
Patents and Intellectual Property

We currently rely on a combination ofpaten~ trade secret, copyright and trademark law, together
. with non-disclosure agreements and technical measures. to establish and protect proprietary rights in our
prooucts. We hold a United States patent for a commercial satellite communication system that allows
random access to allotted frequency segments on si.lellites. The patented system allows our customers to
utilize lower cost networks, wbile maintaining sufficient throughput and response times. Througb Gilat
Florida, we a1.0 bold a United States paltnt for thelSAT frame relay system. In additinn, we also bold
several patents relating to spread spectrum.

We beUeve that our patents are important to our business. We also believe, however, that the
improvement ofexisting prooucts, reliance upon.trade secrets and unpatenttd proprietary knnw-how as
well as the development ofnew products are generally as important as patent protection in establishing IIld
maintaining a competitive advilltage. We believe that the value of our products is dependent upon our
proprietary software and hardware remaining "trade secrets" or subject to copyright protection. Generally,
we enter into non..dlsclosure and invention assignment agreements with our employees and subcontractors.
However, we cannot assure that our proprietary technology will remain a trade secre~ or that others will
not develop a similar technology or use such technology in products competitive with iho.. offered by us.

On May 8, 2000, Gilat Satellite Networks Ltd. and Spacenet Inc. were named as defendants in an
action filed in the United States District Court for the District of Maryland. Plaintiff Hughes Electronics
Corporation alleges the infringement of four patents, and seek. to enjoin further alleged infringement (See
"Item 3: L.itigation". We intend to vigorously defend againstth..e claims. We do not believe we are
infringing the patents.

•
In addition, from time to time, we may be notified of claims that we may be infringing patents,

copyrights, or other intel1ectual property rights .owned by thkd parties, While we do not 'believe we are
currently infringing any intellectual property rights of third parties, we cannot assure that other companies
will no~ in the future, pursue claims against us with respect to the alleged infringement of patents,
copyrights or other intellectual property righl.owned by third parties. In addition, litigation may be
necessary to protect our intellectual properly rights and trade secrets, to determine the validity of and scope
ofthe propriety rights of others or to defend against third-party claims of invalidity. Any litigation could
result in substantial costs and diversion otresources and could have a material adverse effect on GUat's
business, financial condition and operating results.

We cannot assure that additional infringement, invalidity, right to use or ownership claims by
third parties or claims for indemnification resulting from infringement claims wilt not be asserted in the
future. Ifany claims or action. are asserted against us, we may seek to obtain a license under a third party's
intellectual property rights. We cannot assure, however, that a license will be available under terms that are
acceptable to us, ifat all. The failure to obtain a license under a patent or intellectual property right from a
third party far technology used by us could cause us to incur substantialliabilitle. and to suspend lbe
manufacture of the product covered by the patent or intellectual property righlln addition, we may be
requlred to redesign our products to eliminate infringement ifa license is not available. Such redesign, if
possible, could result in substantial delays in marketing ofproducts and in signlflcant costs. In addition,
should we decide to Ji1igate such claims, such litigation could be extremely expensive and time consuming
and could materially adversely affect our business, financial condition and operating results, regardless of
the outcome Dfthelitigation.

Government Regulation

Regulatory Overview, The international telecommunications environment is highly regulated.
As a provider of communications services tn the United Stmes, we are subject to the regulatory authority of
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the United States, prim,rily the Federal Communications Commission (the "FCC' '), We are also subject to
regulation by the national communications authorities of other countries in which we provide service, Each
of these entities can potentially impose operational restrictions on us. The chenging policies and
regulations ofllie United Slates and otltu countries will c:ontinue to affect the internalional
telecommunications industry. We cannot predict the impact that these changes will have on our business or
whether the general deregulatory trend in recent yean will continue. We believe that continued
deregulation would be beneficial to us, but also could reduce the limitations facing many ofOur existing
competitors and potential new competitors.

We are required to obtain approvals from numerous national and local authorities in the ordinary
course ofour business in connection with most arrangements for the provision of services. The necessary
approvals generally have not been difficult for u,to obt,in in a timely manner. However, the failure to
obtain porticular approval. has delayed, end in the future may delay our provisioo ofservices. Moreover, it
is possible that any approvals that may be gramed may be subject to materially adverse conditions,

United States Regulation. All entities that use radio frequencies to provide communicatlons
services in the United Slates are subject to the jurisdiction ofthe FCC under the Communications Act of
1934,8.5 amended (the t'Communications Act"). The Communications Act prohibits the operation of
satell ite earth station facilities end VSAT systems such as those operated by us except ilnder licenses issued
by the FCC. Major changes in earth station or VSAT operations require modifications to the FCC licenses,
which must elso be approved by the FCC. The licenses we hold are granted for ten year temlB. The FCC
generally renews :satellite earth station and VSAT licenses routinely, but we cannot assure that our licenses
will be renewed. at their expiration dates or that such renewals will be for full tenns. [n addition} certain
aspects of our business may be subject to state and local regulation including, for example, local zoning
lawsaffeeting the installation of satellite antennas,

lnternat.ionsl Regulation. We must comply with the applicable laws and obtain the approval of
the regulatory authority of each country in which we propose to provide network services or operate
VSATs, The laws and regulatory requirements regulating access to satellite systems vary from country to
country. Some countries have substantially deregulated satellite communications} while other countries
maintain strict monopoly regimes, The application procedure can be time-eonsuming and costly, and the
temis of licenses vary for different countries. In addition, in some countries there may be restrictions on
our abHity to interconnect with the local switt:hcd telephone network.

Employees

As of May 1,2000, we had approximately 1191 full-time employees, including 199 employees in
edministration and finance, 150 employees in marketing and safes, 281 employees in engineering, research
and development and 560 employees in manufacturing, operations and technical support. Of these
employees, 494 employ..s were based in our facilities in Israel, 587 were employed in the United States,
78 in Europe, and 32 in Asia, the Far East, and othar parts of the world.,

We also utilize temporary employees, as necessary, to supplement our manufacturing and other
capabilities. We believe that our relations with our empioyees are satisfactory.

We and our employees are not parties to eny collective bargaining agreements. However, certain
provisions of the coUeetive bargainipgagreements between the Hisladrut (General Federation of Labor in
Israel) (" Histadrut") end the Coordination Bureau ofEconomic Organizations (mcluding the
Manufacture,,' Association oflsrael) are applicable to Israeli employees by order (the "Extension Order")
of the Israeli Ministry ofLabor and Welfare. These provisions principaily concern the length ofthe work
day and the work week, minimum wages for workers, contributions to a pension fund. insurance for work~

related accidents, procedures for dismissing employees, determination of severance pay and other
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conditions of employment. Furthermore, pursuant to such provisions, the wages of most of our employees
are automatically adjusted based on changes in thelsraeli CPl. The amount and frequency of these
adjustments are modified from time to time.

Israeli law generally requires seyerance pay upon the retirement or death ofan employee or
tennination of employment without due cause. Our ongoing severance obligations are partially funded by
making monthly payments to approved severance funds or Insurance policle., with the remainder accrued
as a long-term liabill1y in our (mancial .lBtements. See note 7 to Notes to the Con.olidated Financiat
Statements. In addition, Israeli employees and employers are required to pay specified sum. to the
Notional Insurance inStitute, is similar to the U.S. Social Security Administration. Since Janull)' I, 1995,
such amounts also include payments for national health insurance. The payments 10 the Notional Insurance
Institute are approximately 14.6% of wages (up to a .pecified amount), of which the employee contributes
approximately 66% and the employer contributes approximately 34%•.The majority of our permanent .
employees are covered by life and pen.ion insurance policies providing eustomll)' benefits to employees,
including retire.ment and severance benefl1S. for Israeli employees, we contribute 13.33% to 15.83%
(depending on the employee) of base wages to .uch plans and the permanent employees contribute 5% of
"base wages.

Conditions In Israel

We are incorporated under the laws of, and our offices and manufacturing facilities are located in,
the State of Israel. Accordingly, we are directly affected by political, economic and military con<litions in
Israel. Our operations would be materially adversely affected if major hostilities involving Israel shouI<I
occur or jf trade between Israel and ils pte,ent trading partners shoul<l be Gurroiled.

Political and Economic Con<lltlons

Since the establishment ofthe State oflsrael in 1948, a number of armed conflicrs have taken
place between Israel and its Arab neighbors an<l a slate of hostility, varying from time to time in intensity
and degree, has led to security and economic problems for Israel. However, a peace agreement between
Israel and Egypt was ,igned in 1979, a pesce agreement between Israel and Jordan was signed in 1994 and,
since 1993, several agreement, beiween Israel and Palestinian representatives have been signed. In .
addition, Israel and several other Arab States have announced their intention'ro e,tablish 1l'IIde and other
relations and are discussing certain projects. As ofthe date hereof, Israel has not entered inlo any peace
agreement with Syria or Lebanon, although Israel recently withdrew all of its forees from South Lebanon.
There is substantial uncertainty about how the upeace process" wm develop or what effect it may have
upon u•.

Despite the progre.. towards peace between Israel, its Arab neigbbors and the ?alestinians, certain
countries, companies and organizations continue to participate in a boycott of Israeli fltlll'. We do not
believe that the boycott has had a material adverse effect on us, but there can be no as,urance that
restrictive laws, policies or practices directed towards Israel or Israeli businesses wiJI not have an adverse
impact on the expansion ofour busin.... -

As discussed below (see "lum 9: Management's Discussion and Analysis of Financial Cond[tion
and Results ofOperatin~lmpact oflnflation and Currenoy Fluctuatfon."), the costs of our operation.s in
Israel are'generaUy incurred in Nl!Y.1Tthe-inflation' rate in Israel-exceeds' the rate ofdevaJ1J1Itinn- of the NiS" ---­
against the dollar in any period,the co,ts of our Israeli operations, as measured in dollars, could'jncre~e,
Israel's economy has, at various times in the past, experienced high rates of inflation.
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Trade Agreements

Israel is a member of the United Nations, the [ntemational Monetary Fund, the International Bank
for Reconstruction and Development and the International Finance Corporation. Israel is a member of the
World Trade Organization and is aJignalDry ofthe General Agreement on Trade in Services and to the
Agreement on Basic Telecommunications Services. In addition, Israel has been granted pn:ferences under
the Generalized System of Preferences from the United States, Australia, Canada and Japan. These
preferences allow Israel to export the prOducts covered by such programs either duty.free or at reduced
tariffs.

Israel and the European Union concluded. Free Trade Agreement in July 1975 thot confers
cert.in advantages with respect to Israeli exports to most European countries and obligates Israel to lower
its tariffs with respect to imports from these countries over a number of years. In June 2000, Israel was
admitted as an Associate Member ofthe European Union. In 1985, Israel and the United States entered Into
an agreement to establish a Fn:e Trade Area ("PTA' '). The FTA has eliminated an tarilfand certain non·
torlffbarrien on most trade between the two countrias. On January I, 1993, Israel and the European F,ee
Trade Association CI EFTA I1

) entered into an agreement establishing a fi'ee..tnde zone between lsrael and
the EFTA nations. In r""ent years, Israel has established commercial and trade relations with a nUmber of
other nations, including Russia, the People's Republic ofChina and nati.on!lo in Eastern Europe,

Risk Facton; Forward-Looking Statements

The following factors, in addition to other lnfom,.tion contained in tbis annual n:port on Form
20-F should be considered carefully.

This annual report on Form 20·F includes certaio statements that are intended to be, and "'"
hereby id~ntjfied as, uforward looking statements" for the purposes ~fthe sa.fe h8!bor provisions of the

. Private Securities Litigation Reform Act of 1995. We have based these forward,looking 51atementson.our
cUlTent expectations and projectians about future avents. These forward· looking statements are subject~
risks, uncertainties, and assumptions about Gilal, including, among other things:

our anticipated growth strategies

our imention to introduce new products

anticipated trends in our business, including trends in the market for communication
network pi-oducts and services

future expenditures for capital projects

our ability to continue to control costs and maintain quality

These statements may be found in Item I: "Description of Business" and Item 9: "Management's
Discussion and Analysis of Financial Condition and Results ofOperations,"and in this annual report on
Porm 20·P generally. Our actual results could differ materially from those anticipated in these forward­
looking statements as. result ofvorious factors, including all the risks discussed in "Risk Factors" and

.elsewhere in this annual reporto~ F,9"'1 20-P.

