
ITEM 8: SELECTED CONSOLIDATED FINANCIAL DATA

The following selected consolidated financial data of Gilat gives retroactive effect to the
acquisition of Spacenet which has been accounted for as a purchase. The selected consolidated statement
of operations data set forth below wilb respect to lbe years ended December 31, 1994, 1995, 1996, 1997
and 1998 and the consolidated balance sheet data as ofDecember 31,1994,1995,1996,1997 and 1998
have been prepared in accordance with Israel GAAP and U.S. GAAP (as applied to GHat's financial
statements, such accounting principles are practically identical) and audited by Kesselman & Kesselman,
independent certified public accountants in Israel and a member of Pricewaterhousecoopers International
Limited. The selected consolidated financial data set forth below should be read in conjunction wilb Item
9: "Management's Discussion and Analysis ofFinancial Condition and Results of Operations" and the
Consolidated Financial Statements and Notes thereto included in Item 19 in this Fonn 20-F.
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YEARS ENDED DECEMBER 31,

1994iil 1995uj 199611i . !22.! !22!
(In tbo.....ds. elcept per PAR datil).•

;;.;
Statement oropentiolll D.tIl:

SlIJcs •••••••••••••_••_...._..._.___..._.___.....~.....__• S37924 SS4 $32 $74126 5103690 S.!llm
Co!:t ofaala: ..........................._...._______.._._...

COIl ofproducts IOld 21,403 31,413 42.917 51.742 16,603

Write-offofinYelltorics Wiociated with

restructuring 9,4"

11..1Q1 31.483 42917 311742 9609.
Gross profil.•..•..••••_..._..........~......__......_ ........... li.ll! 23,049 ;l.U22 44.948 l2.m
_ ....dcv<~""":.._ ........__....

,..•..
., "-;"""".j................_._-_..-.__._.. 4,148 6,$12 ll,I29 IO.6U U,llis""'........._............_......_.- ......- .._....•..... J.ill ~ loW :l.lli J.m

2.7'1 S.466 6,216 &,121 12,780
Acquired research and developmmt.___.._ ........ 80000

Net re:s.eueb U1d developmmt eosbo...___..........._ Ull '466 6216 B 121 92180

Sel1ins. genenl and administrative expcMtS _....... 7047 U.!! 13.945 ~ 29077

6,723 8.039 11,048 16,.506 (62,620)

RClIltUcturin~charges l4,239
Merger cxpenIllS..._~...,...... , ••,.,......._ ......___...... 7."1
Operating irK:omc (1081)......._ ................._:......._ 6,723 8,039 3,057 16,506 (7',"').. Financial income (cxpmsc::I}-ncl......"...._ ............ ( 10l) 17l 1,170 '" (1,247)
Write-offof investmcnls usociated with- (2,700)

.;.; Other incomc (cxpcnses}--rld................................ Lll 1m ..Jl! Ji1
Income (loss) before taxes OIl. incomc_".......",....... 6,617 11,614 5.556 17.074 (80,644)

Taxes on income ...................._ ..._ ......"_.,,._...... ....ill ~ ..l1l! ".
Incomc (Iou) af\c:r taxct on inoomc......._.....,,_._ 6.478 11,614 S.472 16,944 (10,930)

Slare in losses ofusociatc4 eompanie:s ................. 70'
Net income (lOiS) ...................~..........._' __,............ S§.m SM!,i $~(21 ,~ lWW
EanUn..(loa) P" dwe: ............_______............

Buic............................,............_ ...._ .."...·~.... , ~ Sll.2.l ~Pl W! mJI)O)

Dilu'lod.....................,..............._ ..... ~ ~ l!l.l.IlPl 'LU <=l'"
Wci&bLcd avenge nWl1bcr ofiharcs uacd in
eomputation ofcaminglI Oou) per Jhan: - in
thouaands._,..........................._...._..__......_....._..

Buic........"............,..,_•.••"....._._............._........ tQlll i.W ~ !J!.m ~
Diluted.•,............... ,.,.,.,., .......,____..•.....__.... um ~ ~ ll.m ~
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DECEMBER 31,

Balanee Shed Dab: ~ 1m !22§ 1m 1221
(In tholllanll.)

