and growth rates may
nOI be achieved and we would not realize the financial benefits expected from the project al the time of the
acquisition.
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Based on an independent appraiser's report obtained by management, on December 31, 1998, we
r,,"orded a charge of S80 million for the write-off of acquired in-process research and development
associated with the Spacenct acquisition. In-process research and development expenses arise from new
product development projects that arc in various stages of completion at the acquired enterprise at the date
of acquisition. See "Risk Factors - Potential change in allocation of purchase price of Spacenet
acquisition,"

Year 2000 and Euro Compliance Risk

The Year 2000 issue arises from computer programs using two digits rather than four to define
the applicable year. Date-sensitive software may recogni2e a date using "00" as the year 1900 rather than
the year 2000. This could result in system failures or miscalculations causing disruptions of operations,
including. among others. a temporary inability to process transactions, send invoices, or engage in similar
normal business activities. Eum compliance issues arise from the upcoming conversion of many European
monetary systems to the use of the euro as the national c:unency ralher than their current currency. We
have been identifying corrections to software thet need to be made to avoid a Year 2000 or euro
compliance problem. We are also working wilh our vendors to ensure thet their products become Year
2000 and euro compliant We expect to correct all ofour internal Year 2000 compliance issues prior to
January 1, 2000 and to ensure curD compliance in a timely manner, but it is presently not known whether
OUT vendors will be fuHy compliant at that stage. Any failure by us Of our vendors to resolve any Year
2000 or euro compliance issues on a timely basis could have a material impact on our ()perations. Costs of
Year 2000 compliance, while significant, are nol expected to be material, although charges by vendors or
third party service providers for Year 2000 and euro compliance matters cannot CUIlently be estimated.. In
accordance with Emerging Issues Task Force Opinion No. 96-14 of the Financial Accounting Standards
Board of the United States, .,Accounting for the Costs ofModifying Computer Software for the Year
2000." we will expense all costs as incurred.

Impact of Inflation and Currency Fluctuations

Almost all of our sales are made in dollars and most ofour expenses are in dollars and NIS. The
dollar cost ofour operations in Israel is influenced by the extent to which any increase in the rate of
inflation in Israel is not offset (or is offset on a lagging basis) by a devaluation of the NlS in relation to the
dollar. The influence on the dollar cost of our operations in Israel relates primarily to the cost of salaries
in Israel. which are paid in NIS and constitute a substantial portion of our expenses in NlS. In the past
several years, the inflation rate in Israel has exceeded the rate of devaluation ofthe NIS against the dollar,
although during 1997 and 1998 the rate of devaluation of the NlS against the dollar exceeded the inflation
rate in Israel. FOf example, during 1995 and 1996, the rate ofinflation in Israel was &.1% and 10.6%,
respectively, while the NlS was devalued against the dollar by 3.9% and 3.7%, respectively. Although this
trend was reversed during 1997 and 1998 (when the rate of inflation was 7.0% and 8.6% respectively and
the rate ofdevaluation was 8.8% and 17.6% respectively), there can be no assurance lhat this reversal will
continue. If future inflation in Israel exceeds the devaluation oflhe NlS against the dollar or if the timing
of such devaluation lags behind increases in inflation in Israel. we may be materially adversely affected.

In addition, we pay for the purchase ofcertain components ofour products in Japanese yen. As a
result, an increase in the value afthe Japanese yen in comparison to the dollar could increase the cost of
sales. We have entered into a hedging agreement wilh our principal Japanese supplier in an effort to
reduce the effects of fluctuations in the exchange rate. although there can be no assurance that such
agreement will effectively hedge our Iapanese yen exposure.
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Effective Corporate Tax.: Rate

Israeli companies are generally subject to income tax at the rate of36% of~ble income.
However, SIlbstantially all of our production facilities in Israel bave been granted Approved Enterprise
status under the Law for Encouragement of Capital Investments, 1959, and consequently are eligible for
certain tax benefits for the first several years in which they generate taxable income. We currently have
eight Approved Enterprises, and bave applied for approval for a ninth enterprise. Income derived from the
eight Approved Enterprises is entitled to tax benefits for periods of7 years (in the case of two of the
enterprises) or 10 years (for the remaining six enterprises), from the first year in which we generate
income from the respective Approved Enterprise, on the basis ofthe nature of the incentives selected by
us. The period of reduced tax for the ninth enterprise, ifapproved, is expected to be 10 years, although the
terms ofthe approval may provide for a different period. The main tax benefits are a tax exemption for
two or four years and a reduced tax rate of 15% to 25% for the remainder of the benefits period. At, a
result of these programs, our effective corporate tax rate was 0% in 1993, 2.1% in 1994,0% in 1995,
1.5% in 1996.0.8% in 1997 and in 1998 we had a loss due to restructuring charges, write offs associated
with restructuring and expenses related to acquired research and development. We anticipate that a
majority of our income for 1999 will be tax-exempt, while the balance will be taxed at a reduced rate of
15%t025%.

ITEM 9A: QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT
MARKET RISK

General

The currency of our primary economic environment is the dollar. However. we have balances and
activities in other currencies. We are therefore exposed to market risks arising from changes in currency
exchange rates and interest rates.

From time to time. we use financial instmments and derivatives in order to limit our exposure to
risks arising from changes in exchange rates between the dollar and the NlS and other currencies and in
interest rates. However, we cannot assure that the use of such instruments will eliminate our exposure to
additional exchange rate or interest rates risks.

Exchange Rate Risk Management

Our functional currency and thet of most of our subsidiaries is the dollar. Accordingly, we
attempt to protect ourselves against exposure arising from the difference between assets and liabilities in
each currency other than the dollar C'Balance Sheet Expe5lltC"). We strive to limit our exposure through
"natural" hedging, i.e., attempting to maintain slmilar levels of assets and liabilities in any given
currency, to the extent possible. However, this method or "natural" hedging is not always achievable.

The table below details the balance of the Balance Sheet Exposure by currency:

1999
Liabilities short tenn fin thousands)
Variable rate debt:
In dollars S9,700
Average interest rate 5.37-5.537%

inNIS SI2,670
Average interest rate 14.2-14.4%
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Interest Rate Risk Management

Due to the existence of assets and liabilities with different interest rates and maturity dates, we
are exposed to changes in interest rates.