We undertake no obligation to pUblicly update or revise any forward-looking statements, whelher
as B result of new information, future events or otherwise. In light ofthese risks, uncertainties, and
assumptions, the forward-looking ev~nts discussed in this annual report on Form 20-F might not occur.
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Ability to manage our rapid growth and expansion

We have grown significantly in the last few years and expect to continue to grow rapidly. This
growth is likely to place a significant strain on our resources and systems, as we expand our manufacturing,
testing, quality control, delivery and service operations. In particular. we are in the process of
implementing a new management information s:ystem to 8sSm in managi~g our anticipated growth.

We cannot assure that we will be able to meet all our product delivery and service commitments,
or that we will b. able to implement successfully the new management infonnation system. Inability to
manage our growth effectively will expose. us to potential loss of customers, contractual penahies, damage
to reputation and various costs and expense. This could have a material adverse effect on our business, .
financial condition and operating results.

Dependen.e on I limited number of large ..I.. and limited number ofproduct,

A significant portion of our sales ue derived (rom large-scale contracts with major customers.
OeneraUy, we are ,elected as suppliers of the.. cu'tomers in a bid process. The number ofmajor bids for
VSAT-based netwoOO in any given yearis Iimit~d and the competition i, intense. Oudosing a relatively
small number of bids could have a significant adverse impact on our operating results. In addition, the
USPS contract does not require the USPS to purch..e any specific number of VSATs by any specific date.
See "Item 1: Decription ofBusines~ustomers-USPS Transaction."

In addition, in recent years we have derived the largest portion ofsingle product sales from the
sale ofour SkyStar Advantage product. Any change in the market acceptance of this product,. or of other
key products such as our telephony products, could have a material adverse effeel on our business.

Need to develop, introduce and market new products and servIces

Our market is characterized by rapid technological changes, frequent new product announcements
and evolving industry standards. Significant technological changes COIlld render our existing products and
technology obsolete. To be successful. we must anticipate changes in technology and industry standards
and continuously develop and introduce new products and services as weU as enhancements to existing
products and services. Ifwe are unable to address the needs of our cus10mers successfully a!l;d to respond
to technological advances on a cost-effective and timely basis, or if new products are·not accepted by the
market, then our business, financial condition and operating results could be adversely affected.

Backloe or orders may not be filled and contracts may not be renewed

At present. we have a substantial backlog of orders. consisting ofnetwork: service contracts,
generaUy for three to five years, and ofnew orders for products and services. See "[tern 1: Markeling,
Distribution and Strategic AIIi.ances - Backlog". We may be unable to fill all the hacklog or to fully
recognize the revenues expected from this backlog for any of the following reasons:

• Ex.isting service contracts can be terminated due to customers' dissatisfaction with
the service we provide

• Existing contracts may be tenainated because of our inability to timely provide and
install additional products or requested new applications

/.

The loss ofexisting contracts and a decrease in the number of renewals of orders or of new 1I01e
ordersl would have a material adverse effect on our bU5ineu, financial condition and. opcratiIll results. In
addition. a portion ofour service contracts arc short-term with expiration or canceUation upon 90 days'
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notice or tess. 1fa substantial number of our service customers choose to cancel or not to renew their
contracts, our business could be adversely affected.

Potential delays in lbe supply or Increase In price of components required to build ou r VSATs

Several of1l1e components required to build our VSATs are manufactured by a limited number of
suppliers. In 1I1e past wc have not experienced any difficulties with our suppliers. However, we can not
assure the continuous.av.ailability of key components or our ability to (orOCllSf. our compo.nent requirement&. _
sufficiently in advance. Any intelT1.lption in supply would cause delays in manufacturing and shipping
products. Those delays and the cost of developing alternative sources of supply could have a material
adverse effect on our business, financial condition and operating results.

Our research and development and operation, groups are working with our vendors and
subcontraelDrs to obtAin components for our products In higher quanlities at reduced prices to eMble us to
lower the overall price of our products. lfwe are unable to oblllin the necessary volumes on time, or at
optimally low price" sales ofour products may be lower than expected which could have a material
adverse effect on our business, financial condition and operating results.

nependence on availability of satellite tranJponder 'pa..

Our VSAT-based services depend on satellite nansponder space purchased from third-pany
suppliers. For networks in the United States, we primarily use satellite capacity acquired from GE
Americom.. We also use capacity on several regional satellites in Western and Eastern Europe, Latin
America, India and other areas ofAsia. In connection with our acquisition ofSpacenel, we entered intO a
series of agreements with GE Americom. These "agreements provide protected services for customer
.networks on transponders on three satellites currently operated by DE Americom and on one satellite to be
constrUcted, operated and launched by GE Americom, as well as certain prc::emptibJe service! for in~hou.se

use on an additional satellite operated. by GE Amencom. See "item 1: Description ofBusiness-SateUite
Capacity" and Item 13: "lneerest of Management in Certain Transactions-The Satellite Transponder
Agreements." We cannot assure that this transponder capacity will be sufficient 10 meet our growing
needs, or that we will be able to obtain additional transponder space at competitive prices from DE
Amedcom or from other suppliers should we need to do so. rn addition, our transponder service contracts
generally do not provide for alternative services in the event of satellite failure, and we do noi maintain
insurance against such failures.' Therefore, ifa satellite becomes inoperable, and alternative services are not
available, OUt revenues would be adversely affected.

Potential .ompetitlon with existing .ustomers

As service providers, we compete"with certain existing customers for our products who provide
VSAT-related services to end-users. These customers co~ld consequently sever their business relationships
with us or, alternatively, we may elect to refraln from selling additional products to them. The 1015 of those
customers, some ofwhom may be significant, could have a material adverse effect on our business,
financial condition and operating results.

Competition In tbe network communi.alions Industry

Gilat operates in a highly competitive industry of network communications. Many of our
competitors have substantially grea\llr finaneial resources, providing them with greater research and
development and marketing capabilities. These competitors are also more experienced in obtaining
regulatory approvals for their products and services and in marketing them. Our relative position may place
us at a disadvantage in responding to our competitors' pricing strategies, technological advance. and other
initiatives.
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..
Gilat's principal competitor in the supply ofVSAT networks is Hughes Network System.

("Hughes"), which offers a fuIlline of VSAT products and service•. Hughe. obtains satellite capacity on
the satellite system operated by its affiliates Hughes Galaxy and PanAmSat

The following table lists additional competitors OrOllal:

CGmpetltot

NEC Corporation
Comstreom Corp.
Viasat Inc.
Titan Information Systems Corp.
STM Wireles., Inc.
ACT Networks, Inc.
Globe Comm Systems Inc.
Engineering Technical Services lnc.

Are. ofCClmoetJtlon
FaraWey VSAT system
FaraWay VSAT system
FaraWay VSAT system
DialAway VSAT .ystem
DialAway VSAT system
ISAT Frame relay system
ISAT Frame relay system
ISAT Frame relay system

In addition, Oilat competes with various companies that offer communication.network systems
based on other non-satellite.teehnologies such as terrestrial lines (including cable, DSL, fixed wireless,
ISDN lines and fiber optics), frame relay, radio and mictowave ttansmissions. These lechnologies can
often be cheaper than VSAT technology while still providing asufficlent variety ofthe features required by
customers. Competitors of this type include major established carriers such as AT&T, MCI Worldcom,
Sprint, British Telecom, Deutsche Telekom, France Telecom, global consortia ofPTTs and others.

Depende.ce on proprietary VSAT toehnoIogy

Proprietary rights are important to our success and our competitive posilion. We establish and
protect the proprietary rights and technology used in our products by the use of patents, trade secrets,
copyrights and trademarks. We also utilize non~disclosure and invention assignment agreements.

. Our actions to protect our proprietary rights may be insufficient to prevent others from developing
similar products to ours. In addition, the laws of many foreign countries do not protect our intellectual
property rights to the same extentasme laws ofthe United States.

Dependence. on ou.r key management and technital personnel

We believe that our SUCtess depends on the continued employment of the following senior
management team:

Nanu
Yoel Gat
Amiram Levinberg
Yoav Leibovitch

PosIflon.
Chairman and Chief £Xecutive Officer
President and Chief Operating Officer
Vice President, Finance and Administtlltion and ChiefFinancial
Officer

EmD!oyment Agreement
Year-to-year
Year-to-yeer
Year-tn-year

If any of our key personnel is unable or unwilling to continue in his present position, our business,
financial condition and operating results could be matarially adversely affected.

Competition for person~el~lcularJy for employees with technical expertise, is intense. Our
business, fillllllciaJ condition and operating results will be materially adversely affected if we cannot hire
and retain suitable personnel.
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Dependence on a .Ingle facmty makes u••u.ceptlble to it. co

Mo.l of Our manufacturing capaeity, our principal offices aod principal research and development
facilities are concentrated in a single location in Israel.

Fire, natural disaster or any other cauSe of material disruption in our operation in this locailon
could have a material adverse effect On our business, financial condition and operating results. In addition,
the particular risk. relating to our location in Israel are described below.

Risks relating to our Intematlon.l.al.. and operations

We sell and distribute our products and also provide our services internationally, particularly in
the United States, Europe and Latin America. A component ofour strategy is to continue to expand inlo
new inlemallonal markets, such as China and South America. Our operation. can be limited or disrupted
by various factors known tll affect international trade. These factors include the following:

imposition ofgovernmental controls and regulations

export Ii..n.e requirements

• political instability

trade re.trictions and changes in tariffs

difficulties in stafrmg and managing foreign operations

longer payment cycles and difficulties in collecting accounts receivable

seasonal reductions in business activities

Difficulties In obtaining regulatory apprnvals for our telecommunication .ervlces

Our telecommunication services require licenses and approvals by the FCC in the United States,
and by regulatory bodies In other couotries. The approval pro.... can otten take substantial time and
require .ubstantial resour..s, and any approvals that may be granted may be subject to materially adverse
conditions. In addition, even after obtaining the required approvals the regulating agencies may, at any
time. impose additional requirements. We can not assure our abiHty to comply with any new requirements
on a timely or economic basis.

LImitation on prodUclion outside oflsrael aDd on traD,fer of technology

Because some ofour products were developed with Israeli governmental fmancial support, we
cannot manuf.,.ture them or transfer the technology embodied in them outside oflsrael without
governmental approval. Tho.e approvals, jfgranted, may be conditioned, among other things, upon
significantly bigher royalty payments to the Israeli government. see "Item 7: Taxation."

Fluctuations in operating results and volatility ofshare price

".Our operating results may vary .ignificantly from quarter to quarter. Historically, we have
recognized a greater proportion ofour revenues in the last quarter of each year. The causes nf nuctuations
include, among o~her things:

• lhe timing, size and composition of orders from ·cu.tomers
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• our timing of introducing new products and product enhancements and !he level of
their market acceptante

• the mix of products ands~ we otTer

• the changes In the competitive environment In which we operale

The market price ofour ordinary shares has been subject 10 volatility and could be subject to wide
fluctu.tions in response to numerous f.cto.... many ofwhich ore beyond our control. These r.ctora includ.
th. following:

• actual flucluations or anticipated vari.tions in our operating results

• announcements of technological innovations

• cuslOmer ord.... or new products or contucts

• .competltora' poaitions in the market

• changes in financial estimates by securities analysts

• conditions and trends in the VSAT and other technology industries

• our earnings releases and the earning releases ofour competitors

• the general state of the securities markets (with particular emphasis on the
technology and Israeli SecIO... ther.of)

In addition l the stock market in general, and the market tor technology companies in particular,
has be,n highly volatile. Investors may not be abl.to 'esel1their shares following periods ofvolatility. The
trading prices of many technology·related companies' stocks have recently reached historical highs and
have reflected relative valuations subs1antially a.bove historical levels. These trading prices may not be
sustained.

Th. Hughes IitigaUon and the potential for rurther litigation due to intellectual property
inrringemenls

On M.y 8, 2000, GlIat Sat.lIite Networks Ltd. and Spacenet Inc. we,e named as defendants in an
action filed in the United Stales District Court ro' the DiStrict of Maryland. Plaintiff Hughes Electroniea
Corporation (the parent ofHughes Network Systems), all.ges the infringement offour patents. and seeks to
enjoin furthe' aUeged infringement. We do not believe we are infringing th' patents. However, the
litigation may continue for an extended period and, regardl... ofthe outcome ofthe litigation. may require
the expenditure of significant sums for l.gal rees, experts. and olber related costs, and may materially
adversely affect our bu'iness. financial condition and operating results. If the plaintiff is successfill. we
might be required to pay license fees for using the patented technology. We cannot assure, however, that a
license will b. available under le!.J1l8"that are aooepleble to us, if at aU. The failure to obtaIn a license couid
cause., to incur substantialliabllities and to suspend the manufiteture ofthe products that utilize the
patented technology. In addition, we may be required to redesisn ourproduets so as not to use the
patented technology. Such redesign, if possible, could result in substanti.l delays in marketing our
products, as well as significant costs.. We intend to vigorously defend against these claims.