.<. Working capital~._._ ...._~ ...._. $21,144 $61.623 $61,632 SIS,081 S68,694
Total &JIeb.........._................... 4S,215 97,423 112.201 211,960 410,284
Short-tmn bank credit and CWTCrJt

Maturities of Iong-temi dlbl_._. 1,20S 4,106 OIl 2,719 23,ISI

Long-cerm dcbt..•.•.•_................. 1,500 13 7j.OOO 15,000
_Idon' oqu.,,_....._......... 3'.471 IU63 89,751 108,338 220,370

m Includes the results oI0ila1 Florida. into which a wbolty-o~ subsidiary otGila1 WI5 merged on December 30, 1~6. IlId aa:owncd
for punuant to the pooling-of-interesU method.

Cl) lttbe mel'Jet' expenseI associated with the Gilat Florida Merger had not been included in Oilal'. results, na income for the ycu ended
Deocmber 31, 19516 would have been approximltely $13,463.000 and bui~ earnings per shan: for that yeat would have been $1.24 and
diluted CllIJlinp palharc would have bcal $1.22-

(I) Iftho reslnleturing chups, write offi; &SIClciitcd with restnlclUring md expenses related to acquired research and development
anociated with tho SpaccnetAcq\lisition had not bt:en. included in Gilu'. raults, net income forthe yev ended December 31, 1998 wculd
have been approximately $24.801.000 ....d hric qrninp per Iharc for that year would have been $2.24 ADd dil\ltlld cunings per Jharu
would have bcc!l $'l.14.
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ITEM 9: MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINAN
CIAL CONDITION AND RESULTS OF OPERATIONS

Overview

Gilat commenced opcratiOIlS in 1987 and shipped its initial product, a first generation OneWay
VSAT, in 1989. Since that time, we have devoted significant resources to developing and enhancing OUT

VSAT product lines and establishing strategic alliances primarily with major telecommunications
companies and equipment suppliers. We have also broadened our marketing strategy to emphasize sales to
customers directly and tluuugh new distribution channels.

In 1991, we began marketing our second generation OneWay VSAT. In 1992, we began
marketing our TwoWay VSAT with Spacenet as part ofSpacenct's Skystar Advantage VSAT service
offering, and we began marketing our TwoWay VSATs to GTECH as pan ofGTECH's GSAT .0tteIY
networks. Since that time, we have experienced significant growth in orders, sales and earnings from our
OneWayand SkysIar Advantage produClS. Additionally, we began marketing the FaraWay VSAT in 1994,
the DialAway VSAT at the end of 1996, and the SkySurfer VSAT in 1997. The Skystar Advantage is our
largest-selling product, accounting for approximately 60% ofOUT sales revenue during 1997, and for more
than 49% ofour sales revenue during 1998. During 1997 and 1998, we shipped more than 32,300 and
49,535 VSATs, respectively, along with related equipment and software.

On December 30, 1996, we acquired Gilat Florida (previously named Skydata, Inc.), a company
engaged in the devclopment, rnanufaeturing and marketing ofVSAT-based paging and broadcast
products. The transaction was effected through the merger ofa wholly-owoed subsidi3JY ofGilat into
Gilat Florida. The merger was accounted for as a pooling of interests. Accordingly, Gilat's financial
information has been restated to retroactively include the accounts and operations of Gilat Florida prior to
1996.

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

In FebfU3JY 1999 we completed the Offering of5,456,750 Ordinary Shares, ofwhicb 4,711,750
OrdiD3JY Shares were sold bY Gilat and 745,000 bY certain shareholders. The proceeds to Gilat, before
expenses but after the underwriters discount, were 5257,826,960.

We cam revenue from sales of our satelHte·based networking products and services to our
customers worldwide. The charges to customers for satellite ne!Working products and services V3JY withI the number ofsites, the length of the contract, the amount of satellite capacity, the types of technologies

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

In the case ofproduct sales, we generally recognize revenue when the product is shipped. In the
case of network services sales, Spacenet generally has two ways of recognizing revenue, depending on
whether or not the customer takes ownership of the network equipment In the first type ofnetwork
services sale, the customer purchases hardW3Ie. software, and satellite capacity and maintenance services.
and Spacenel records revenue when the network is installed and operational (or, in cases where the

/'
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customer obtains its own installation services, when the equipment is shipped). In many of these cases,
$pacenet is paid progress payments upon signing, achievement ofcertain milestones and installation. For

;

krngOing maintenance, satellite capaCity and support services, customers pay monthly fees, which are
recorded as scnricc revenues. .