The table below details the balance of the Balance Sheet Exposure by currency and interest rates:

lY99 2000 2001 Maturity
Unknown

Assets: (in thousands)
Shonterm: 51,000
Fixed rate
Interest rate 0%

Longtenn: 540,701 57,500
Fixed rate
Interest rate 5.76-6.670/. 0%

Liabilities:
I) long-term

fixed rate debt-
In dollars 575,000
Interest rate 6.5%

2) shon-term
variable rate debt-
In dollars 59,700
average interest rate 5.37-5.537%

InNIS $12,670
averaEe interest rate 14.2-14.4%

Interest rate option(·) 520000

(0) In May, 1997 we bought a three year call option to protect us in the event the Lihor interest rate
exceeds 7.5%. Upon the exercising of the option, we will be entitled to the difference between the then
Liber interest rate and 7.5%, roultiplied bi520,OOO,000.

In 1998, we made the following loans to an associated company:

(i) Short-tenn loan in the amount of$I,OOO,OOO which does not bear interest. The alternative
interest rate is S% per annum.

(ii) Long-tenn loan in the amount ofS7,SOO.OOO which was given in conjunction with our
investment in that associated company. The loan does not bear interest and is without a maturity date.

In February 1999, the Company raised net proceeds ofapproximately $255 million in the
Offering. A portion of the proceeds was used for working capilal and other purposes. The remaining
portion of the proceeds was invested in short- and long-term (up to two years) dollar deposits, so the
Company has no currency or interest exposure from these deposits.
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ITEM 10: DIRECTORS AND OFFICERS OF REGISTRANT

Directors and Executive Officers

Our directors and executive officers and key executives of our subsidiaries as of June 16. 1999 arc
as follows:

None Au Position
Y001 Gat(I)(2) 47 Chairman of the Board ofDirectors and ChiefExecutive

OfIicer
Amiram Levinberg(I)(2)....... 43 President, ChiefOperating OfIicer and Director
Shlomo Tirosh(3) 53 Director
Dov Tadmor(I)(3)(4) 69 Director
John Connelly(4)................... 55 Director
Dr. Gideon Kaplan................ 43 Vice President, Technology
Yoav Leibovitch.................... 41 Vice President,. Finance and Administration and Chid

Financial Officer
Erez Antebi........................... 39 Vice President, Marketing and General Manager for Asia, Australia and Africa
Joann R. Blasberg 47 Vice President and General Counsel
Alan Freece........................... 51 ChiefExecutive Officer and President, Gilat Florida
Sheldon Revkin..................... 55 President and ChiefOperating Ollicer, Spacenet
David R. Shiff....................... 41 Vice President, Sales and Marketing, Spacenet

(I) Member of the Stock Option Committee.
(2) Member of the Compensation Committee.
(3) Member of the Audit Committee.
(4) Mr. Tadmor is a nominee ofDlCFM and PEC and Mr. Connelly is a nominee ofGE Americam,

pursuant to a voting agreement among certain of the principal shareholders ofGilat concerning the
election ofdirectors.

Yael Gat is a coefounder of Gilat and has been its ChiefExecutive Officer and a Director since
Gilat's inception and since July 1995 has served as the Chairman of the Board ofDirectors. Mr. Gat is a
member of the Stock Option and Compensation Committees of the Board. Until July 1995, Mr. Gat also
served as the President of Gilat. From 1974 to 1987, Mr. Gat served in the Israel Defense Forces ("IDF").
In his last position in service, Mr. Gat was a senior electronics engineer in the Israel Ministry ofDefense
("lMOD"). Mr. Gat is a two-time winner of the Israel Defense Award (1979 and 1988),lsrael's most
prestigious research and development award. Mr. Gat is also Chainnan of the Board ofDirectolS of
KSAT, in which Gila, holds a minority interest. Mr. Gat also serves as the Chairman of the MOST
Consortium and is a director of !LAN·GAT Engineering Ltd., a civil contracting company whose shares
are publicly traded on the Tel Aviv Stock Excbange and of which members of his family are major
shareholders. Mr. Gat is also a director of Gilat Connounications Ltd. ("Gilat Connounicatinns"), which
is a provider of sateUite-based communications services and interactive distance learning systems
worldwide, and in which certain of the principal shareholders are principal sbareholders of Gilat. Mr. Gat
received a bachelor of science degree in electrical engineering and electronics from the Technion-Israel
Institute ofTechnology and a masters degree in management science from the Recanati Graduate School
of Business Administration ofTel Aviv University. where he concentrated on infonnation systems.

Ami,am Levinberg is a co-founder of Gilat and has been a Director and Chief Operating Officer
since inception, and since July 1995 has served as President. Mr. Levinberg is a member afthe Stock
Option and Compensation Committees of the Board. Until July 1995, he served as Vice President of
Engineering. In this capacity, he supervised the development of Gilat's OneWay and Skystar Advantage
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VSATs. Mr. Levinberg is also a director of Gilat Communications. From 1977 to 1987, Mr, Levinberg
served in a research and development unit of the IDF, where he managed a large research and
development project. He was awarded the Israel Defense Award in 1988. Mr. Levinberg is a graduate of
the Technion, with a bachelor of scienee degree in electrical engineering and electronics and masters of
science degree in digital communications.

Shlomo Tirosh is a oo-founder of Gilat and has been a member of the Board ofDirectors since
incePtion, serving as Chairman of the Board ofDirectors until July 1995, Mr. Tirosh is a member of the
Audit Committee of the Board. Sinee July 1990, Mr. Tirosh has selVed as Chairman ofthe Board, Chief
Executive Officer and President of Gilat Communications. From 1954 to 1987, Mr. Tirosh SCIVed in the
IDF, where he held a variety ofprofessional and field command positions (retiring with the rank of
colonel). From 1980 to 1985, he headed a large rescareh and development uni~ and from 1985 to 1987, he
managed a large-scale lechnology project for the !MOD. In 1988, he received the Israel Defense Award.
Mr. Tirosh holds a bachelor of arts degree (summa cum laude) in economics from Bar-llan University in
Ramat Gan.

Dov Tadmor has been a Director of Gilat since July 1994 and is a member of the Audit and Stock
Option Committees of the Board. Mr. Tadmor has solVed as Managing Director ofDIC and D1CFM from
1985 until March 1999. Mr. Tadmor is Chairman of the Boards ofDirectors ofScitex Corporation Ltd.
and a member of the Boards of Directors of IDBH, IDBD, Cellcom (Israel) Ltd., NICE Systems Ltd. and
EI-Yarn Ships Ltd. Mr. Tadmor holds a bachelor of law degree from the School ofLaw and Economics in
Tel Aviv,

John Connelly was appointed a Director in January 1999. Since 1992, Mr. Connelly has selVed
as Chairman and ChiefExeeutive Officer of GE Americom. Mr. Connelly joined the General Electric
Company in 1967, and has served in a number of capacities at General EJectric and its affiliates since that
time. Mr. Connelly holds a bachelor of science degree form Niagara University and a masters in business
administration from St. lohn~s University.