:'. .-
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In addition, we may, from time to time, be notified of olber claims that we may be infringing
patents, copyrights, or other intellectual propeny rights owned by third parties. While wo do not believe we
are currently infringing any intellectual property rights of third parties, we cannot assure that other
companies will no~ in the tltture, pursue claims against US with respect to the alleged infringement of
patents, copyrights or other intellectual propeny rights owned by third parties. In addition, litigalion may
be n..e..at)' to protect our intellectual propeny rights and trade secrets, to d*nnine tlte validity of and
scope ofthe propriety rights of others or to defend against third-party claims of invalidity. Any litigation
could result in substantial costs ""d diversion of resources and could bave a matenaladverse effect on
.Oila~. bu,iness,financiol.eondition and operating. results. .. ... _ ......

PotenUal prnduct liability clalJIIJI

We may be subject to lega! claims relating to the prnducts we sell or the services we provide. Our
&&re"",ents with our business customers generally contain provisions destgned to limit our exposure to
potential product liability claims. We also maintain a product liability insurance policy. Our insurance may
not cover all relevant claims or may not provide sufficient coverage. To date, we have not experienced any
malarial prnduct liability claims. Our busines.. fmancial condition and operating results could be materially
adversely affected ifCOslS resulting from future claims are not covered by our insurance or exceed our
coverage.

Conce.ntration or C:ODtrot over GHat

GE Amerioom beneficially owns approximately I&.7% of our outstanding ordinary shares as of
June 15, 2000. OE Americom and sev....1other principal shareholders, who beneficially own (including
options exercisable within 60 days) an additional approximately 9.49% ofour ordinat)' ,bares. have
entered into a shareho\ders' agreement. As a result of this agreemen~ a group of our principal shareholders,
collectively owning only about 28.17% of our outstanding ordinat)' shares, is able to exercise effective
control over most of our business. For areview ofthe shareholders' agreement inclUding certain exceptions
to lbe above, see "Item 13; Interest of Management in Certain Transactions-The Shareholders'
Agreement" In addition, Israeli law requires a minimum 75% ofthe sbareholders to approve certain
significant corporate changes, including merger and consolidation. Cbnsequendy, subject to the terms of
the Sharebolders' Agreement, OE Americom could block approval of suob resolution,.

No Intention to pay dividends

We have never paid cash dividends on our ordinary shares and do not anticipate paying any cash
dividends (n the foreseeable future. We inlend to retain any earnings for use in our business. In addition,
the terms of some of our finlllloing arrangements restrict us from paying dividends to our shareholders.

Olif stOCk split may ..esult in·. decreased company capitalizatIon

In February 2000, we announced our intention to split our slock.. The share split is subject to the
approval of th. sbareholders at tbe next annual meeting and we cannot assure lbat such approval will be
given.

Upon the effective date ofour stock split, we may experience a: decrease in the share price of Our
ordinat)' shares. This decrease in sbare price may be lamJ'Ol'at)' although we cannot assure that the price
per Ordinat)' Share will return to pre-split price levels.

/'

Avail.bOlty orIsraell G.overnmen! benefits to our .omp.ny

Under the Israeli Law for Encouragement ofCapital Investments, 1959, facilities that meet certain
conditions can apply for an"Approved Enterprise" status. This statu. confers certain benefits including
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tax benefits. AU of our existing facilities have been designated as "Approved Enterprises." Our historical
operating results reflect substantial tax benefits which amount to approximately S3,872,OOO, SO, and
$10,~24,OOO for 1997, 19981lld 1999, n:spectively. .

In addition, under the Law for Encouragemen1 ofResearch and Development, 1984, we have
received research and development grants from the Office of lhe Chief Scientist ofthe Ministry of Trade
and Industry of the State of Israel (the "Office ofthe ChiefScientist"). These grants Ill'e repayable from
royaWas on sales of products developed with these grants. Under the tenns ofthe grants, we are required to
manufacture these products in the State ofisrael unless we receive a pennit from the Office ofthe Chief
Scientist to manufacture abroad. Ifwe receive a pennlt to manufacture abroad, we may be required to pay a
higherroya!\)' rate on sales ofthese producu, and we may also be required to repay a greater overall
amount. In addition, we blve r=ivcd grants from research consortia tha11ll'O partly funded by the Office
of the Chief Scientist. The consortia grants do not require the payment ofroyalties.

During 1997, 1998, and 1999 we accrued $2,494,00, $2,910,000 and $2,300,000, respectively in
royalty-bearing and non-royalty-bearing grants from the Office ofthe Chief Scientist.

The Govemmeni of Israel has indicated its intention to reexamine its policies In these areas. The
Israeli Govemmenthas also shortened the peried ofthe tax exemption applicable to "Approved

. Enterprises.' ~ fcom four years.to two years. This.cltange .only applies. to our last four. ~.' AppOOllCd.
Enterprises" and to any future ••Approved Enterprises" if any.' See '41tem 1: Description of Business-
Research end Development; Third-Party Funding." . .

With respect to repayment of grants from the Office ofthe Chief Scientist, in 1997. the ~
Government increased the annual Tate ofroyalties from between 2'10 to 3'10 of associated product sales to
between 3% and ~% of associated product sales (including service and other related revenues). Israeli
authorities have also indicated that the grant program may be forther redueed in the future. .

We cannot be sure that these and other govemmental programs and tax benefits will be continued
in the future at thair eurrent levels or at all. Recently. a committee appointed by the Israel Finance Minister
recommended reducing certain tax benefits. The tennination or reduction ofthe benefits available to us
would significantly (ncrease our costs and could have a material adverse effect on our business f financial
condition and operation results. See 6lltem 7: Taxation,"

In addition l in order to maintain our eligibility for the grants and tax benefits we receive, we must
continue to meet ~rtain conditionsJ including making certain investments in fiXed assets and operations. If
we fail to meet such conditions in the future. we could be required to refund tax benefits already received,
wfth interest and linkage differences to the Israeli Consumer Price Index (the "Israeli CPI").

Impact of innation and foreign eurreacy fluctuations.

Our international sales expose u.s to fluctuations in foreign currencies. Substantially all of ~ur
sales are denol1linated in US dollars. Conversely, a significant portion of our expenses, mainly salaries, is
incurred in NIS and is linked to the Israeli CPI. When the Israeli inflation rate exceeds the rate ofthe NIS
devaluation against the foreign currencies, then our N1S expenses increase to the extent ofthe difference
between the rates. A sisniticant disparity of this kind may have a material adverse effect on our operating
results.

. ./'
·Risks oelatl... to<lut Ioeation-m·lsrael

We are incorporated under me laws ofthe State of Israel, where we also maintain our
headquarters and most ofour manufacturing facilities. Political. economic and military conditions in Israel
directly influence us. Since the establishment of the State oflsrael in 1948, Israel and its Arab neighbors
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have engaged in a number of armed conflicts. A state of hostility. varying in degree and intensity, has led
to security and etonomic problems for Israel. Despite the progress towards peace between Israel and its
Arab neighbors and the Palestinians, major bostilities mey levive. Such hostilities may hinder Israel'.
intemationaltrade and lead to economic downtum. This, in tum, could have a material adverse effect on
our operations and business.

Generally, male adultciuzon.; and permllllent residents ofl.rae! under the age of 51 are obligated
to perform 14 to 31 days ofmilitaJy reserve duty annually; depending on their ege. Additionally, all such
residents aro subject to being called to active duty at any time under emergency circumstances. The full
impact on our worldo"," or busine.. ifsome of our officers and employees are called upon to perform
military service is difficult to predict. See "Conditions in Israel."

Uneertainty of enforeeablUly of eMI llabillties agaln.1 forelgll persoos

Our directors and officers and the Israeli experts named in this annual report 00 Form 2Q.F reside
outside the United States. Service of process upon them may be difficult to effect within lbe United States.
Furthermore, because the majority of our assets are located in Israel, any judgment obtained in the United
States against us or any orour directors and officers may not be collectible within the United States.

ITEM 2: DESCRIPTION OF PROPERTY

In April 1996, we moved to approximately 62.000 square feet of office, manufacturing and
warehousing facilities in Petah Tikva, Israel, which was expanded by an additional 57,000 square feet al
Ihe end of 1997. We purchased approximately 93,000 square reet of additional facilities in 1997 for a
contract price ofapproximately S17.4 million, including taxes and related expenses. We have paid the full
amount of the purchase price and the constru~tion. was completed in 1999. We have also exercised our
contractual option to acquire approximatery 79.000 square feet ofspacc, including parking and commercial
space, at a prica of approximately S16.6 million including taXes and related expenses. Preliminary
construction has begun and is expected (0 b. completed by the end ofthe first quarter 2001. ln addition we
have (i) purchased 34,120 square re.t of additional space in an adjoining building, at a price of
approximately S3.2 million; and (iI) acquired an additional 65,000 square feet of adjoining real property for
future expansion.

We currently maintain a 15,000 square foot facility in Yokneam, Israel which was reconuy
doubled from 7,500 square feet, for software research and development. Monthly rent is approximately
58,350; and the lease is tor five years, with an option for an additional five years.

The current facility of Gilat Florida in West Melbourne, Florida is comprised ofapprOXimately
31,000 square feet Dnd houses the Gilat Florida executive, sales, manufacturing, and research and
development activitlcs. under a ten-year lease whIch began May I) 1997. Monthly rent is approximately
$15,938.

Our O'ffices in McLean, Virginia orIginally comprised approximately 70,000 square feet, and were
recently expanded by an additional approximately 63,000 square feet at a total current monthly rental of
approximately S2S 1,000. The.. offices house not only our personnel, but also conloin one of our U.S.
network operations centers. In June 2000, we aigned an agreement and paid a SI million escrow deposit
for tha purchase ofthe land and building of Spacenet's current facilities for a purchase price of
$24,32S,OOO. We expect to close this purchase transaction in the third quarter of2000, although Ille

. closing may be delayed. We currently lease a facility in Marietta, Georgia comprising approximately
70,000 square feet, which is used for a second U.S. network operations center. The facilities lease is
expected to be assigned to OTH for the om network operations center in July 2000. We also maintain
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space in Manassas, V.irginiB, Chicago, Illinois and Houston, Texas for sales and operations personnel and
for equipment storage.

Our German opera~ons center leases a 21,000 square foot facility in Backnang, Germany at a
CUlTent monthly rental of approximately $25,000. This space is used by our Genoan-based management,
sales and operation. personnnl and contain. our European networi< operations eenter. We recently
purchased approximately 140,400 square feetofland in.Backnang for $500,000, on whieh we plan to
construct a neW operations center. We commenced construction oflbenew buildingJn 2000 and expect to
complete conslIUction by the fourth quarter of2oo I, although completion may be delayed.

We maintain offices in Santa Clara, California, Austin, Texas, .~unrise, Florida, Atlanta, Georgia,
Amsterdam, Paris and Hong Kong, and in South America, in Brazi~ Argen~na, Chile, Colombia, Mexico,
and Peru, along with representative offices in Beijing, and Melbourne, Australia, London, Prague, Pretoria,
sao Paulo. Buenos Aires and New Delhi, and small facilities in other JOcallons. We are currently
establishing a representative office in Almaty, Kazakhstan to provide pre-sales mari<eting and support and
expect 10 lease office space under a multi-year lease commencing in Ibe third quarter of2oo0.

lTEM 3: LEGAL PROCEEDINGS

We are a party to various legat proceedings incident to our business, most ofwhich were ass.umed
in our acq\1isitions and are still the subject of various indemnities obtained in such acquisitions. Except as
noted below, there are no material legal proceedings pending or, to our knowledge, threatened against us or
our subsidiaries, and we are not involved in any legal pro<eedings that our management believes,
individually or in the aggregate, would have a materialadve,.e effect on our business, financial condition
or operaring results.

On May 8, 2000, Oilat Satellite Networh Ltd. and Spacenet 1ne. were named as defendants i.n an
...rion fiied in the United States District Court for the. District of Maryland, entWed Hughe.r Eleclronics
Corporalion v. GI/al Salellile Networks lid and Spacenellm:. Plaintiff Hughes Electronics Corporation
(the parent of Hughes Network Systems), alleges the infringement of four patents, and seeks to enjoin
further alleged infringement. We intend to vigorou.ly defend against these clllims. We do not believe we
are infringing the patents.