In the other type of network services sale, Spacenet procures and installs the equipment and
i software, obtains the satellite capacity and provides network operations and monitoring for the customer
\ over the contract term (generally thnee to flve years). Under this type of network services sale, Spacenet

retains ownership and operation of the network, and receives a monthly service fee (and record revenue)
over the term of the contract. Following our acquisition of Spacenet, we expect such networking service
arrangements to grow as a percentage of our revenue. As a result, we expect that a growing portion ofthe
VSAT equipment we manufacture will be capitalized on our balance sheet and will result in an increase in
nur capital expenditures. We also believe that the growth ofnur business may result in an incnease of our

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

We expect to depreciate the cost ofthe equipment used in our network service offerings on a 5
year basis. Our service conlraCts. however, may be for periods ofas little as 3 years, which may require us
to write off the unamortized cost ofthe 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 semce contracts and that we will not be required, in most ins~ces, to effect such
write-offs.

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

We devote significant resources to research and development of all our products. We have
contractually agreed to commit $4.5 million in 1999 and $2.0 million in 2000 to development of certain
technology related to our DialAway Telephony product. This technology will be c:o~wned with OUf

affiliate, GVT. See Item I: "Description ofBusiness-Marketing, Distribution and Strategic Alliances
Strategic Alliances and Joint Ventures." Our initial research and development was funded by the Israel
U.S. Binational Industrial Research and Development Foundation ("BIRD"), but currently none of our
research and development is funded by BIRD. In Israel, a portion of our research and development
expenditures is funded by the Office of the Chief Scientist We have also received, and expect to continue
to receive, grants from the research consortia to which we are a party, which are partly funded by the
Office of the Chief Scientist. We expect, however. that tile amount offunding from the Office of the Chief
Scientist will decrease due to Israeli budgetary constraints.

During 1997 and 1998, approximately 23.5% and 19.2%, respectively, ofour research and
development expenditures before acquired research and develOPmen~ were funded by the Ollice of the
Chief Scientist and the rescan:h consortia. Under the terms of the funding provided by the Office of the
Chief Scientist and BIRD, we are.requiICd 10 pay royalties on sales of the products developed from the
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'.:-

funded project until an amount ranging from 100% to 150% of Ibe grants has been repaid. Grants from
the research consortia do not require the payment ofroyalties. Royalties to the Office ofthe Chief Scientist
and BIRD, which are included in selling, general and administrative expenses, were $371,000 during
1997 and $820,000 during 1998.

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

Substantially all ofour production facilities in Israel are eligible for certain tax benefits. As a
result. we expect that a majority ofour income for 1999 and 2000 will be tax exempt. while the balance
will be taxed at a reduced rate of 15% to 25%. See "-Effective Corporale Tax Rate."

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

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

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

Percentage of Sales

'':'

Sales , , .
Costofsales ..............................................•..............
Gt'oss profit .
Research and development costs

Expenses incurred .
Less - grants .

Acquired researth and development .

Net n:.>earch and development tosts .....•............•.
Selling, general and administrative expenses ...•.........
Restructuring charges , .
Merger expenses .
Operating income (loss) .
Financial income (expenses) - net ~.....•...
Write-offofinvestments associated with

restructuring .
Other income _net , .

Income (loss) before taxes on income .
Taxes on income ......................................•................
Ir.come (loss) after taxes on income .
Share in losses ofassociated companies " .
Net income (loss) .