Gideon Kaplan joined Gilat in 1989 as Vice President ofTechnology. From late 1987 to 1989,
Dr. Kaplan was employed as a research engineer with QUALCOMM, Inc., a mobile satellite
communications and cellular radio company. From 1978 to 1987, Dr. Kaplan served in a research and
development unit of the IDF and received the Israel Defense Award in 1984. Dr. Kaplan received a
bachelor of science degree in electrical engineering. a master of science degree and doctorate in electrical
engineering from the Technion.

Yoav Leibovitch joined Gilat in early 1991 as Vice President of Finance and Administration and
Chief Financial Officer, Since joining Gilat, Mr. LeJ.bovitch has also served as acting ChiefFinancial
Officer ofGilat Inc. He is a directorofGVT. From 1989 to 1990, Mr. Lcibovitch worked in the United
States al Doubleday Books and Music Clubs as special advisor for new business development. From 1985
to 1989, he was the Chief Financial Officer of a partnership among Bertclsmann, A.G.. a large German
media and communication company; Clal Corporation, a major Israeli industrial holding company; and
Yediot Aharono~ an Israeli daily newspaper. Mr. Leibovitch is a graduate of the Hchrew University of
Jerusalem with a bachelor of arts degree in economics and accounting. and a masters degree in busincss
administration specializing in finance and banking. Mr. Leibovitch is a Certified Public Accountant in
Israel.

Erer. Antebi currently serves as GHat's Vice President. Marketing and General Manager for Asia,
Australia and Africa. From September 1994 until the beginning of 1998, he selVed as Vice President and
General Manager of Gilatlnc. Mr. Antebi joined Gilat in May 1991 as product manager for the Skystar
Advantage VSAT product. From August 1993 until August 1994. he selVed as Vice President
Engineering and Program Management of Gilallnc. Prior to joining Gila~ Mr. Antebi worked for a
private importing business from 1989 to 1991, after having selVed as marketing manager for high
frequency radio communicatio,ns.Jor Tadiran Limited, a defense electronics and telecommunications
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company, from 1987 to 1989 and as a radar systems development engineer at Rafac:l. the research and
d.evelopment and manufacturing ann of the InF, from 1981 to 1987. Mr. Anlebi received a bachelor of
science degree and master of science degree in electrical engineering from the Technion.

Joan" R. Blasberg joined Gilat in August 1995 as Vice President and General Counsel. Prior to
joining Gila~ Ms. Blasberg was a partner in the firm ofKleinhendler & Halevy, Israeli counsel to Gila~

having been associated with that firm from May 1987. Prior to immigrating to Israel in December 1986.
Ms. Blasberg was an associate with the firms ofSiff& Rosen from May 1984 and Kronish Leib Weiner &
Hellman from August 1982 until May 1984. Ms. Blasberg served as Principal Law Clerk to ChielJudge
Lawrence H. Cooke of the New York State Court of Appeals from 1979 to August 1982. Ms. Blasberg
received a law degree in 1979 from Brooklyn Law School (summa cum laude) and received a bachelors
degree in sociology from Queens College.

.A/an Free.. joined Gilat Florida in July 1997 as President and became ChielExecutive Officer
of that company in January 1998. Prior to joining Gilat Florida, Mr. Freece was Vice President of
Marketing and Business Development at Spacenetfrom 1995 to 1997. From 1984 to 1994. Mr. Freece
served in several capacities, including Vice President ofMarketing and Sales and President for Scientific
Atlanta Private Networks VSAT Division. From 1973 to 1984, he was with Harris's Satellite
Communications Division. Mr. Freecc: received a bachelor of science degree in electrical engineering from
the University oflllinois and a masters degree in business administration from the University ofFlorida.

She/do" (Shelly) Revkm joined Spaccnet in January 1999. as President and ChiefOperating
OIDcer. Prior to joining Spacene~ Mr. Revkin was Senior Vice President and General Manager of the
Wireless Networks Division ofHughes Network Systems,lnc. (HNS). Mr. Revkinjoined HNS in 1978
and held several executive-level marketing. sales and operations positions within the company. Revkin
holds a bachelor of science degree in electrical engineering from Pratt Institute in New York City. a
master of science degree in electrical engineering from Polytech University in Brooklyn. New York, and a
master ofbusiness administration degree in finance and marketing from Lynchburg Conege in
Lynchburg. VA. Revkin is a member ofEta Kappa Nu, Tau Beta Pi, and the Institute ofElectrical and
Electronics Engineering (IEEE).

David R. Shi/ljoined Spaccnet in December 1998, as Vice President of Sales and Marketing.
Prior to joining Spacenct. Mr. Shiff spent 15 years with Hughes Network Systems, a division of Hughes
Electronics. For the last two years he served as Assistant Vice President. North American Sales, for the
Satellite Networks Divisions ofHNS. Mr. Shiff holds a degree in mechanical engineering from the
University ofWisconsin.

Terms of Directors

Directors are eJected at the annual shareholders meeting to serve until the next annual meeting of
the shareholders and until their respective successors are elected and qualified Our Articles of
Association provide that the directors may appoint additional directors (whether to ftll a vacancy or to
expand the Board). Our Articles of Association provide that the Board may delegate all of its powers to
committees of the Board as it deems appropriate. subject to the provisions of the Israeli Companies
Ordinance (New Version) 1983, as amended (the "Companies Ordinance"). Officers of Gilat serve at the
discretion of the Board or until their successors are appointed.

Alternate Directors

Our Articles ofAssociation provide that a director may appoint. by written notice to GHat,. any
individual (whether or not such person is then a member of the Board) to serve as an alternate director.
subjcclto the consent ofthe Board if the alternate is not then a member of the Board. Any alternate
director shall have all of the rights and obligations of the director appointing him or her. except the power
to appoint an alternate (unless oth6wise specifically provided for in the appointment of such allernate).
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The alternate director may not act at any meeting at which the director appointing him or her is present
Such alternate may act as the alternate for several directors and have the corresponding number ofvotes.

.Unless the time period or scope of any such appointment is limited by the appointing director, such
appointment is effective for all purposes and for an indefinite time, but will expire upon the expiration of
the appointing director's term. Currently, no alternate directors have been appointed.

Board Compensation

By resolution of the Board and the shareholders adopted in 1996, directors who are not executive
officers receive annual compensation of $10,000 for their services on the Board or any committee thereof
beginning in 1996. All aCthe non-management directors arc reimbursed for their expenses for each Board
meeting attended.