On January 4, 1999, Gilat Satellite Networks Inc. was named as a defendant in an aetion filed in
the Circuit Court for Montgomery County, Maryland entitled Hughes NeJwork Syslems v. DavidShiff,
Sheldon Revkin, and Glial Satellile Networks, Inc. PlaintitrHughe. Network Systems sought to enjoin
Sheldon Revkin and David Shitrfrom working for Gilat in its Spacenet operations, and to enjoin Oilat
from employing them for a limited period ofiime. On July 9, 1999, Hughes Network Systems voluntarily
withdrew the complaint and amended complaint thereby terminating the action.

We are also. party to variousregulatory proceedings incidentto our business. To the knowledge
of our management,. none of such proceedingsis material to us or to our subsidiaries.
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_:>CONTROL OF REGISTRANT
~~.::-:::-:------_.._.

The following table sets fonh certain infonnation with respec110 the beneficial ownership ofour
ordinary shares as ofJune 1',2000 (meluding options exercisable within 60 days) with respect to: (i) each
person who is believed by us 10 be the benelicial owner ofmore lhan 5% ofthe ordinary shares; and (ii) all
direetors and offieers as a group. Except where olherwise indicated, we believe, based on information
fumished by the owners, that the benefieial owners ofthe ordinary .hares listed below have sole
investment and voting power with respect to such shares, subject 10 any applicable community propertY
law•.

ITEM 4:

Nams and Addfsu

GE Arnericom(l ) , .
3135 Flaston Turnpike
Fairfield, Conneclicut 06431·0001

Nlimbel'o(
Ordl••O'

lliw
lkndklaUy
~

4,308,000

. Percent or
Qrdl,,'n

Shires Outstanding

18.67

Wellington Management Company, LLP(2) .
15 State Street
BoslOn, Massachusetts 02109

1,377,430 5.97

All officers and directors as a group
(22 persons)(3) .. 1,524,489 6.61

(I) Excludes 292,699 ordinary shares held indirectly by General Electric Company through various
subsidiary companies, including mutua] funds and pension trusts managed by General Electric
Company.

(2) Based on infonnation available to Gilat.
(3) Includes 550,841 ordinary shares for which options 10 18 executive officers are currently

exercisable within 60 days but have not yet be.. exercised, but does not include 182,418 ordinary
sbare. held by ole Financial Mllllagemenl Ltd. ("DICFM") lllld 746,917 Ordinary Share held by
DIC Loans Ltd. ("DIC Loans"). D1CFM and DlC Loans, Israeli corporations, are controlled by
Discount Investment Corporation Ltd. ("Ole"), which is in tum controlled by IDB Developmenl
Corporation Ltd. ("lOBO"). Companies controlled by Oud; Recaoati, Elaine Recanati, Leon Y.
Reeanati and Judith Yovel Recanati and their children, respectively,lOgether beneficially own
approximately 51 ,95% of the equity and voting power in lOB Holding Corporation Ltd.
("lDBH"), Ihe parent of lOBO. Elaine Reeanati is the aunt ofOudi Reeanali, Leon Y. Recanali
and Judith Yovel Recanati: Leon Y. Recanati and Judith Yove! Recanati are brolher and sister.
Leon Y. Recllllali i, co-Chainnan ofthe Board of Direetors and co-ChiefExecutive Offieerof
10BH and eo-Chainnan ofthe Board of Directors ofiOBO. Based on the foregoing, 10BH and
lOBO (by reason oftheir control ofDlC), DlC (by reason of its control ofDlCFM and DlC
Loans) and Oudi Recanali, Elaine Recanali, Leon Y. Reeanati and Judith Yove1 Recanali, may be
deemed to share with DICFM and DlC Loans the power 10 vote and dispose ofthe ordinary
shares held by such compan!esc' For information with respect to a voting agreement and
sb....holden agreement enlered into by certain shareholders, see "Item 13: Interest of
Managemen1 in Certain Transactions.'·
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ITEM 5: NATURE OF THE TRADING MARKET

Our ordrolll')' shares are quoted on tho Nasdaq National Market undor1he S)'IIlbol "GILTl'." The
following table sets forth, for the]leriods indicaled, tho tange of high and low closing sale price for the
ordinary shares, as reported by Nasdaq:

1997:
First Quarter .
'Second Quart.r .
Third Quarter .
Fourth Quarter .

1998:
First Quarter .
Second Quarter .
Third Quarter .
Fourth Quarter .

1999:
First Quarter .
Second Quarter .
Third Quarter .
Fourth Quarter .

2000:
.- .. 'Plrst Quarter.....;....

seco"d Quarter (to June IS)

$36.500
536.750
$37.063
540.500

$36.500
539.250
546.125
5.\6.375

563.000
560.7.\0
562.375
$121.125

5172;000' ..
$124.125

526.625
527.000
$31.250
$27.000

522.500
530.500
532.313
$37.500

552.250
$47.125
$42.313
543.063

.. 5'1'03:500" ..
568.563

.As oflune 15,2000 there werd 13 record holders of ordinlll')' shares. of which 101 represented
U.S. record hold.... owning an aggregate ofapproximately 97.0% Dfthe outstanding ordinlll')' shares.

We have never paid cash dividends to our shareholders and we currendy do not intend to pay
dividends for the foreseeable future. We intend to reinvest earnings in the development and expansion of
our business. We have decided ~reinvest pennanently the amount oftax exempt income der[ved from C1ur
l'Approved Enterprises" and not to distribute such income as dividend!. See note 10 ofNotes to the
Consolidated Financial Statements listed in Item 19. We may only pay cash dividend, in any fiscal year out
of "profits," as determined under lsraelllaw. In addition. the tenos of certain financing B1Tangements
restrict us from paying dividends to our shareholders. .

In the event we declare dividends in the future, we will pay those dividends in NIS. Because
exchange rates between NIS and the dollar fluctuate continuously, • U.S. shareholder will be subject to
currency fluctuation between the dote when. the dividends are declared and the date the dividends are paid.

In February 2000, we announced our intention to split our stock. The share split is subject to the
approval of the shareholdor. at the next annual mee1ing and we cannot assure thit such approval will bo
given.

ITEM 6: EXCHANGE CONTROLS AND OTHER LIMITATIONS
AFFECTING SECURITY HOLDERS

,/

Non-residents of Israel who purchase any ofour ordinlll')' shares with certain non-Israeli
cumnci~s (including tbc dollar) wHl be able to convert dividends, liquidation distdbutions and the
proceeds from the sale of such ordinary shinS into freely repatriabJe nDn~]sraeli 'currencies at the rate of
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exchange prevailing at the time of conversion (provided that Israeli Income Tax has been paid or withheld
on such amounts).

ITEM 7: TAXATION

The following is .. shoFt summary ofcertain Israeli lax consequences to pmons holding our·­
ordinary shares. The discussion is not intended and should not be construed as legal or professional tax
advice and is not exhaUSlive ofall possible tax considerations.

On May 4, 2000, a special committee appoil\led by the Israeli Minister of Finance for the pull'0se
ofreviewing the Israeli system of direct taxation submitted its report, The report mllkes several
recommendations that if enacted into law by the Israeli Parliament may have substantial tax implications
on us and our shareholders. The Israeli Government adopted the recommendations, with the intention that
the applicable legislation will be effective as of January 1, 200 1. During the legislative process, the
recommendations contained in the Report may be subject to substantial changes. Reference, to the
recommendations in their current form are included in the discussion below,

Nonresidents of Isra.cl are subject to income tax on income accrued or derived from sources in
Israel or received in Israel. These sources ofineome include passive income such as dividends, royalties
and intere,t, as well as non-passive income from services rendered in Isreel. Gilat is required to withhold
income tax at the rate of25% (1 5% for dividends generated by an Approved EntClJ>rise) on all distributions
ofdividends other than bonus shares (stock dividends), unless a different rate is provided in a treaty
between Israe! and the shareholder', country of residence. Under the income tax treaty between the United
States and Israel (the "Treaty"), the maximum tax on dividends paid to a holder of ordinary shares who is
a United States resident (as defined in the Treaty) is 25%.

Israeli law imposes a capita! gains tax on the sale of'securities and other capital assets. Under
current law, however, gains from sales of the ordinary shares of Gnat are exempt from Israeli capita) gains
tax for SO long as (i) the shares are quoted on Nasdaq or listed on a st<lck exchange reoognizad by the
Israeli Ministry of Finance and (li) Gilat qualifies as an Industrial Company or IndustriaJ Holding
Company under the Law for Encouragement oflndu.try (Taxes), 1969. The repon reoommcnds revoking
this exemption with the effect that !sraeli and foreign individual investors would generally~ subject to a
25% capital gain tax upon realization of their inve.tment, This recommendation will not, however, affect
the Treaty. Under the Treaty, a holder ofordinary shares who is a United States resident will be exempt
from Israeli capital gains tax on the sale, exchange or other disposition of such ordinary shares unless such
hotder owns, d"irectly or'indirectly;"tO% or"mcirc'ofthe vdtin~ power"oCGUat. _.- .. ~_.- -.-..

A nonresident of Israel who receives interest. dividend or royalty income derived from or accrued
in Israel, from which tax was withheld at the souree, is generaUy exempt from the duty to file tax returns in
Israel with respect to such income, provided such income was not derived from a business conducted in
Israel by the taxpayer, Israel presently has no estate or gift tax, though the report recommends introducing
lhese taxes,

In addition; the repGrt recommends mcreasing to 25% the corporate tax rate available under the
Law for the Encouragement of Capital Investments, 1959, durin& certain portions of the Approved
Entel]lrise benefits period to companies owned in whole or in part by foreign investors. Currently,
depending on the percentage offoreign ownership, this rate can be as low as 10''1', , and as high as 25%,

. which is the OOlJ>Or8te tax rate availtble to the Approved Entell'rises of companies without any foreign
ownership. Furthennore, the Report recommends revoking a current exemption available to income of
Approved Entel]lrises that is not distributed as a cash dividend and, setting a eOlJ>Orate tax rate of 10% for
profits generated during 'certain portions of the Approved Enterprise benefits period.

49

PAGE 4'1 OF 11b PAGES 131
n':.;~IT INDEX ON PAGE

FOR PUBLIC INSPECTION FCC2A000000602



ITEM 8: SELECTED CONSOLIDATED FINANCIAL DATA

The selected consolidated statement ofoperations data set forth below with respect to the years
ended December 31, 1995, 1996, 1997, 199& and 1999 and th. consolidated balance sheet data as of
December 31, 1995, 1996, 1997. 1998 and 1999 have been prepared in accordance with Israel GAAP and
audited by Kesselman '" Kesselman, independent certified public accountants in Israel and a member of
PricewaterhouseCoopers International Limited. Israeli GAAP varies in certain aspects from U.S. GAAP as
described in notes 7 and 15fto the Consolidated Financial Statements. The selected consolidated·financial
data set forth below should be read in conjuoetion with Item 9: "Management's Discussion and Analysis of
financial Condition and Results ofOperations" and the Consolidated Financial Statements and notes
thereto included in Item 19 in this form 20·f.
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YEARS ENDED DECEMBER 31,

19956l 1996U1 l22t 1m J222
08 tMIID.da. ~xtepi per ,blre data)

Statement oro~r.tion. DaJII:

Revenues ...................... M •••_ ............................... S3B32 S14,126 S103,69G SI3S 335 S331,813
Cost of Rcvcnucs:.~._....•.•._., .•.•._......................

Cost ofproduets sold and revenl,lO rendcl'C4 31,483 42,917 38,742 86,603 120,139
WrJte-offoflnvcl'ltoria ISJOGlated with.

~Btnlcturin& 9,495 4634

ruY ~ :51.742 96,098 224.'13

OrosI profit......................................................... ~ 31.209 44948 39,237 113,100

RcocardJ and ol<v<lcP"'<"1 costs: .......................