Year. Ended December 31

~ Adlll!td,,,. !22§l!l !!21 l21! !22J!ill

100.0% lOO.O~ 100.0% 100.0% JOO.O%
57.9 ".9 l6.7 6U .5.5.8

42.1 42.1 ~ 38.1 '43

11.0 11.0 1• .2 10.2 10.2

2.6 2.6 2,' 2.• 2.•

I.' IA 7.1 1,2 8.2

••• ••• 0.0 .5l..5 0.0

I.' I.' 7.1 .551.7 8.2

11.8 U.B J9.6 lB.7 lB.7

•.0 0.0 0.0 9.2 0.0

10.8 0.0 0.0 0.0 0.0

'.1 14.9 1l.9 (49.3) 17.4

I.' I.' O.S (0.1) (0.8)

0.0 0.0 0.0 (1.7) •.0

1.1 1.1 0,0 • .1 • .1

7.l 11.3 -r4.4 (S1.9) 15.7

..1 0.1 0.1 0,2 0.2

7.' 18.2 --r6.3 (52.1) 15.~

••• 0.0 0.0 O.l •.l

7.4% 18.2% ----r6.3% (.52.6)% 16.0---
(1) Results ofoperations for year ended December 31, 1996, excluding the Gilat Florida merger expenses of

approximately $8 million.

(2) Results ofoperations for year ended December 31. 199&. excluding the Spaccnet restructuring charges, write
cffs associated with restructuring and expenses related to acquired research and development ofapproximately
S106.4 miIUon.

Year Ended December 31, 1998 Compared to Year EDded December 31,1997

Sales. Our sates increased by 49.8% 10 approximately SISS.3 million in 1998 from
approximately S103.7 million in 1997. The growth in sales was attribotable primarily to a sobstantial
increase in sates oftelephony products (FaraWay and DlalAway) as well as increased sales of SkysJar
Advantage products and Internet Protocol ("JP") based products. The increase in sales volume was partly
offset by do"nward pressure on prices in the indusuy.
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Gross Profit. Gross profit increased by 31.8% to approximately $59.2 million in 1998 from
approximately $44.9 million in 1997. Our gross profit margin decreased to 38.1% in 1998 from 43.3% in
·1997 due to write·<lff of inventories associated with restructuring. Ifsuch write·<lff had not been included,
OUf gross profit margin would have increased to 44.3% due primarily to a relative decrease in our cost of
sales as a result of more efficient manufacturing processes. lower cost ofcomponents and a change in the
overall prodUct mix.

Research and Development Expen.... Rosearch and development expenses include $80
million for the write-off of acquired in-process research and development associated with the Spacenet
acquisition. In-process research and development expenses arise from new product development projects
that are in various stages ofcompletion at the acquired enterprise at the date ofacquisition. Gross
research aDd development costs without acquired research and development increased by 49.0% to
approximately $15.8 million in 1998, from approximately $10.6 million in 1997 and as a percentage of
sales remained at the same level of 10.2% in 1998 as in 1997. The dollar increase in such costs in 1998
was due primarily to the hiring of additional research and development personnel. the further
development ofthe FaraWay. Skysurfer and SkyBlaster product lines for corporate and rural telephony
applications, the expansion of research and development to reduce the costs and increase the functionality
of our unidirectional and interactive VSAT product lines. including IP-based products, as well as ISAT
and paging receiver products and to conducting generic research relating to the research consortia of
which we are a member. Research and development grants from the Office of the Chief Scieotist. as a
percentage ofgross research and development costs, decreased to 19.2% in 1998 compared to 23.5% in
1997. Research and development costs. without acquired research and development net increased to
approximately $12.8 million in 1998 from approximately $8.1 million in 1997, and increased as a
percentage ofsales to 8.2% in 1998 from 7.8% in 1997.

SeUing, General and Administrative Expenses. Selling, general and administrative expenses
increased bY 43.1% in 1998 to approximately $29.1 million from approximately $20.3 million in 1997. As
a percentage of sales, selling. general and administrative expenses decreased to 18.7% in 1998 from
approximately 19.6% in 1997. Increased expenditures in 1998 were primarily attributable to the
expansion ofour marketing and selling efforts through the hiring ofpersonnel, increased commissions
paid \0 sales personael, agents and distributors. and the opening ofnew offices.

Restructuring Charges and Related E:lpenscs. As a result of the Spacenet acquisition, we
iocurred restructuring charges of $14.2 million for the year ended December 31, 1998 mainly for
compensation to customers and other third parties, $9,5 million ofinventory write-offs relating to
rationalization ofproduct lines, which arc presented in cost of sales and $2.7 million ofwrite-off of
investments associated with restructuring.