Pursuant to the listing requirements of the Nasdaq National Marke~ Gila! is required to have at
least two independent directors on our Board ofDircctors and to establish an audit committee, at least a
majority ofwhose members are independent ofmanagement Messrs.Tadmor and Tirosh. both of whom
we believe are independent ofmanagement, currently serve on the Audit Committee of the Board,

ApprOVal of Certain Transactions undertbe Companies Ordinance; Audit Committee

We are subject to the provisions of the Israeli Companies Ordinance. The Companies Ordinance
codifies the duty of care and fiduciary dnties which an Office Holder has to the company. An "Office
Holder" is defined in the Companies Ordinance as a director, managing director, chiefbusiness manager,
executive vice presiden~ vice presiden~ other manager directly subordinate to the managing director and
any other person assuming the responsibilities of any of the foregoing positions without regard to such
person's title. The Office Holders ofGilat currently include each of the persons described above WIder
"Directors and Executive Officers." Under the Companies Ordinance, all arrangements as to
compensation of Office Holders who are not directors require the approval of the company's Board.
Arrangements as to compensation for Office Holders who are directors require the approval of the Audit
Committee and the Board ofDirectors and if the Office Holders are also shareholders, the approval of the
shareholders a! a general meeting.

The Companies Ordinance requires that certain transactions, actions and arrangements be
approved as provided for in a company's Articles of Association andlor by an audit committee of the
company's board, a majority ofwhosc members do Dot individually hold more than 5% of the company's
shares and none ofwbom are employees of the company, as well as by the board itself. We have appointed
the Audit Committee, which we believe complies with the criteria set forth in the Companies Ordinance.
Certain transactions also require. in addition to Audit Committee and Board approval, approval by our
shareholders at a general meeting.

The disclosure provisions of the Companies Ordinance require that an Office Holder promptly
disclose any direct Dr indirect personal interest that he Dr his affiliates may have, and all related. material
infonnation known to him. in connection with any existing or proposed transaction by the company. In
addition, if the transaction is an extraordinary trnnsaetlon (as defined in the Companies Ordinance), the
Office Holder also must disclose any personal interest held by certain of the Office Holder's relatives. If
the Office Holder complies with such disclosure requirements, the company may approve the transaction
in accordance with the provisions of its Articles of Association. Ifthe transaction is with a third party in
which the Office Holder has. personal intere~ the approval must confirm that the Office Holder acted in
good faith and the transaetlon is not adverse to the company's interest In addition, if the transaction is an
extraordinary transaction, then in addition to any approval required by the Articles ofAssociation, it also
must be approved by the company's audit committee, its board and, in certain circumstances, the
shareholders of the company at a general meeting. The vote of a majority of the disinterested directors of
the audit committee and the board participating in a duly convened meeting is required for approval of
wch matters. ,./
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Office Holders who have a personal interest in a matter which is considered at a meeting of the
board or the audit committee may not be present at such meeting, may not participate in the discussions
and may not vote on any such maller.

For information concerning the direct and indirect personal interests ofcertain of our Office
Holders and principal shareholders in certain transactions. see Item 13: "Interest of Management in
Certain Transactions. n

IndemnificatioD

Our Articles of Association include a provision to the effect tha~ to the extent pennilled by the
Companies Ordinance, we may (i) procure insurance for or indemnify any Office Holder, provided that
the procurement ofany such insurance or provision of any such indemnification, as the case may be, is
approved by the Audit Committee and otherwise as required by law and (ii) procure insurance for or
indenmify any person who is not an Office Holder, including, without limitation, any employee. agen~
consultant or contractor who is not an Office Holder. We have obtained directors' and officers' liability
insurance covering our officers and dinectors and those of our subsidiaries for certain claims.

ITEM 11: COMPENSAnON OF DIRECTORS AND OFFICERS

Compensation of Diredon and Officers

The following table sets forth the aggregate compensation paid to or accrued on behalf of all of
oW' directors and officers as a group for the year ended December 31, 1998:

All directors and officers as a group (17 persons·).

Sal..-Ies. Fees. Di~do"' Feu.
COmmissions Ilfld Bo"usa

$ 3,390,712

Pension. Retirement
and Sbnlln Benefit:l

$ 795,494

·including one person who ceased being an officer in 1998. one person who ceased being a director in 1999 and one
penon who ceased being an officer in 1999

Through Iune 16, 1999, we had granted options under the Stock Option Plans to our then officers
and directors for a total of 1,035,100 Ordinary Shares, of which 104,012 have been exercised. See Item
12: "Options to Purchase Securities from Registrant or Subsidiaries."

By Board and sharebolder action in Iu1y and August 1994, respectively, we authorized future
bonuses to four of our executive officers. two ofwhom are also directors. Such bonuses shall be paid as
follows: ifour consolidated operating income (as defined in the resolution of the Board and the
shareholders) in any year through December 31, 1999 is greater than $10 million, we will pay such
officers an aggregate one-time bonus in N1S equal to $510,000, linked to the Israeli cpr (plus an amount
equal to any taxes payable on such bonus). The bonus will be divided among them as set forth in
resolutions of the Board and the shareholders meeting. The bonus, which was to be paid as soon as
practicable after the end of the year in which the operating income exceeded 510 million, was paid in
1998. By Board and share1lolder action in Iune and August 1995, the Board was also authorized to grant
annual bonuses to two officers who are also directors. In Febrwuy 1997, the Board, subject to the approval
of the shareholders at the next annual general meeting, authorized an amendment to the annual bonus
provision, to exclude merger and acquisitioo costs in calculating nel profit for bonus purposes. In May
1999, the Board, subject to approval at the next annual general meeting, authorized the grant ofa bonus to
an officer who is also a director in recoguition ofhis ell'orts in completing the Offering.
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Management Employment Agreements

Yeel Gat and Amiram Levinberg, two of our co-founders, are CUl'Tently employed under
employment agreements renewable annnally on December 31 of each year. The employment agreements
are subject to earlier termination by each officer upon 60 days' notice to us. The agreements provide for an
adjustment 10 lhe annual bonuses payable to Messrs. Gat and Levinberg under lheir employment
agreements, and Mr. Gat's agreement provides for a personal annual allowance benefit of$150,000 to
cover personal expenses related to extended stays in the United Slates expected to result from lhe
integration of Spacenel Among other provisions. such agreements contain non'"COmpctition and
confidentiality provisions.

Advisory Board

We have authorized an Advisory Board to be composed of senior members of the business and
technology community wilh expertise in areas of our business, who will be expected to advise and assist us
in determining and implementing our strategic course of action. as well as fostering contacts with
potential customers for our products. There are CUl'TenUy no appointees to lhe Advisory Board.