Expcl!5e& incuned.••..•_ .........,........................ 6,332 8,129 10,615 15,815 27,159

Ltss·arantl ................................,,, ................... .LQ§§ 1.913 2,494 l.!!ll 2.3158

3,466 6,216 3,121 12,780 24,791
Acquired reseafdl and dcnlollmtllt ............__ !Q.!!ll!l

Net research and development CO$U .....,..........._ W! Ul.§ !.lll. W1Q 24,791

Selling, ,general and adminlstnrtlvc c~pen~ 'M" ~ ~ :lQ.lli OWl ~
8,OJ9 11,048 16,306 (62,620) 19,895

Rcs\n.leturlng etwges 11,989' (356)
Merger e"Pense~ __..._......._................ _...~......... U2l
Opmng Income (lou}................,.... ,................ 8,OJ9 .3,0" 16,S06 (74,609) 20,251
FlnaI\Qa1l'l\cotl\t(ex~s)-net ..... ,.............._ S73 1,110 m (1,247) 3,267

Wrile-offof investments rwocialed with
r~tructurinc (1,700) (896)

Other inCOIne --net..•............_..._............... 1329 -ll! ...-W
Income 000) before UXe' or. in~c ............".. 8,614 5,556 17,074 (78,394) 22,622
Taxes on tn~me .... ,.................. _........................ -M ...llQ .-lli 2415

Income OO$s) Id\u taxc~ on income .............•..._ 8,614 5,472 16,944 (78,680) 20,147

Share irllossc:s of a»o~iatedcompanies............. ill ill
Net iftCOmc (1055) .............................................._ S8,614 S$,47212) SI6,944 rS79,38Jl Sw,u
EamlngsOoss) per share unce.r U.S. OMP..•..._

Basic ...........,............................. ,...................,. IW ~'" SI.S6 ($7.18)" 50.96-Dilut~....................,......................... ~ SO.50'" SI.31 ($1.18)" $0.92

Wci;n~ aycftge number of shares used In
computation ofearnIngs (loss) pet ~hare - in
thousands under U.s. OMP ..............................

Basic ............................................................... ~ 108t6 10,895 .!J.,!M2 20,447

Dilutc.d ............................................................ 9,632 11,049 .u.m 11.059 2),429

EMnings (loss) per sharc under )srae.1i QAAP

Basic ................................,......"....................... 10.89 SO.50 51.~0 '(56.31) 50.8J
Diluted ..." ........,...........__._.._......................... IU9 SO.SO SI.47 '($6.37) 50.83

Wei~ttd anraiC numbu ofdwt! use4 in
computlltion ofearnings (loss) per mile - in

. thousands under Israeli GAAP /'
8BSlc,..............~._ .._.....__•____..._.._ ....._ 9.829 11335 11.448 12,121 .25,177
Dillutcd_._..........._ ...................,............" .... 9,829 ~ ~ !1m 23,177

Restated.. See note lq in Notes to the Consolidated Financia.l Statements
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DECEMBER31,

Balance Sbed D*ta: .1m ~ !21Z !22! !ill
(I.tIl......d.)

Wotkin& C8il't&1 ................~•.•,... 561,623 561,63Z 585,081 $89,227· . 1265,307
Totll~b ............................... 91,4Z3 ll:l,lO\ Zll,960 4Ol,284· 618,853
Shon.term bank credit and current

MBlurltlc.s of lonl·temt debt..._... 4,806 S82 1,719 Zl,I58 6,9&6

Lona-tenn 'iabilitiei.........> •• , , ••••••••• ,> ....... 13 Z84 8,089
Convertible IWbordlnatc.d not~ ......._..._...••...... ".000 75.~ 15.000
Shareholders' C"tllty.~_ .._........... 81.363 19,758 108,338 1ll,620· 499,SZ3

(I) InctUdcs the resu!l$ orOilat Florida Into which awhollY~WMd 5ubsidiBr)' ofOllal was merged OD Oecember 30, 1996, &rid
a~nted far PUD~ to the pooli:ng,-c(·intucsts method.

(1) 1fthe' merger expenses asscci.1.el1 with '\he GUat Florid&. Merger had not been InclUded in Gilat's results, net lnQOme forthc: year
ended December 11, 1996 would have been apploximate!y Sl3,463.000 and bulc earnln&s per share for lI\tt yeuwtl~ld have been
$1.24 and diluled wninp per shan: would have been $1.22.

01 Jftfle rcslrudurin. charges j write om ~iatedwltf\ rmru"urlng and expenses ~llted to aequi~ ,e~ and ~elopmcnt
8SSoci.ted with the Spaunet Acqulsitiollllad not been includ.e:d in Gilat'&.l'Ullll&, tiel income: fer the year ended 'December 31, 199&
would have been approJdmmcl)' 524,801.000 and basic: earnings per snare under U,S. GAAP ftlrtnatye.u would have been $2.24
Ind dilultd earnings per share under US. OAAPwould have been $2.14.

Restated, See note Iq in Note. to the Consolidated Financial Statements
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ITEM 9:

Overview

MANAGEMENT'S DISCUSSION AND ANALYSIS OF
FINANCIAL CONDITION AND RESULTS OF OPERATIONS

Gilat commenced operations in 1987 and shipped its initial product, a first generation OneWay
VSAT, in 1989. Sincelhat time, we have devoted significanl resources to developing and enhancing our
VSAT producllines and establishing strategic alliances primarily with major telecommunications
companies and equipment suppliers. We bav" also broadened our marl<etilJg strategy to emphas'" sales to
customers directly and through new distribution channels.

In 1991, we began marketing our second generation OneWay VSAT.ln 1992, we began
marketing our TwoWay VSAT with Spacenet as part ofSpacenet's Skystar Advantage VSAT service
offering, and we began marketing our TwoWay VSATs to GTECH as part orGTECH's GSAT lottery
networks. Over the years, we experienced significant growth in orders, sales and earnings from our
OneWay and Skystar Advantageproduets. Additionally, we began marketing the FaraWay VSAT in 1994,
the DialAway VSAT at the end of 1996, the SkySurferVSAT in 1997, and the SkyBlaster VSAT in 1999.
The Skystar Advantage is our largest-selling product, accounting for approximately 49"10 of our sale,
revenue during 1998, and for approximately 49% of our sales revenue during 1999.

On December 30, 1996, we acquired Gilat Florida (previously named Skydata. lnc.), a company
engaged in the development, manufacturing and marketing ofVSAT·based paging and broadcast products.
The transaction was effected through the merger ofa wholly-owned subsidiary ofGilat into Gilat Florida.
The merger was accounted for as a pooling of interests. Accordingly, Gilat's financial information has been
res1ated 10 retroactively include the accounts and operations ofOilat Florida prior to 1996.

On December 31, 1998, we acquired Spacen,t. The acquisition was BCcounted for by the purchase
method. Prior to the acquisition, Gilat and Spacenet had engaged in a strat,gic e1Uance for a number of
years. Spacenet was th, largest customer ofOUal's products, with aggregate sales to Spacenet representing
approximately 28%, 34% and 45'(0 ofGilat's total sales in 1996, 1997 and 1998, respectively. With the
acquisition of Spacenet, we have begun to offer satellite-based network services as well as products. For a
discussion of certain continuing acquisition-related commitments, see Ultem 13: interest of Management in
Certain Tr·8risactfons'~· -

In February 1999 we completed tbe offering of5,456,750 ordinary shares, of which 4,711,750
ordinary shares were sold by Oilat and 745,000 by certain shareholder•. The proceeds to Gila~ before
expenses but after the underwriters discoun~ were 5257,826,960.

In February 2000, we completed a private offering ofS350 million of 4.25% convertible
subordinated notes due in 2005. The notes ere convertible into our ordinary shares at a conversion price of
5186.18 per share. Each note bears ennual interest of4.25% payable semiannually.

In March 2000, we completed a 5I0 millIon investment transaction with Knowledge Net Holdings
LLC, a subsidiary ofKnowledge Universe Inc. in exchange for 10 million common units (approximately
5.6% ofthe outstanding units) of KnowledgeBroadcasting.eom u..c ("){Be"), and a one year warrant to
purch..e an additional 20 million units at the same unit price. We also granted KBC a five year warrant to

. purchase approximately 191,000'o£Our ordinary shares at a purch..eprice of51S7.05 pershare, and a five
year option to acquire equipment and services. Acquisitions ofequipmenl and services made pursuant to
this option in the first two years wHi be paid for by KBC with up to 20 milJion units ofJ<BC valued at the
original purchase price, and thereafter, on tenns to be agreed by the parties. KBC is 8 web..based media
company that distributes content using interactive broadband satellite and other technologies.
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In April 2000, we completed the funding and formation of U.S.-based GHat·To·Home Inc., ajoint
venture with Microsoft Corporation, EchoStar Communications Corporation, and INO Funnen Sel" Gilat­
T<>-Home was formed to provide satellite·ba.ed broadband Internet services to eonsumers in the U.S.
Following the eollective investmentofS125 million by the other parties to this joint venture, Gilal, along
with certain related parties, holds approximately 51% of Gilat·T<>-Home, on a fully diluted basis Including
shares reserved for options to be granted to employees but not including warrants and debt conversion
rights issued as part of bank finanelng..

In addftion, in April 2000, we completed a share pure1lase transaction pursuant to which we,
together with certain employees, now hold 100% ofGTH LA (Antilles) (formerly named Global Village
Telecom (Netherlands Antilles) N.V ("GVT Antilles'1). This transaction is more fully described in "Item
I: Description ofBusiness •• Strategic Alliances and Joint Ventures". GVT Antille, was established to
operate rural telephonY communications networkJ, mostly in developing countries and is now part of our
planned consumer Internet initiative in Latin America. This acquisition expands our presence in South
Amcrica and provides existing on-ground VSATnetworks.

In June 2000, we exercised our right to redeem our 61h% convertible subordinated notes issued 011

May 14, 1997 and due on June 1,2004. The notes were redeemable in fuji at [02% ofthe principal
amount plus accrued and unpaid interest, setting the redemption price per $1,000 note at $1,020.72. All of
the note holders opted to convert their notes into Gilat's ordinary shares prior to the redemption date and
we consequently issued 1,7SS,695 ordinary shares to such holders.

We earn revenue from sales ofour satellite-based networking products and suvices to our
customers worldwide. The charges to custome" for satellite networking products and services vary with
the number of sites, the length ofthe eontract, the amount of satellite capacity, the types oftechnologies
and protocols employed and the degree of customization or development required to implement the
-~. .

In the case of product sales, we recognize revenue when the product is shipped. The present value
of payments due under sales-type le..e contracts are recorded as revenues and cosl of sales is charged with
the book value of equipment at th"e time of shipment. Future interest lncome.is deferred and recognized
over the related lease term. We recognize revenues from long-term contraCts on the percentage-of.
eompktion method, measured using the ratio of material costs incurred to date to c'Snrnated total material
costs for each contract. Spacenet generally has two ways ofrecognizing TOvenue, depending on whether or
not lbe customer takes ownership of the network equipment. In the first type ofnetwork services sale, the
customer purchase. hardware, software, and satellite capacity and maintenance services, and Spacenet
recorcb revenue when the network is installed and operational (or, in CAses where the customer obtains its
cwn installatlon services, when the equipment is shipped). In many of these cases, SpJcenet is paid
progress pJyments upon signing. achievement of certain milestones and installation. For ongoing
maintenance, satellite capacity and support services, customers pay monthly fees, which are recorded as
service revenues.

In the other type ofnetwork services sale, Spacenet procures and installs the equipment and
software, obtains the satellite capacity and provides nlltwork operations and monitoring for the customer
over the contrael term (generally three to five years). Under this type of network services sale, Spacenet
retains ownership and cperation of the network, and receives a monthly service fee (and recognizes

"revenue) over the term of the co~tnw:t; Since our acquisition of Spacenet, theSCI networking .service
arrangements have grown and we expect that they will continue to grow as a percentage of our revenue. As
a resUlt,. a growing portion ofthe VSAT equipment we manufacture is capitalized on our balance sheet and
has resulted in an increase in our capital expenditures. We al.o believe that the growth of our business may
result in an increase of our inventory.and receivables levels and increased working capital needs. We
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intend to meet such anticipated inerea,e, in capltarexpenditures and working capital with cash on hand.
See "-Liquidity and Capital Resources."

We bave started to depreciate tbe cost of the equipment used in our network service olTerings on a
S-year buis. Our s"",ice contraeu, however, may be for period> of.. little .. J years, Which may require
us to write-off the unamortized cost ofme 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 of our customers will
elect to renew their service contracts and that we will not be required, in most instances, to effect such
write-offs.

Cost ofrevenues, for both products and services, include, the co,t of system design, equipmen~
satellite capacity, software customization and third patty maintenance and installation. For equipnient
contracts, cost ofrevenues is expensed I.S revenues are recognized. For n.etwork service contraet5, cost of
revenues is expensed as revenues are recognized over the term ofthe contra«. For maintenance contracts,
cost of revenues is expensed as the maintenance cost. is incurred or over the tcnn of the contract. As aresult
ofthe Spacenet acquisition, we incurred aggregate reSlrUcturing expenses of$29.4 million for the two
years ended December 31, 1999. In addition, Spacenet incurred a charge ofapproximately S12.4 million
to eliminate unnecessary inventory and property, pl.nt and equipmen~ which is included in the goodwill
and SJJ.6 million in expenses related to the replacement and upgrade of certain legacy VSATnetwork .
equipment used by certain Spacenet customers. We replaced approximately 75% of this legacy equipment
in 1999 and expect to replace the remainder in 2000. In 1999, most equipment replacements were
accompanied by tho cU5tomers l entry mto long-term network services contracts.