Operating Income (Loss). Our operating income decreased to a loss of approximately $76.9
mimon in 1998 from an income of approximately S16.5 million in 1997, primarily due to the
restIUcturiog charges, write offs associated with restructuring and expenses related \0 acquired research
and development as described above. If restructuring charges, write offs associated with restructuring and
expenses reJated to acquired research and development had not been included. operating income would
have been $26.9 million for the year ended December 31, 1998, (representiog an increase of 62.8% over
1997) with the increase due primarily to increased sales.

Financial Income (Expenses), Net. Financial expenses, nct amounted approximately to $1.2
million in 1998. compared to financial income, net ofapproximateJy $0.5 million in 1997, mainJy due to
payment of interest on subordinated notes while related ioterest earned 00 deposits in banks decreased due
\0 use offunds.

Share in Losses or Associated Companies. Share in losses ofassociatcd companies was
approximateJy SO.7 milJion in 1998 with no parallel amount in 1997.

--'

61

FOR PUBLIC INSPECTION FCC2A000000760



Net Income (Loss). As a result of all the foregoing factors, we had a loss of approximately
$81.6 million in 1998 in comparison to net income of approximately S16.9 million in 1997. If
restructuring charges, write oJfs associated with restructuring and expenses related to acquired research
and development had not been included in the Company's results, the net income for the year ended
December 31,1998, would have been 524.8 million (representing an increase of46.4% over 1997).

Earnings (Loss) Per Sbare. Basic loss per share for 1998 was $7.38 per share as compared to
basic earnings persharc of$U6 persbare in 1997. Diluted loss per sbare for 1998 was $7.38 per share as
compared to diluted earnings per share nf$UI persbare in 1997. Ifrestructuring charges, write olfs
associated with restJUcturing and expenses related to acquired research and development had not been
included in the Company's resuits, basic earnings per sbare for 1998 would have been $2.24 per share and
diluted earnings per share for 1998 would have been $2.14 per share.

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

Sales. Sales increased by 39.9% to approximately $103.7 million in 1997 from approximately
$74.1 million in 1996. Our growih in sales was attnDutable primarily to a substantial increase in sales of
Skystar Advantage VSAT products as well as increased sales of OneWay VSAT products, FaraWay
VSAT products and paging receiver products and first sales of DialAway VSAT products and SkySurfer
VSAT products. The increase in sales volume was partly offset by downward pressures on prices in the
industIy.

Gross Profit. Gross profit increased by 44.0% to approximately $44.9 million in 1997 from
approximately $31.2 million in 1996. Our gross profit margin increased to 43.3% in 1997 from 42.1% in
1996 due primarily to a relative decrease in our cost of sales as a result of more efficient manufacturing .
processes, lower cost of components and a change in the overall produet mix.

Research and Development ExpenSe!. Gross research and development costs increased by
30.6% to approximately $10.6 million in 1997 from approximately $8.1 million in 1996, and decreased as
a percentage ofsales to 10.2% in 1997 from 11.0% in 1996. The dollar increase in such costs in 1997 was
due primarily to the hiring of additional researeb and development personnel, the further development of
the FaraWay and DialAway product lines for corporate and rural telephony applications. the expansion of
research and development to reduce the costs and increase the functionality of our OneWay and TwoWay
VSAT produet lines, including IP-based products, as well as of our ISAT and paging receiver products
and to conducting generic research relating to the research consortia ofwroch we are a member. Research
and development grants from the Office of the Chief Scientist, as a percentage of gross research and
development costs, remained at the same level of23.5% in 1997 as in 1996. The grants .from the Office of
the Chief Scientist (other than from the research consortia) are subject to royalties on sales ofproducts
resuiting from the funded project. Research and development costs, net increased to approximately $8.1
million in 1997 from approximately $6.2 million in 1996 but decreased as a percentage of sales to 7.8% in
1997 from 8.4% in 1996. In 1997 and 1996, we received or accrued an aggregate of approximately $3.7
million in research and development grants from the Office ofthe Chief Scientist through the four
research consortia of which we are a member. We are not required to pay royalties on sales of products
developed with these grants.

Selling, General and Administrative Expenses. Selling, geneml and administrative expenses
increased by 45.7% to approximately $20.3 million in 1997 from approximately $13.9 million in 1996. As
a percentage of sales, selling, general and administmtive expenses increased to 19.6% in 1997 from
18.8% in 1996. Increased expenditures in 1997 were primarily attnDutable to the expansion of our
marketing efforts (including expansion of international offices), GVT operations, IP-bascd product·related
expenses and the addition of administrative and marketing personnel.