ITEM 12: OPTIONS TO PURCHASE SECURITIES FROM REGISTRANT OR
SUBSIDIARIES

Stock Option Plans

In January 1993, we adopted the Stotk option Plan (Incentive and Restricted Stock options) (the
"19931S01RSO Plan") and Section 102 optionlRestrieted Stock Purchase Plan (the "1993 Section 102
Plan") (collectively, the "1993 Plans"). The 1993 Plans provide for the granting of options andlor rights
to purchase (in lhe c:ase oflhe 1993 Section 102 Plan) up to an aggregate of 318,500 Ordiuary Shares to
our officers, directors. key employees or consultants or any of our subsidiaries.

In June 1995, we adopted lhe following plans, referred to together as the "1995 Plans":

(i) the 1995 Stock option Plan (Incentive and Restricted Stock options) (the "1995
ISOIRSO Plan"), which provides for the granting of incentive and restricted stock options for the
purchase of up to 1,940,000 Ordiuary Shares (increased by 1,820,000 from the original amount
as a resull of resolutions of the Board in July 1996, February 1997, February, September and
November 1998, which were approved by the shareholders in the respective: annual meetings of
shareholders);

(il) the 1995 Section 102 Stock option/Stock Purchase Plan (the "1995 Section 102
Plan' '), which provides for lhe granting of options to purchase up to 1,620,000 Ordinary Shares
(increased by 1,400,000 asa result ofresolutions oflhe Board in July 1996, February 1997, and
February 1998); and

(iii) the 1995 Advisory Board Stock option Plan (the "1995 Advisory Board Plan"),
which provides for lhe granting of options to purchase up to 150,000 Ordinary Shares (decreased
by 20,000 as a result ofresolutions oflhe Board in July 1996 and February 1997).

The purpose of the 1993 Plans and 1995 Plans is to enable us to attract and retain qualified
persons as employees. officers. directors, consulULnts and advisors and to motivate such persons by
providing them with an equity participation in GitalIn addition,lhe 1993 and 1995 ISOIRSO Plans are
designed to afford qualified optionecs certain tax benefits available under the Ueiled Slates Internal

/
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Revenue Code of 1986, as amended (the "Code"). The 1993 and 1995 Section 102 Plans are designed 10
afford qualified optionees certain tax benefits under thc Israel Income Tax Ordinance. The 1995 Advisory
Board Plan is designed to allow for the gnmting ofoptions to members of the Advisory Board. The 1993
Plans will expire on January 27, 2003 and the 1995 Plans will expire on June 29,2005 (10 years after
their adoption), unless tenninated earlier by the Board.

Each of the 1993 Plans and the 1995 Plans is administered by a Stock Option Committee
appointed by the Board. The Stock Option Committee (comprised of Messrs. Gat, Levinberg, Anghel and
Tadmor) has broad discretion. subject to certain limitations, to determine the persons entitled to receive
options Dr rights to purchase under the 1993 Plans and 1995 Plans, the terms and conditinns on which
options Dr rights to purchase are gnmted and the number of shares subject thereto. The Stock Option
Committee also has discretion to detennine the nature of the consideration to be paid upon the exercise of
an option and/or right 10 purchase granted under the 1993 Plans and the 1995 Plans. Such consideration
generally may consist ofcash. or, at the discretion of the Board, cash and a recourse promissol}' notc.

Stock options issued as incentive stock options pursuant to both the 1993 and 19951S0IRSO
Plans will only be gnmted to the employees of Gilat or its subsidiaries. The exercise price of incentive
stock options issued pursuant to both the 1993 and 1995 ISOIRSO Plans must be at least equal to the fair
market value of the Ordinary Shares as of the date of the gnmt (and, in the case Ofoptionees who own
morc than 10% of the voting stock. the exercise price must equal at least 110% of the fair market value of
the Ordinary Shares as of the date of the grant). The exercise price ofrestricted stock options issued
pursuant to the 1993 and 19951S0IRSO Plans and the 1995 Advisory Board Plan must not be less than
the lower of (i) 50% of the book valoe of the Ordinary Shares as of the end ofthe fiscal year immediately
p....eding the date ofsuch grant, or (il) 50% ofthe fair market valoe per share ofOrdinary Shares as of
the date ofthe grant. The price per share under options awarded pursuant to the 1993 and 1995 Section
102 Plans may be any price determined by the Stock Option Committee.

The Ordinary Shares acquired. upon exercise: of an option are subject to restrictions on transfer,
sale or hypothecation. Options are exercisable and restrictions on disposition of shares lapse according to
the tenns of the individual agreements under which such options were granted or shares issued. Ordirwy
Shares as 10 which the rights associated with such shares have not vested will be held by a trustee
designated by us.

As of June 16, 1999, we gnmted options to purchase a total of 306,075 Ordinary Shares under
the 1993 Plans and 3,289,636 Ordinary Shares under the 1995 Plans for an aggregate ofJ,595,711
Ordinary Shares subject to options under such plans. The exercise prices for such options vary from
S8.125 to S55.125 and all such options expire at various times from September 2003 10 May 2009. Of
such options, 1,035,100 options were granted to officers and directors. As of June 16.. 1999. options under
the plans for a IOtaI of 437,765 shares had been exercised.

In December 1992, we granted options outside ofany stock option plan to two then officers. One
officer, who has since again become an officer of an affiliate of Gilat, was granted an option to purchase
24,500 Ordinary Shares, at an exercise price of SO.33 per ordinary share, and the other was gnmled an
option to purchase 33,333 OrdiIW)' 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 June 16, 1999, 16,000 of these
options have been exercised.
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In May 1999, the Board approved the establishment ofa new stock option plan under Section 102
of the lsraellnecme Tax Ordinance with 500,000 Ordinary Shares to he reserved for issuance.
Management was directed to prepare the plan and oblain the necessary regulatory approvals. The
approvals have not yet been oblained and no options have been granted. The plan is also subject to
approval of the next annual meeting.

ITEM 13: INTEREST OF MANAGEMENT IN CERTAIN TRANSACTIONS

Shareholder Registration Right. Agreement. On August 20. 1990, Gilatenlered into a
Preferred Stock Purchase Agreement with Y001 Gat, Amiram Levinherg. Joshua Levinberg, Shlomo
Tirosh and Gideon Kaplan (the "Founders"), Athena Venture Partners L.P. and certain related entities,
DlCFM. PEC and certain individual investors (the "Investors") under which the Investors invested a
total of approximately 53.0 million in exchange for Gilat's Preferred Shares (which Preferred Shares were
converted into Ordinary Shares at the time of Gilat's initial public offering). In connection with such
agreement. we entered into a Registration Rights Agreement pwsuant to which, among other things.