We devote significant resources to research and development of all our products. Our initial
research and development was funded by the Israel-U.S. Binational Industrial Research and Development
Foundation ("BIRD"), but cWTentiy none ofour research and development is funded by BIRD. In Israel, a
portion ofour research and development expenditures is funded by the Office of the ChiefScientist of the
Ministry oflndustry and Trade (the "Office of the Chief Scientisf'). We have also received, and expect to
continue to receive, grants through participation in research consortia, wbich are funded by the Office of
the Chief Scientis~ as well as grants from research and development programs sponsored by the European
Commission and the U.S.-1srael Science and Technology Foundation ("USISTF'). We expect, however,
that the amount of funding from tbe Office oftbe Chief Scientist will decrease due to Israeli budgetary
constraints.

During 1998 and 1999, approximately 19.2% and 8.7%, respectively, of our research and
development expenditures before acquired research and developmen~ were covered by the Office of the
Chief Scientist, tlte research consortia, USISTF, and the European Commission. Under the terms ofthe
fundinll provided during these and earlier years by the Office of the Chief Scientist, BIRD, and USlSTF.
we are required 10 pay royalties on sales ofthe products developed from the funded project until anamounl
ranging from 100% to 150% of the grants has been repaid. Grants received through participation in the
research consortia and under the European Commission program do not require the payment of royalties.
Royalties to the Office ofthe ChiefScienM and BIRD, which are included In selling, general and
administrative expenses, were 5820,000 during 1998 and 5719,000 during 1999. To date, we have not
made any sales in connec)ion with the USISTF project and consequently have not accn>ed or paid any
royalties to USISTF.

. 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. .
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'Substantiolly 011 of our production facilities in Israel are eligible for certain tax benefits. As a
re,ult, we expect lhat a substantial part ofour income for 2000 and 2001 will be·tax exempt, while the
balance will be taxed at rates ranging from of 15% to 36%. See "-Effective Corporate Tex Rate,"

As part ofthe Merger Agrumenl, OE Americam and certain ofits affiliates were committed to
purchase $37.5 million ofour products through the end of 1999. OE Americom agreed to pay us a credit

. against service fees owed to OE Americom under certain satellite transponder service agreements, equal to
40% of any shortfalls in this purchase commitmem. OE Americom did not purchase any of our equipmenl
in 1999 and therefore we were entitled to a <redilequallo 40% ofthe full amount ofS37.S million, or SIS
million, which was recorded as revenues in 1999. In addition, pursuant 10 two settlement agreements
entered into by the parties in December 1999, OE Amerlcom paid us $2S mmion for post-closing'
adjustments and undisclosed liabilities related to the Merger, and for reimbursement ofexpenses,

The currency of the primary economic environment in which most ofour operations are
conducted is Ihe dollar, and as such, we use !he dollar as our functional currency. Transactions and
balances originally denominated in dollars .... presenled at their original amounts. Gain, and losse. ari.ing
from non-dollar transaction. and balances are included in the determination of net income.

Results of Operations ofGila'

The foHowing table sets forth, for the period. indicated, the percentage ofrevenues repre.ented by
certain line items from Gilat's consolidated .tatements of income. .

Percentage of Rennu••
Years Ellded Deumber 31,

Adlusted . Adlu!lted

mz !ill ill!ill I'''' lli2J1J
Revenues ...................................................................... 100.0% 100.0% 100.0% iOO% 100%

Cost ofRevenues .__............................................._........ S6.7 61.9 SS.B 66.S 55.6

Gross profit ..................._.............................................. 43.3 3B.I 44.2 33.5 44.4

Research and development costs
Expensos incurred ................................................. IC.2 IC.2 101- t.C 1.0

LC!s - grants ......................................................... 2.4 2.C 2.0 0.7 0,7

7.S i.l B1- 7.3 7.3

Acquired research and development ...................... O.C 51.S 0.0 C.O 0.0

Net research and dcvelopmt:nt costs ...................... 7.B S9.7 Bi 7) 7.3

Selling, jenera! and administra.tivc expenses ......:........ 19.6 18.7 IB.7 ~ 19.9

Restructuring charges .................................................... 0.0 ·'.7 0.0 ---roJ) O.G

Operating income (Ioss) ........................-........................ IS.' (48.0) 17.3 6.0 17.2

Finam:ial income (expenses)· net ................................ O,S (0.8) (G,B) 1.0 I.G

Writc"'Off of invcstmMts associated with .
restructuring ............................................_....____..... 0.0 (1.7) O.G (0.3)

Other income - net ...................................................... G.O 0,1 0.1 0.0 O,G

In~c (los,} ~fOTC taxes on incom~ ......................... 16.4 (50.4) 16.6 ~ 18.2

Taxes on income .......................................................... 0.1 0.2 0.2 0.1 0.7

Income (loss) after taxes on inwmc ............................ 16.3 (50.6) 16.4 6.0 17.5

Sharc in losscS' ofassoclattd oompanics .........._.......... 0.0 G.5 05 0.2 0.2

.Net income (los,) ..................................-:...................... 16.3% (51.1)% 15.9% 5.8% 17.3%

"Restated, see note Iq to Not.. to the Consolidated Financial Slaumen f.s
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(I) Results ofopera1ions for year ended December 31, 19911. cxc:Juding thc Spaccnct restructuring charges,
writC"Offs associated with restructuring and expenses related to acquired research and development of
approximalely SI04.2 million.

(2) Rcsults ofoperations for yCW' ended Deecmbcr 31, ]999, cxcludlng expense. associated with the Spacenet
aoqulsl~on and mtrueturlng o'approximately $38.8 million.

Year Ended December 31, 1999 Compared to Year Ended December 31, 1998

Revenues. Our revenues increased by 117.5% to approximately $337.9 million in 1999 from
approximately $\55.3 million in 1999. The growth in revenues was attributablo primarily totlte acquisition
ofSpacenet on December 31, 199&, which allowOd us to expand our revenue base from primarily
manufacturing and selling VSAT equipment to service revenues based on the offering of complete end-to·
end telecommunications and data networking solutions. Tn addition, we experienced an increase in demand
for Skystar Advantage products, and for SkyBlaster following its inttoduction in 1999. This was partly
offset by downward pressure on prices in the industJy.

GrMs profit. Gross profit increased by 90.9% to approximately S1l3.1 milli'on in 1999 from
approximately S59.2 mlUion in 1998. The gross profit margin decr...ed to 33.5% in 1999 from 38.1% io
1998 due to expenses related to migration from off.ring Spac:en.t's Clearlinlc system to offering our
Skyslar Advantage, and a write-off of i.nv.nlories associated with restructuring. In our 1998 fmancial
slatements, goodwill was restated and decreased by S21 million for expenses related to migration from
CI.arlink to Skystar Advantage, inventories were restated and increased by $12 million, accrued expenses
were restated and decr...ed by S11.3 million, and retain.d earnings were restated and increased by $2.3
million. The actual migration .xpenses were included in the 1999 expenses, mainly in cost ofgoodssold. If
such migrBtion expenses and writ.·offof inventories had not been included, our gross profit margin would
have iocreased to 44.4% in 1999 from 44.2% in 1998.

Research and Development Expensel. Research and dev.lopment.xpenses in 199& includ.d
580 million for a write-off of acquired in-process res.arch and development associated with the Spa.enel
acquisition. In-process research and development expenses arise from new product development projects
that are in various stages of completion II.t the acquired enterprise at the de1e ofacquisltion. Gross research
and development costs withoUI the acquired in-proce.. research and developm.nt increased by 71.7% to
approximately S27.2 million in 1999, from approximalely SIS.8 mlllion in 1998, and as a percentage of
revenues, decre..ed to 8.0% in 1999 from 10.2% in 1998, mainly due to the rapid increase in rev.nues
including from services, which by nature do not require significant R&D resources.· The dollar increase in

_ ..•. "'_"__ .. ". _..~.':h_~~~s.in 1~92~as prio,aril)'du.,eto..lIiri!,sa.ddItion,,! reSearch a~.d deve10pmenf~on!,~I; Ihe.tut)h~.
d.v.lopment of the S1<yBlaster, Slcystar Advantage and ParaWay product lines; the expansion of research
and developm.nt to r.duce the costa and Incr.ase the functionality of our interactive VSAT product Jin.s,
and conducting g.neric research relating to our participation in research consortia. Research and
development grants, as a percentage ofgross research and developmenl costs, decreased to 8.70/0 in 1999
compared to 19.2% in 1998. Research and developmeot costa, without acquired research and development
showed a net increase to approximately $24.8 mi11ion in 1999 from approximately $12.8 mi11ion in 1998,
aod a decreesaas a percentage of sales to 7.3% in 1999 from 8.2 % in 1998.

Selling, General and Admlnlstratlv. Expenses. Selling, general and administrative expenses
incr....d by 135.30/0 in 1999 to approximately $68.4 million from approximately 529.1 million In 199&.
As e percentage ofrevenu.s, sel1in~generaland administrative expenses incr....d to 20.3% in 1999 ITom
1&.7% in 1998. Selling, 8coeraland administrative expenses include expenses related to migration from
Clearlink 10 SlcyStar Advantage. If such migration expenses hed not been included, the selling, goneral and
administrative expenses would have increase4 by 13\.00/0 in 199910 approximately S67.2 mllJion, or
19.9% as a percentage ofrevenues.l~cr.ased expenditures in 1999 were primarily altributable to the
consolidation of Spacenet and the expansion of Our marketing and selling efforts through the hiring of
personnel, and the opening ofnew offices around the world.
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R••tructurinil Charg.. and R.10ted Exp.n.... Restructuring expen.es os a result of the
Spacenel acqui.ition other than inventory write-off. and write-offof investments which are presented in
other lines, were $0.4 million lower than was recorded in 1998. 1nventOl)' write-off. relating to
rationalization ofproduct lines wbich arc presented in east ofrevenues, were $4.6 million higher than was
recorded in 1998, ond write-offs of investments as.ociated with restructuring were SO.9 million higher
than was record.d in 1998. Re.tructuring charges in 1998 were restated by 0 decrease of$2.2S million, as
exploined in note Iq to no18s 10 the Consolidot.d Financial Statllments.

Operating lncom. (Los.). Operating income increased to approximately $20.3 million in 1999
from a loss of approximately $74.6 million ofter restotement os explained in the preceding paragraph In
1998, primarily due to the expenses related 10 migration from Clearlink to SkysW Advantage, restructuring
charges, write-off...sociated with restrueturing, and expenses related to acquired research and
development as descn"bed above. Ifexpen... related to the migration, restructuring eharges, write-offs
associated with res1rUCturing and expenses reloted to oequired research ood development hod not been
included, operating Income would have been $S8.2 million for the year ended December 31, 1999,
compared to 526.9 million for the year ended December, 1998, an increase of 116.4%, with the increase
due prim2,rlly to increased sales. . . ..

Financial Income (Expenses), Net. Financial income, net amounted to approximately $3.3
million in 1999, compared to financial expenses, net ofapproximately $1.2 mfllion in 1998, mainly due to
interest income on bank deposits from our public offering in February, 1999.

Taxes on Income. Taxes on income were approximately $2.5 million in 1999 compared to
approximately $0.3 million in 1998.

Share in Losses orAssoeiated Companies. Share in losses ofassociated companies was
aPJlroximillely $0.5 million in t999, compared to approximately $0.7 milHon in 1998.

Net Income (Loss). As a result ofall the foregoing facto"" we hed net Income of approximately
S19.6 million in 1999 compared to a loss ofapproximitely $79.4 million, after restatement as explained
above. in 1998. If migration expenses. restrueturins charges, write-offs associated with restructuring and
expenses related 10 acquired research and development had not been incJuded in the results, net income for
the year ended December 31, 1999, would have been $S8.4 million compared to $24.8 million for the year
ended December 31,1998, an increase of 13S.6%.

Earnings (Loss) Per Share. Basic earnings per share for 1999 under U.S. GAAP was SO.96 per
share (SO.83 per share under lsraeli GAAP) as compucd to basic loss.per share ofS7.18 per ,hare ($6.37
per share under Israeli GAAP) in 1998. Diluted earning. per .hare for 1999 was $0.92 per .hare ($0.83 per
share under Israeli GAAP) as compared to diluted loss per share oU7.!8 per share (S6.37 per share under
[sraeli GAAP) In 1998. [fmigration expenses, restruetuTing charges, write-offs ..saciated with
reslTUcturing and expenses related to acquired research and development had not been included in the
results, basic earnings per share for 1999 under U.S. GAAP would have been $2.86 per shar... compared
to $2.24 in 1998, and diluted earnings per share for [999 under U.S. GAAP would have been $2.73 per
share as compared to 52.14 in 1998.