...:..

....
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Merger expenses associated with the GHat Florida merger in December 1996 amounted to
approximately $8.0 million in 1996, with no merger-related expenses in 1997.

Operating Income. Primarily as a result of the absence of merger expenses. our operating
income increased by 439.9% to approximately S16.5 million in 1997 from approximately S3.1 million in
1996. Excluding merger expenses, Out operating im:ome increased by 49.4% to approximately $16.5
million in 1997 from SILO million in 1996. A$ a percentagc ofsales. excluding merger expenses.
operating income increased to 15.9% in 1991 from 14.9% in 1996. This increase was primarily due to the
strong growth in sales. lower costs of sales and reduced research and development costs which were partly
offset by an increase in selling, general and administrative expenses.

Financial IDcome, Det. Financial income, net decreased to SO.5 million in 1991 from SI.2
million in 1996 mainly due to the payment of interest on convertible subordinated notes issued in 1997
(part of the proceeds ofwhich were used for working capital. investments and property. plant and
equipment) and amortization of related issuance costs. As ofDecember 31, 1997. we had approximately
S24.7 million invested in short-term bank deposits (including deposits with a maturity of three months or
less) and S40.0 million in long-term bank deposits.

Net Income (Lou). A$ a result of all the foregoing factors, our net income increased by 209.6%
to approximately S16.9 million in 1997 from approximately S5.5 million in 1996. Our net income as a
percentage of sales increased in 1997 to 16.3% from 7.4% in 1996 due primarily to the absence ofmerger
expenses. Excluding merger expenses. net income increased by 25.9% from SJ3.5 million to S16.9
million. As a percentage of sales. nel income decreased to 16.3% in 1997 from 18.2% in 1996.

Earnings Per Sbare. Basic earnings per share in 1997 were $1.56 per share as compared to
SO.51 per share in 1996. Diluted earnings per share in 1997 were SUI per share as compared to S0.50
per share in 1996. Hthe expenses associated with the GHat Florida merger had not been included in our
results. basic earnings per share for 1996 would have been SJ.24 per share and diluted earnings per share
for 1996 would have been SI.22 per share.

VariabiJity of Quarterly Operating ResuJts

Our revenues and profitability may vary from quarter to quarter and in any given year. depending
primarily on the sales mix ofour family of products and the mix of the various components of the
prodUcts (i.e.. the volume of sales of remote tenninaIs versus hub equipment and software and add~n

enhancements), as well as sale prices and production costs. Sales of the Skystar Advantage and FaraWay
products to a customer typically consist of numerous remote terminals and related hub equipment and
software. which <any different sales prices and margins.

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

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

Liquidity and Capital Resources

Since inception, our financing ""Iuirements have been met primarily through cash generated by
operations, funds generated by private equity investments in 1990 and 1991, our public offerings in 1993
(approximately S24.5 million) and 1995 (approximately S31.5 million), our issuance ofconveruble
subordinated notes in 1991 (approximately S11.8 million) and our public offering in 1999 (approximately
$254.8 million), as well as funding from lbe Office of the Chief Scientist and BIRD. In addition, we also
financed our operations 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 and proceeds from the Offering.

We have used available funds primarily for working capital. In 1998, funds were used to increase
inventorieS by approximately SI.5 million and trade receivables by approximately $35.2 million. The
increase in inventories in 1998 represented increased component purchases to meet higher production
levels and an increase in work.-in-process and finished products. primarily related to customer orders
planned for shipment early in the following quarter. Funds were also used to increase investment in
companies by approximately $14.2 million (including $8.5 million in loans to an associated company and
$2.1 million from deconsolidation of the investment in GVl) and property, plant and equipment by
approximately SIS.8 million in 1998. This increase in property, plant and equipment represents aportian
ofour investment in our new facility in Petah Tikva. Israel. as weD as additional purchases of computer
and electronic equipment and office furniture and equipment. Approximately $3.9 million was provided
by an increase in trade payables, approximately S24.0 million was provided by a decrease in other
receivables and an increase in accrued expenses. approximately $5.1 million was used to decrease other
payables, and approximately S20.4 million was provided by short term bank credit.