(i) we agreed that at any time after the earlier ofFebruary 28, 1994 or six months after
the effective date of the first registration statement for our initial public offering of securities. the
holders ofatlcast 10% ofthe Ordinary Shares who were parties to the Preferred Stock Purchase
Agreement could request that we file a registration statement for such shares (a •'demand
registration"),

(ii) we agreed to include the Founders' and Investors' Ordinary Shares in a registration
proposed after one year following the first registration (a "company registration"),

(iii) we agreed to pay the expenses ofa demand or company registration (Subject to
certain limitations), and

(iv) the Founders and Investors agreed that during a period to he specified bY us and the
underwriter (but not more than onc year) follo'Ning the effective date ofa registration statement
for the Company's securities, and to the extent requested by us and the underwriter. they would
not directly or indirectly sell or offer the shares held bY them, except Ordinary Shares included in
such registration. provided that all officers and directors and all other persons with registration
rights enter into a similar agreement

Under the Registration Rights Agreemeot, we agreed to indemniljr each of the selling
shareholders and any person who controls any of such shareholders, to the extent permitted bY applicable
law, against any losses arising from any alleged untrue statement ofa material fact or any alleged
omission of a material fact in the registration statement or the prospectus for our public offering in
Octoher 1995 or from any violation by Gilat of the Securities Act or the Exchange Act. Our indemnity
does not cover any losses that arise from any alleged untrue statement or omission or violation made in
reliance upon information provided to us by such selling shareholder. In addition, each of the selling
shareholders agreed to indemnify US and our directors and officers against any losses arising from any
information provided to us bY such selling shareholder for use in the registration statement or the
prospectus. We had oblaine<! insurance covering our officers and directors and the selling shareholders to
the extent permitted by law with respect to certain matters in connection with the registration statement
and prospectus for the Octoher 1995 offering.

Transactions with Gilat Communications. In July 1996, we entered into an agreement with
Gilat Communications Ltd. ("Gilat Communications") under which Gilat Communications has heen
granted non-<:xelusive distribution rights to sell and provide technical support for our products in South
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Mrica. In October 1997, we and Gilat Communications entered into a S-year marketing and purchase
~greement (the "1997 Agreement") that replaced and terminated an earlier agreement entered into in
1993. Pursuant to the 1997 Agreement, Gilat Communications has been granted the exclusive right to
market the lines of satellite communications products and related components and options, and to provide
services with such produets in Israel and areas controlled by the Palestinian Authority. Under the 1997
Agreement, GHat Communications is required to meet certain annual minimum purchase requirements
for each of three specified categories of our products, and during the initial term and any renewal term,
Gilat Communications may not. without our prior written consent. engage in certain activities competitive
with our business. IfGilat Communications satisfies the annual minimum purchase requirements, the
parties are required to enter into good faith negotiatiDns to renew the 1997 Agreement three months prior
to its expiration. In addition, under the 1997 Agreement, Gilat Communications was granted non
exclusive rights to distribute and sell our produets worldwide when and only if Sold as part of, or to be
used in conjunction with. Gilat Communications' products.

Throughout 1998, we sold approximately 53.3 million in equipment to Gilat Communications for
distribution and as a value added rescUer. The sales were in accordance with our standard sale terms and
conditions. Certain of our officers. directors, principal and other shareholders are also shareholders of
Gilat Communications. For more information regarding certain transactions between us and Gilat
Communications, see Notes 9 and IS ofNotes to Consolidated Financial Statements listed in Item 19.

Merger-ReJated Agreements

In connection with our acquisition of Spacenet. we entered into a Merger Agreement and a series
of related agreements. The parties to those agreements include GE Americom which as of June 16, 1999
holds approximately 23.84% of our outstanding Ordirwy Shares. The terms of those agreements, and of
certain impol1ant provisions of the Merger Agreement are summsrized below.

Post-Closing Adjustments. The Merger Agreement contemplates certain post-<:Josing
adjustments described below that may result in (a) our paying or receiving certain amounts in cash or (b)
our issuing additional Qrdimuy Shares to GE Americom in respect ofsuch adjustments. Most of the post
closing adjustments relate to an agreement between the parties that the net assets on the combined closing
balance sheet of Spacenet and its subsidiaries should equal $85 million and that any shortfall or excess. as
the case may be, should be addressed through post-<:Josing adjustments. Other adjustments relate to the
collection of accounts receivable. the sale of specified items of Spacenet inventory and the allocation of
certain tax benefits.

GE Amerieom Equipmen1 Purchase Commitment GE Americom and its affiliates have
committed to purchase certain products from Gilat through the end of 1999. If the toW purchase orders
for such produets is less than $37.5 million, 40% ofthe shortfall will be credited against the 1999 service
fees owed by us to GE Americom under the Satellite Transponder Service Agreements described below.

Indemnification. Subject to the limitations set forth in the Merger Agreemen~ GE Americom
has indemnified GUat and Spacenet, and Gilat has indemnified GE Americom, from and against any
losses arising from indemnified obligations. The indemnification obligations primarily relate to damages
arising from breaches by the other party of representations and warranties under the transaction
documents. as wl:1l as indemnities with respect to specified obligations ofeach of the parties. The
obligations generally expire on a final survival date which, subject to certain exceptions, is 18 months
after the Closing Date.

The Transitional Services Agreement. Under the Transitional Services Agreement. OE
Americom has agreed, in consideration of the issuance of 5,505 Ordinary Shares, to provide Spacenet and
its subsidiaries specified transitional services, including finance services, accounting services, purchasing
services cash management services, .computer·related. services and payroll processing services. until. ,/
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August 31. 1999. These seIVices will be provided at DO addhional cost for GHat, except for those services
identified as being outsourced which will be provided at a cost equal to GE Americom's outsourced costs.
'i'he Transitional Services Agreement also,provides that GE Ame~com will provide certain additional
support or other similar services during the transition period that GHat identifies as being reasonably
necessary to the operations of Spacenet as presently conducted. These additional services will generally be
provided at a mutually agreed price, which will not exceed the direct and documented costs to GE
Arnericom. The transitional services Agreement or any specific transitional services may be tenninated by
Gilat at any time during the transition period by providing a written notice of tennination.