Year Ended Deumber 31,.1998 Compared to Year Ended December 31, 1997. .
Revenua. OUr revenues1ncreased by 49.8% to approximately $155.3 million in 1998 from'

approximately $103.7 million in 1997. The growth in revenues was attributable primarily to a .ubstatitial
increase in sales oftelephony products (FaraWay and DialAway) .. wen .. increased sales ofSkystar
Advantage products and·]ntemet Protocol ClIP") based products. The increase in revenuc:s was partly
off,et by downward pressure on prices in the industry.
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· Gross Profit. Gross profit increased by 31-8% to approx[mately $59.2 million in '1998 from'
approximately $44.9 million in 1997. Our gross profit margin decr.....d to 3B.1% in 199& from 43.3% in .
1997 due to write-off ofinventories associated with restructuring. Ifsuch write-offhad not been included,
our gross profit margin would havelncreased to 44.2% due primarily to a ..!alive decrease in our cost of
revenues as a result ofmore efficient manufacturing processes. lower cost of components and a change in
Ille overall product mix.

Re.earch and Development Expen.es. Research and development expen.es include $SO million
for the write-off of .cquired in-process research and d.velopm.nt associated with the Spacenet acqui.ition.
In-process research and development expen... arI.e from new product development projects that are in
various stages of completion at the acquired enterprise at the date ofacquisition. Gross research and
development costs without acquired research and development increased by 49.0% to approximately $15.&
million in 199B, from .pproximately $10.6 million in 1997 and as. p.rcentase of_.nues rem.ined .tthe
same leve' of 10.2% In 1995 as in 1997. The <k>IIar increase in such costs in 199Bwas due primarily to the
hiring nf addilional resemch and development persnnn.I, the further development oftl,. FaraWay,
SkySurfer and SkyBlaster product lines for corporate and rural telephony applic.tions, the expansion of
research and d.velopment to reduce the costs aod incr.... the functionality of our unidirectional and
int.ractiv. VSAT product lines, including IP-based products, as well as ISAT and paging receiver producis
and to conducting generic research relating to lbe research consortia. Research and development grants, as .
a percentage of gross research and development costs, decreased to 19.2% in 1998 compared to 23.S% in
1997. Rese.rch and development costs; without acquired research and development net increased lQ

approximately $12.B million in 1998 from approximately i8.! million in 1997, and increased as a
percentage ofrevenues to 8.2% in 1998 from 7.8% in 1997.

Selling, General and Administrative Expenses. Selling, general and administrative expenses
increased by 43.1% in 199& to approximately $29.1 million from epproximately $20.3 million in 1997. As
a percentage of revenues, selling, general and administrative expenses decreased to 18.7% in 1998 from
approxim.tely 19.6% in 1997. Increased expenditures in 1998 were primarily attributable to the expansion
of our marketing and selling efforts through the hirlng ofpersonnel, increased commissions paid to sales
personnel. agents and distributors, and the opening of new offices.

Restructuring Charges and Related Expenses. As a result ofthe Spacenet acquisition. We
incurred restructuring charg.s of $12.0 million .fter restatem.nt, IS explained in note lq to Notes to the
Consolidated Financial Statements, for the year ended December 31, 1998, mainly for compensation to
customers and other third parties, 59.5 million of inventory write--offs relating to rationalization ofproduet
lines, which are presented in cost of revenues and $2.7 million of write-off of lnvestments associated with
restructuring.

Operatlne Income (Loss). Our operating income decreased to a loss of approximately $74.6
million after restatement, as explained in note 1q to Notes to the Consolidated Financial Statements, in
1998 from an income ofapproximately $16.5 million in 1997, primarily due to the res1Ncturing charges,
write om associated with restructuring and expenses related to acquired research and development as
described above. If restructuring charges, write o!fs associated with restructuring and expenses related to
acquired research and development had not been included, operating income would have been $26.9
million for the year ended December 31, 199B, (representing an Increase of 62.&% over 1997) with the
increase due primarily to lncreased revenues.

FI.IJlclallncome (Expo""es), Net. Flnanclal expenses, net amounted approximately to $1.2
million in 1998, compared to financial income, net ofapproximately SO.5 million in 1997, mainly duoto
payment ofinIerest on subordinated noles while related Interest earned on deposits in banks decreased due
to use of funeil.
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Share in Losses of Associated Companies. Share in losses of associated companies was
approximately $0.7 million in 1998 with no paraUelamount in 1997.

Net (DCDme (Loss). As.n:suIl: ofall 1M foregoing faclDrS, we had a los, ofapprDximately $79.4
million in 1998, after restatemem as explained in nate Iq to Notes to the Consolidated Financial
Statements, in comparison to net income ofapproximately S16.9 million in 1997. If restructuring charges,
write offs associated with restructuring and expenses retated to acquired ""'earch and development had not
been includ.d in the Company's results, the net income for the y.ar end.d December 31, 1998, would have
b••n S24.8 mOlion (r.pres.nting an increase of46.4% over 1997).

Earnings (Loss) Per Shar•. Basic loss p.r share for 1998 under U.S. GAAP was $ 7.18 per
share ($6.37 1'.r share und.r Israeli GAAP) after restatemoo\, as .xplalned in not. Iq to Notes to the
Consolidated Financial Statements, as compared to basic earnings p.r sbare of$1.56 p.r share ($1.50 per
share undor Israr:li GAAP) in 1997. Diluted loas per shareafter restatement for 1998 was $7.18 per share
($6.37 pershare und.r Israeli OAAP) as compared to dilut.d .arnings per share ofSUI per share ($1.47'
und.r Isra.li GAAP) in 1997. Ifrestructuring charg.s. write offs e..ociat.d with restructuring and
expenses r.Jilted \0 acquired research and dev.lopmenthad not heen included in the our results. hasic
earnings per share for 1998 would have been $2.24 1'er share and diluted earnings per share for 1998 under
U.S. OAAP would have heen $2.14 per share.

Variability of Quart.rly Operating Results

Our revenues and profitahility may vary from quarter to quarter and in any giv.n y••r, d.pending
primarityon the sales mix ofour family ofproducts and the mix of the various compon.nts of th. products
(i.•.• the volum. ofsal.s ofremote terminals versus huh equipment and software and add-on
enhancements), ,.1. prices, and production costs, as well as entry into new service contracts. the
tennination of existing service contracts, or different profitability levels between different service
cOntree1S. Sal.s of the Skystar Advantage and FaraWay products to a cus10mer typically consist of
num.rous remote tennin.ls and relat.d hub equipment and software. which carry diff.tent sales prices and
margins.

Annual and quart.rly fluctuations in our results ofoperations may be caused by the timing and
composition of orders by our customers. Our future results .lso may be .ffect.d by a number of f.ctors
including our ability to continue to develop. introduce and deliver .nhanced products on a timely hasis and
.xpand into new product offerings at competitive prices. to anticipate .ffectively customer demands, and to
manage future inventory I.v.ls in lin. with anticipated d.mand. These results may also be affected hy
clll'l'.ncy exchange rate fluctuations and economic conditions in the g.ographical areas in which we
operat•. In addition. our revenues may vary significantly from quarter to quarter as a result of, among other
factors. the timing of new product announ~ements and ~Ieases by us and our competitors. We cannot be
sure that the growth in r.venu.s. gross profitllld net incom. achieved by US In prior quarters wm continu.
or that r.v.nues. gross profit and nellncome in any' particular quarter will not b.low.,. than those ofth.·
l'receding qua(tetS, ineluding coinpmble 'lUll.I'!eri. OUt expense levelS are based, in !'art', lln exp.ctitiOM

..~ to ~t~ re~~ues. If.reVeiitie:s ar!,.~low ~~peCjaiion~ o~ing ~~(ts.~JlkelY to)e~'ver'sel)'~' .:-- .....- - ~-= ..._._.'.
aff.ct.d. A.s a result, we b.lieve that periad-to-p.riod comparisons ofour results of op.rations are not
necessarily meaningful and should not be relied upon as indications of future perfonnance. Du. to all of
.the foregoing factors, it is likely thal in sOme future quarters our revenues or operating results will be
below the .xp.ctations of public ffi3'ker analysts or investors. In such eVell\, the market price of our
ordinary shares would lik.ly be Jilaterially adversely affected.
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Liquidity and Capital Re50urees

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
(approxim4tely S24.5 million) 1995 (approximatlOly 537.5 milUOlI), and 1999 (approximately 254.5
million), and our issuance of converoble subordinated notes in 1997 (approximatlOlyS71.8 million) and
2000 (approximately $338.8 million), as wen as funding from research and development grants. In
addition, we also financed our operation, through borrowings under available credit facilities as discussed
below. We intend to meet our anticipated increases in capital expenditures and working. capital
requirements with cash-on-hand.

We have used available funds primarily for woddng capital. In 1999, funds were used to increase
trade receivables by approximately $40.0 million, other receivableS by approximately S79.5 million,
accrued expenses decreased by approximately $6.8 mllllon, and approximately S15.2 million were used to
decrease short term bank credit Funds were also used to increase investment in companies by
approximately SI1.9 million and property, plant and equipment by approximately 592.0 million in 1999.
This increase in property, plant and equipment represents a portion ofour investment in our new facility in
Petah Tileva, Israel, as wen as additional purchases of computer and electronic equipment and office
furniture and equipment Approximately 514.7 million was provided by an increase in trade payables,
approximately 513.0 million was provided by an incre..e in other payables (including nther long-tenn
liabilities), and approximately S13.9 million was provided by a decrease in inventories. The decrease in
inventories was due to migration from Clearlink to Skystar Advantage.

As ofDecember 31,1999, we had approximately $94.9 million in casb, cash equivalents and
~hort·tenn bank deposits and approximately 550.0 mil.lion of,long-tenn bank deposits, compared to
approximately S7.6 million in cash, cash equivalents and short-term bank deposits and approximately
$40.7 million oflong-tenn bank deposits as of December 31, 1998. Our ratio of shareholders' equity to
total assets as ofDecember 31, 1999, increased to 73.6% from 55.5%, after restatemen1. AS explained in
no.te-.l q of Notes to.1IIe Coosolidateq f.injlJl~ial Statements, ~ of December .31, 1998.

As of December 31, 1999, wehad a bank line of credit of approximately 510 million with l.srael
Discount Bank Ltd. (an affiliate of one of our major shareholders), under which approximately S4.5 million
of short-term debt was oU1standing as ofthat date. We also had a bank line of credit of approximately $24
million with Bank Leumi Le Israel B.M., under which approximately $2.3 million of short-term debt was
outstanding as of December 31, 1999. The short-term bank credits are secured by a negative pledge
prohibiting us from selling or otherwise transferring any assets except in the ordinary course ofbu~iness,

from placing a lien on our assets without the bank's con,ent aDd from declaring dividends to our
shareholders.

In 1993, funds were wed to Increase inventories by approximately Sl.5 million and trade
receivables by approximately $35.2 million. The Increa;e in inventories in 1998 represented increased
component purchases 10 meet higher production levels and an increase in work.in-process and finished
prnducts, primarily related to customer orders plaMed for shipment early in the following quarter
in91uding product.! needed for the migration from Clearlink to Skystar Advantage. Funds were also used to
increase investments by approximately 814.2 million (mcluding $8.5 million in loans to an assaciated
company and $2.7 million used in comection with deconsolidation of the investment in OVT Antilles)
approximately S5.7 million was used to decrease other payables,and S15.8 million was used to increase
property, plant and equipment. Th~increase in property, plant and equipment represents a portion ofour
investment in our new facility in -Petab Tileva,lsrael, as well as additional purchases ofcomputer and
electronic equipment and office furniture and equipment. Approximately $3.9 million was provided by an
increase in trade payables, approximately 822.3 million after re,tatement, as explained in note Iq to Note,
to the Consolidated Financial Statem~nts, was provided by a decrease in other receivables. and an increase
in accrued expen,es, and approximately S20.4 million was provided by ,hort tenn bank credit.
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In June 2000. we exercised our right to redeem our 6~% convertible subordinated notes issued on
May 14, 1997 and due on lune 1,2004. The Dotes wete redeemable in fullotl020/0 ofthe principal

. amount plus acaued and unpaid Interest, setting the redemption price per $1,000 nate at $1,020.72. All of
the note holders opted to convert their nates into Gilat's ordinary shares prior to the redemption dot•. See
not. 8 ofNate, to the Consolidated ~inancial Statements.