The Tndemark AcreemenL Under the Trademark AgreemenL General Electric Company has
agreed to grant to Gilal in consideration of 72,496 0nIiruuy Shares, a non-exclusive worldwide license to
use the GE symbol in connection with certain products sold by SpaceneL Spacenet GmbH and Spacenet
BY, and certain services perl"ormed by GUal Spacenel Spacenet GmbH and Spacenet BY. The
Trademark Agreement requires that Gilat and Spacenet adhere to certain specified standards ofquality.
The Trademark Agreement provides that Gilat will use the GE symbol only in connection with the
specified products and services, including use in its packaging, labeling, general publicity, letterheads,
signs and other forms of advertising, instructions books and other literature. In addition, the Trademark
Agreement provides that GHat will not use the GE symbol as part of a trade name. The teno of the
Trademark Agreement is three years and it may be renewed under certain circumstances for one
additional year. The Trndemark Agreement willtenninate (i) on the date that Gilat ceases to own 100% of
the voting securities of Spacenet Inc. and (iI) as to Spacenet BY or Spacenet GmbH, on the date that Gilat
ceases to own 100% ofthe voting securities ofsuch entity. GHat has agreed W indemnify General Eleeuic
Company for all claims arising out of the Trademark Agreement or the manufacture ofproducts or
performance ofservices by Gilat under the licensed mark.

The Shareholders' Agreement. At the time ofthc Spacenet acquisition, Yoel Gat. Amiram
Levinberg,loshua Levinberg, Shlomo Tirosh and Gideon Kaplan (colleetively, the "Founders Group"),
DlCFM and PEC (eollectively, the "IDB Group"), and GE, GE Americom, General Electrie Finance
Holding GmbH and General Electrie Plastics BV (for purposes of the following description, collectively,
"GE' ') entered into a Shareholders' Agreement.

Under the Shareholders' Agreemcnl the Founders Group, the IDB Group and GE have agreed to
votc their Ordinary Shares in order that the Board ofDircctors of Gilat be comprised of seven members,
and in favor of the respective nominees of each of the groups to the following extent:

• The Founden Group will be entitled to nominate three directors, as long as (i) the Founders
Group collectively owns at least 30% ofthe Ordinary Shares owned by them when the
Shareholders' Agreement was signed, or (li) at least one of the members of the Founders
Group is serving as an employee of GiJat~

• The IDB Group will be entitled to nominate two directors, as long as thelDB Group
collectively owns at least 50% of the Ordinary Shares owned by them when the
Shareholder's Agreement was signed, or one director if the IDB Group owns between 25%
and 50% ofthose shares; and

• GE will be entitled to nominate two directors, as long as GE owns at least SQ% of the
Ordinary Shares owned by GE when the Shareholders' Agreement was signed, or one
director if GE owns between 33% and 50% of those shares.

In addition, each of the shareholders has agreed that it will vote all of its Ordinary Shares in
accordance with the recommendations ofthc Board of Directors in respect of any matter brought to a vote
of the shareholders of Gilat. unless (i) the matter relates to certain significant merger, restructuring or
other similar transactions or (ti) is directly and materially adverse to the interests of the shareholder. The
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shareholders have further agreed, for a period of three years. to vote in favor of the retention of Gilat's
present senior executive ~fficers in their respective offices.

Under the SharehDlders' Agreement, GE has agreed to cenain "stand-stiU" provisions,
including agreements not to acquire any assets, businesses or properties of Gilat, or any Ordinary Shares
which would result in GE being the beneficial owner ofgreater than 33% of the Ordinary Shares of Gilat,
without the prior approval of the holders ofa majDrity of the OrdinaIy Shares held by the Founders Group
or the IDB Group.

GE has also agreed not to solicit proxies, call any special meeting of shareholders ofGilat, or
propose any form ofbusiness combination involving Gilat GE's standstiUagreement is subject to a
number ofexceptions, including a release of any restrictions in the event of a bona fide third party tender
offer, or in the event that the Founders Group and the IDB Group no longer collectively hold at least 50%
of the OrdillllIY Shares beld by them at the time the SharehDlders' Agreement was signed.

Subject to certain exceptions, the Shareholders' Agreement also provides for restrictions on the
transferability or pledge Of the Ordinary Shares held by the GE parties for a period of three years from the
date of the Shareholders' Agreement, including general restrictions on the disposition ofOrdinary Shares

to certain competitors of Gilat. In addition, the Shareholders' Agreement wiU generally provide for pro
rata rights offirst refusal for the other parties with respect to the transfer of any Ordiniu'y Shares by any
other affiliated party to any independent third party.

The Registration Rights Agreement. At the time of the Spacenet acquisition, the holders of
the Registrable Securities (as defined below) were granted certain registration rights by Gilal. The
"Registrable Securities" generally include the Ordinary Shares issued to GE and held by GE or any of its
affiliates. or by any other person who is at such time a holder of Shares originally issued to GE and
representing at least 5% ofthe then outstanding Ordinary Shares. Gilat has initially agreed to the
immediate registration of all Registrable Securities solely in connection with the transfer of such shares to
one or more affiliates of GE. The Registration Rights Agreement also provides for certain demand
registration rights of GE and the holders ofRegistrable Securities. Gilat will nol be required to effea. any
registration during the pendeney of cenain blackout periods. GE will also have the right to participate
(subject to certain limited exceptions) on a piggy-back basis in all registrations ofGilat's securities in
connection with any offering ofits securities. Detailed provisions relating to the registration rights
descnbed ahove, including but not limited to the number of registrations and the payment of expenses in
connection therewith, are included in the Registration Rights Agreement The Registration Rights
Agreement provides that Gilat will indemnify the selling holders ofRegistrable Securities, and that the
selling holders ofRegistrable Securities wl1l indemnify Gilat, in each case, against certain liabilities and
expenses, including liabilities under the Securities Act, or will contn'bute to payments that the other may
be required to make in respect thereof.

Tbe Rigbl of First Refusal Agreement Under the Right ofFirst RefusaI Agreement, Gil
Americom has granted to Gilat, for a period of three years, a limited right offirGl refusal to be the
provider in respect of any proposal by GE Americom to obtain (i) any VSAT return channel equipment for
brDadeast network and (Ii) any integration services fDr the incorporation of VSAT return channel
equipment into a broadcast network. In addition, for a corresponding period, Gilat has agreed to grant to
GE Americom a limited right of lirst refusal to be the provider in respect of any proposal by Gilat to
obtain any additional space segment capacity on a communications satellite providing services within the
United States. Gilat bas also agreed that cenain integration services performed by Gilat for Gil Americom
under the above-<leseribed right offirst refusal wiU be at a discount ofat least 20"10 from the price
provided by the relevant third-party provider. Under the Rigbt ofFirst Refusal Agrcement, GE Americom
has agreed that ifGE Americom ~mmences offering GE"Star services, Gil Americom will create a
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distribution program and will offer Gilat the right to become a world·wide distributor of GE·Star services
(or a three-year period pursuanllO the program tenns and conditions established by GE Americom. In
addition, ifGE Amedoom offers any third pany an opponunity 10 become an exclusive distributor of
GBOStar services in any terrilory, Gilal will generally be offered an opportunity 10 act as a co-exclusive
distribulor in such lerrilOry. If Gilal elects 10 become a distn1>utor of GE'Star services, 00 Amecicom
will under certain circumstances provide Gilat a discount on all wholesale GE·Star services,