The conv.rtibl. subordinated notes that were i'sued in February 2000 repres.nt un,ecured g.neral
. obligations, arc ,ubordinat. in right of payment to certain of our obligation" and are conv.nibl. into our

ordinary share,. The notes bear interest at an .nnual rate of 4.2.5% and win mature an March 15,2005,
unless:

redeemed by us on or after March 18,2003;

repurchased by u, at the option of the holders upon the OCCUIT.nce ofcertain d.signated
events; or

converted into our ordinary shares 81 the option ofthe holders at a conversion price of
$186.\8 per ordinary share.

The notes do not impose any financia.l covenants or any restrictions on the payment of di'V\dends.
the r.purchase ofsccuritie, or thelncurr.nce ofs.niorindebtedness or other ind.btedn.... Sec nate 16 of
Notes to the Consolidated Financial Stat..m.nu.

W. expect that the principal uses ofour cash during 2000 will be for working capital, capillli
expenditur.s and sttaIegic investments. In addition, our uses of cash wiJI include the expansion of our
manufacturing, testing, quality control, delivery and s.rvice capabiliti.s in Isra.l, .xpansion ofour
international marketing activities, research and development, a.nd additional capital investment for our
service-based offerings.

Acquisition ofSpaeenel

On December 31, 1998, we completed the acquisition of Spac.n.~ a company .ngaged in
providing VSAT·bas.d network services and prior to the acquisition, a whoUy-owned subsidiary of GE
Americom. The transaction was completed pursuant to an Agreement and Plan of Merger e.nteRd into on·
Septemb.r 25, 1998, between Gila~ OE Arncricom, and Spatenet. We acquired Spacenet from GE
Americom in exchange for 5 million shares ofn.wly issued Gilat ordinary shares. The acquisition was
structured as a merger intended to qualify as a "tax-free" reorganization. See ..Item. 13: Interest of
Managem.nt In Certain Transactions-Merg.r·Related Agreements-Th. Tax Matt.rs Agreement." As
part of the acquisition. w••nlered into several significant agreements with GE. See "Item 13: Interest of
Management in Certain Transactions-M.rger-Related Agreements."

In·Proc..s Rascan:b and Development.

A major valuc-enhancing asset acquired in the Spaccn.tacquisition w..the technology d.v.loped
by Spacenet as pan of its planned new Turbosat product. At that time, w. planned to utilize the Turbosat
technology in a new product.

./
As part of1I1e process ofanalyzing the purchase ofSpacenet, management made a decision to buy

technology that had not yet be.n commercialized rather than develop the technology internaUy. Our .
management based this decision on factors such as the amount oftim. it would take to bring the
technology to market and the quality.orlb. Spacenet research and development effol1. We also considered
our own resource allocaIion and our progress on comparable technology. Our management expects to use
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Ihe same decision pra<:ess in the future. lbe allocation 10 in-peocess research and development 0($80
million represents the estimated fair value using the methodology described under "Yoluation
Assumptions" below.

Al tlle time oflbe acquisition, the Turbosat tecbnology, though nol yet fully developed. was
inlended to increase throughput, expand product feo1ure.lo serve additionalappliealion. and reduce cost.
The technology was also expeeted to accommodale changes in customer's performance and application
requirements through its ability to be upgtaded 10 a satellite multimedia platform or a terrestrial router.
One ofthe most important fealUm of the acquhel Turbo.al technology i. that il eonbles a wide range of
flexibility through the application of spread spectnun and COMA technologies as the satellite acce:ss
method. Other distinguishing features are its advanced level capability for data, audio and video
broadcasting.

At the time oftlle acquisition, we expected tlle full software feature to be complete in late first
quarter 1999 and a fully integrated TurbosaHo be ready for release by June 1999. at which lime we
expected to begin generating economic benefits from the value ofthe comploted development associated
with the in-process research and developmenl At that time, we also expected that if successfully
completed, the new. product incorporating the Turbosat feature sot would be marketed by us under the
Skystar Advantage traelemark while maintaining backward compatibility.

In 1999, the research and development of Turbosat technology progressed. with most of
Turbosat1s improved functionality and" features completed and the technology being integrated (other than
COMA) into a new product platform, Skystar Advantage TO (Turbo Oenerlllion), which is now our maio
Skystar Advantage platform and is being implemented for the USPS network and other network•.

Prior 10 the acquisition, Spacenet had incurred approximately $20 million in Turbosat
development-related costs. At the acquisition elate, costs to complete the research and development efforts
related to Turbosat were expected to be approximately $6 million. In 1999 our gross research and
development expenses were approximately $27 million. which included expenses related to integration of
the Turbosat technology into the Skyslar Advantage platform. We have not completed researCh and .
development ofthe Turbosat COMA technology, although we continue to consider potential integration of
this technology in our VSAT products and for which we are directing reseat~h and development aetlvities
over the next 12 months.

Valuation Assumption;

In connection with the Spacenetacquisition in 1998, we e,timated the fair value ofin-process
research and development using an income approach. This involved estimating the present value of the
estimated after-tax cash flows expected to be generated by the purchaseel in-process re,earch and
development. usmg risk adjusted discount rates and revenue forecasts as appropriate. Product revenues
attributable to the Turbosat technology were estimated to be 51 18 million in 1999 and to grow thereafter
through the end of the product's life in 200S as new product technologies are expected to be introduced by
us. Product reyenue growth was expeeted to decrease gradually from 42% in 200 I to IS% in 2003 and
6.9% In 2OOS. Service revenues and lease payments were expected to continue at a declining rate through
the year 201 J. Revenues were ..timated based on relevant market size anel growth factors, expectod
industry trends, individual product sale. cycles, maintenance and service life and the estimate life ofthe
product's underlying tochnology. Product costs included hardware, installation, sPice segment fees, and
main1enance costs. Estimated ope.ra!ing expenses indud~ cost of goods sold, selling, general and
administrative expenses and enginee'ring expenses. The estimates were consistent with historical pricing,
margins and expense levols for our other products.' .

The selection of1he discount rate was based on consideration of a weighted average cost of
capital. as well as other factors including theleehnology's useful life, profitability level, uncertainty of

63

PAG~ b3 OF\3~ PAGES
EXHIBIT iNDEX ON PAGE 111

FOR PUBLIC INSPECTION FCC2A000000616



~dvances, and stage of complelion. A risk adjusted discount rale of 40% w~s utilized to discount projected
cash flows.

Only a proportion~1 value consistent with thelechnology's alre~dy completed developmenl effort
was considered in-process researtb IIld developJllalt for financi~l reporting purposes. V~lue ASsociated
with the teehnology's ternaining development effot! we> not included in lhe valuation. We further
believed that the estimated in process research and development amounl determined rcpre",nted fair value
and did not exceed the amount a thitd party would pay for the projecl

We allocated anticipated cash flows from an in-process research and development projecr to
reflect contributions ofthe core infrastructure lechnology. At the date of acquisition, the Turhnsat
technology for which a value had been assigned to in-precess research end development eirorts had not yet
reached technnlogical feasibility and had no alternative future uses. Accordingly, lhe value allocated to
this R&D preject was capitalized and Immedi~tely expensed at ~cquisition. If the project is not wholly
successful or not full)' completed in a timely f~shion, management's product pricing and growth rates may
not be achieved and we would not realize the financial benefrts e><pected from the project at the time ofthe
acquisition. ,

BASed on an independent appniser's report obtained by management, on December 31, 1998, we
recorded a ehuge ofS80 million for the write-offofaequlred In-process research and development
associated with the Space!1e1 acq1,Jisition. In-process research and development expenses arise from new
ptoduet development projects that are in various stages of completion at the acquired enterprise at the data
of acquisition.

Impa<t of Infladon and Curreney Fluetuations

Almost all ofour sales and service contracts are in dollars and most ofour expense. are in dollars
and NIS. The dollar cost of our operations in Israel is influenced by the extent to which any increase tn the
rate of inflation in !sra.I is not offset (or is offs« on a lagging basis) by a d.valuation ofthe NIS in relation
to the dollar. The influence on the dollar co.t of our operations in Israel relates primarily to the cost of
salari.s in Israel, which are paid in NIS and constituin a substantial portion ofour exp.nses in NIS. During
1999, the rate ofinflation in Israel was 1.3% while the value of the dollar against the NIS decreased by
0.\7%. During 1997 and 1998 the rate of devaluation ofthe NIS against the dollar exceededth. inflation
rate in !srael. In 1997 the rat. of inflation was 7.0% and the rate of devaluation was 8.8%. In 1998 the rat.
of inflation was 8.6% and the nte of devaluation was 17.6%. In earlier years, th.re we> a reversed trend
when the inflation rate .xce.ded the rate of devaluation ofthe NIS against the dollar. For example, during
1995 the nt. of inflation in Israel was 8.1% and during 1996 We rate ofinfl.tion was 10.6%, while the NIS
was d.valued against the dollar by 3.9% in 1995 and by 3.7% in 1996. Iffulure inflation in Israel exceeds
the devaluation ofthe NIS against the dollar or if the timing of such devaluation lags b.hind increases in
inflation in Isra.l, our results of operations may be materially adversely affected.

In addition, we pay for the putchase ofcertain components of our products in Japanese yen. As a
r.sult, an.in~ase in the valu. ofthe Japanese yen in comparison to the dollar could increase the cost of
rev.nues. We hava entered into a hedging agreement with our principal Japanese supplier in an effort to
reduce the effects of fluctuations in the e.xchange rate. although ther~ can be no assurance that such
agreement will eff.ctively hedge our Japanese yen exposure.

Erreellve Corporate Tax Rate
/

. 1Sl'1lC1i eompani.. are generally subject to income tax at the rate of36%oftaxable income.
How.ver, substantially all of our production facililies in Isnel have been S"""led Approved Enterpri.e
status under the Law for-Encouragement QfCapital Investments. 1959, and consequently are eligible for
certein tax benefits for the first several years in which they g.nerate la.abl. income. W. CUIT.nlly have
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nine Approved Enterprises, and have applied for approval for a tenth enterprise. Income derived from the
nine Approved Enterprises is entitled to tax benefits for periods of7 years (in the case oftwo of the
enterprises) or 10 years (for the remaining seven enterprises), from the fll'St year in whieh we generate
income from the respective Approved Enterprise, on the basis ofthe nature of the incentiv.s selected by us.
The period ofreduced tax for the tenth enterprise, if ipproved, is expected to be 10 years, although the
tenos of the approval may provide for a different period. The main tax benefits are a tax exemption for
two or four years and a reduced lax rate of 15% to 25% for the remainder ofthe benefits period depending
upon the level of foreign ownership ofthe company. As a result ofthes. programs, our effective corporate
lax rate was 0'10 in 1993,2.1% in 1994, 0% in 1995, 1.5% in 1996,0.8% in 1997, and 10.9% in 1999. The
increase in 1999 was due mainly to one time chillies associated with the restructuring and lo"es in
subsidiaries for which no deferred income taxes were recorded. In 1998 we had a loss due to restructuring
charges, write offs associated with restructuring and expens.. related to acquired research and
development We anticipate that a subslantial part ofour income for 2000 will be tax-exempt, while the
balance will be taxed at rates ranging from 15% to 36%.

On May 4; 2000, a committee appointed bY thel$raeli Finance Minister known as the "Ben-Bas..t
Committcc" submined its report on refonn ofthe Israeli direct tax syslem (the "Report"). The Rcpon
makes several recommendations that if enacted into law by the Israeli Parliament, maynav' substantial tax
implications on us and on our shareholders. The Israeli Government adopted the recommendations, with
tha intention that the applicable legislation will be effective as oUanuary 1,200 l. During the legislative
process, the recommendations contained in the Report may be subject to substantial changes.

The Report recommends increasing to 25% the corporate tax rate available under the Law for the
Encouragement of Capitallnvestmenrs, 1959. during conoin portions ofthe Approved Enterprise benefits
period to companies owned in whole or in part by foreign investors. Currently depending on the
percentage of foreign ownership this rate can be as low as 10%, • and as high as 25%, whicb is lbe
corporate tax rate available to the Approved Enterprises ofcompanies without any foreign ownership.
Funhermorc) the Report recommends revoking a current exemption available to income of Approved
Enterprises that is not distributed as acash dividend and, setting a corporate tax rate of 10% for profits
gene"'ted during certain portions of the Approved Enterprise benefits period.

Recently issued accounting pronouncements

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

In December 1999, the United States Securlties and Exchange Commission issued Staff
Accounting Bulletin No. 101-"Revenue R=gnition in Financial Statements". SAB 101 summarizes the
SEC's Interpretation of the application of GAAP to revenue recognition.

We are currently evaluating the impact that SAB 101 will have on our financial sjatements.
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