The Salellite Transponder Service Agreements. Under the Salellile Transponder Service
Agreements, GE Amerioom has agreed 10 provide 10 Gilat (i) certain protected services on four
transponders on salellite GSTAR4 operaled by 00 Amcricom, (il) certain protected services on one
transponder on salellile 00-3 operaled by GE Amecicom, (ili) certain protected services on three
transponders on satellile GE-5 10 be constructed, launched and operated by GE Americom, (iv) certain
preemptiblelesting services relating to specified bandwidth and downlink EIRP on one transponder on
satellile SN-3 operated by GE Amcricom, and (v) certain protected Ku-band service on portions of certain
transponders on satellite GSTAR4 operated by GE Americom. The tenus of the services provided under
each of the Satellite Transponder Service Agreements are specified in each such agreement. Generally, the \
services will be provided until the earlicst of the end of the life, date of replacement or failure of the . /
relevant satellite, the date on which the relevant transponder fails or is preempted, or a specified /
termination date provided in each agreement Except in the case of the agreement described in clause (iv)
above, Gilal will pay GE Amcricom a monthly recurring service charge (generally on a per-transponder
basis) in accordance with a schedule provided in each agreement. Subject to certain exceptions, the
Salellite Transponder Service Agreements provide for Gilallo indemnify 00 Amecicom and certain
affiliales for claims arising oul of services provided thereunder.

The Letter Agreemenls. Under the Transponder LeUer Agreemenl dated September 25, 1998,
GE Americom and Gilal have agreed. among other things, that (i) Gilat will analyze Spacenel's current
space segmenl use and requirements on or before December 31, 1998 and will take certain transponder
capacity on GE Americom satellites at the prices set forth in the Spacenet Letter Agreement described
below and (ii) Gilat will receive long·tenn fixed prices which Gilat believes are competitive and certain
rights of first refusal for additional space segment capacity. Pursuant to a separate letter agreemen~ dated
Seplember 25, 1998 (the" Spacenel Letter Agreement' '), GE Americom will provide additional
bandwidth and power as well as service protection levels to Spacenet to the extent there is insufficient
bandwidth, power or protection levels available to accommodate existing customer requirements under
Spacenet's existing transponder service agreements with GE Americom and third party providers. Upon
completion ofthe procedures contemplated by these letter agreements, certain modifications to the
Satellite Transponder Service Agreements may result.

The Tax Matter, AgreemcDL On September 25, 1998, GE Americom, Spacenet, the Spacenet
subsidiaries and Gilat entered into the Tax. Matters Agreement in connection with the Merger Agreement.
The Tax Matters Agreement provides for, among other things, the parties' responsibility for payment of
taxes, filing of tax returns, and control of any audit or other tax proceeding relating to Spacenet and the
Spacenct subsidiaries. The Tax Matters Agreement also contains representations. covenants and
indemnities relating to general tax matters of the parties.

The Merger is intended to qualtiY as a "tax-free" reorganization under Section 368(a) of the
Code. The Tax Matters Agreement contains representations and covenants of the parties relating to the
tax.free nature of the Merger. In addition, GE Amcricom has agreed to enter into a gain recognition
agreement (the "GRA") with the Internal Revenue Service, in whieh GE Americom will agree in certain
circurnstanees during the period ending al the end of the fifth full taxable year following the Merger 10

recognize gain as if the Merger were taxable 10 GE Americom. In connection with the GRA, Gilal has
agreed in the Tax Matters Agreement not to take certain actions, including, without limitation, the
disposition of the stock of Spacencl and the disposition of "substantially all" of the assets of Spacenel and
the Spacenet subsidiaries. ifdoing so would cause GE Americom to recognize gain under the ORA, The
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Tax Matters Agreement provides that Gilat, Spacenet and lhe Spacenet subsidiaries, on lhe one hand, and
GE Americom, on lhe other, will indemnify lhe other party from any tax resulting from certain breaches
6f representations and covenants relating to lhe tax-free nature of the Merger. Each party's liability for
pwposes ofsuch indemnification will be limited in certain respects pursuant to the tems of lhe Tax
Matters Agreement

The Tax Matters Agreement provides thatlhe amount of any cash that GE Americom has a right
to receive lHldoHhe-'Fax-MallcP.i"AgreemenloOr.cany.-Othetlgreement'Rlale<Ho-theMergerwill be reduced
to the extent that the receipt of such amount would cause lhe fair market value of the cash and property
other than Ordinary Shares received. by GE Americom in connection with the Merger. in =:ceftaHge fer the
,;tool, of Sp...."" 10 exceed 25% of the fair market value oflhe OrdilW)' Shares delivered by Gilalto GE
Americorn at Casing. subject to certain exceptions pursuant to the Tax Matters Agreement.

The Tax Mailers Agreemenl provides that, in certain circumstJmccs, if lhe Merger is subjeclto
tax pursuanlto Section 367 or Section 368 of the Code (including, ifGE Americom recognizes gain
pursuanlto lhe ORA), lhen GE Americom shall, subject to applicable United States and Israeli securities
laws, be entitled to sell such number of OrdilW)' Shares reasonably necessary in the opinion of a
nationally recognized investment bank to realize net proceeds equal to the amount of such tax plus the
amounl ofany tax paid by GE Americom in connection wilh lhe sale by GE Americom of such OrdilW)'
Shan:s.
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PART II

ITEM 14: DESCRIPTION OF SECURITIES TO BE REGISTERED

Not applicable.
':'.

PART ill

ITEM 15: 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.

ITEM 18: FINANCIAL STATEMENTS

The Consolidated Financial Statements and related notes thereto required by this item are
contained on pages F-l through F-40 hereof.

ITEM 19: FINANCIAL STATEMENTS AND EXHffiITS

(a) Index to Consolidated Financial Statements

~. Report of Independent Auditors F-2
Consolidated Balance Sheets at December 3I, 1997 and 1998 .F-3
Consolidated Statements oflncomefor the YoarsEnded December 31,1996, 1997 and 1998 .F-5
Consolidated Statements of Changes in Shareholders' Equity for the Years Ended December 31, F-6

1996, 1997 and 1998 ..
Consnlidated Statements of Cash Flows for the Years Ended December 31,1996, 1997 and 1998 .F-?
Notes to Consolidated Financial Statements , F-IO
Report of Independent Auditnrs with respect of Gilat Florida F-40

(b) Exhibit,

2.1 Consent olKesselman &. Kesselman
2.2 Consent ofBerman, Hopkins, Wrigh~

Arnold & Laham, UP
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