As ofDecember 31, 1998, we had approximately S7.6 million in cash, cash equivalents and
short~term bank deposits and approximately 40.7 million oflong-tenn bank deposits, compared to.
approximately $26.1 million in cash. cash equivalents and shott-tenn bank deposits and approximately
40.0 million of long-term bank deposits as of December 31, 1997. Our ratio of shareholders' equity to
total assets as of December 31.1998, increased to 53.7% from Sl.l% as ofDecember 31, 1997.

As ofDecember 31, 1998, we had a bank line ofcredit of approximately S20 million with Israel
Discount Bank Ltd. (an affiliate ofone ofour major shareholders), under which approximately S11.4
million of short-term debt was outstanding as ofiliat date. We also had a bank line ofcredit of
approximately S26.S million with Bank Leumi Le Israel B.M, under which approximately SI1.6 million
of short-term debt was outstanding as of December 31,1998. The shon-term bank credits are secured by a
negative pledge prohibiting US from selling or otherwise transferring any assets except in lbe ordinary
course ofbusiness. from placing a lien OD our assets without the bank'5 consent and from declaring
dividends to our shareholders.

In 1991, funds were used to increase inventories by approximately $14.5 million, trade
receivables by approximately $12.9 million, and other receivables by approximately $4.1 million. The
increase in inventories in 1997 represented increased componcnt purchases to meet higher production
levels and an increase in work-jn-process and finished products, primarily related to customcr orders
planned for sbipment early in the following quarter. Funds were also used to increas~ investment in
companies by approximately S3.5 million and property, planl and equipment by approximately S25.9
million. This increase in property, plant and equipment in 1997 represents a portion of our investment in
our new facility in Petab Tileva. Israel. as well as additional purchases of computer and electronic
equipment and office furuiture anli-equipment. Approximately $1.1 million was provided by an increase
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in trade and other payables and approximately $2.3 million was provided by an increase in accrued
e.xpenses.

The convertible subordinated noles that we issued in May 1997 represent unsecured general
obligations, and are subordinate in right of payment to certain other ofour obligations and are convertible
into Ordinary Shares. The noles bear interest at an annual rate of 6.5% and will mature on June 1, 2004,
unless redeemed earlier at our option, repurcbased bY us at the option of the holder upon the occurrence of
certain designated events or converted into OrWlUlJY Shares at the option of the holder. The notes do not
impose any financial covenants or any restrictions on the payment of dividenels, the repurchase of
securities or the incurrence of senior indebtedness or other indebtedness. See Note 8 ofNotes to the
Consolidated Financial Statements.

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

Acquisition of Spac:enet

On December 31, 1998, we completed the acquisition of Spacenel, a company engaged in
providing VSAT·based network services and prior to the acquisition, a wholly-owned subsidiary of GE
Americom. The uansaction was completed pursuant to an Agreement and Plan ofMerger entered into on
September 25, 1998, between Gilat, GE Amerieom, and Spacenet. We acquired Spaceoet from GE
Amcricom in exchange for 5 million shares of newly issued Gilat ordinary shares. The acquisition was
structured as a merger intended to qulllilY as a "tax·free" reorganization. See Item 13: "Interest of _ po 7'6
Management in Certain Transactions-Merger-Related Agreements-The Tax Matters Agreement.' ,

Prior to the acquisition, Spaccnet was the single largest customer for our equipment. Spacenet
purchased our VSAT products in order to incorporate them into Spacenct's VSAT-based network service
offerings. Aggregate sales to Spacenet represented approidmately 18%,34% and 45% ofOUat's total sales
in 1996, 1997 and 1998, respectively.

The acquisition of Spacenet has enabled Gilat to expand from primarily manufacturing and
selling VSAT equipment to becoming a provider of complete end~to-end telecommunications and data
networking solutions based on VSAT satellite earth stations. We believe that this acquisition greatly
enhances our abiHty to develop and offer new' products and services and to maintain our position as one of
the leaders in the VSAT industry, especially since our major competitor is also a provider ofboth
equipment and services. The Spacenet acquisition has added a significant customer base in the United
States, EUrope, Asia and South America and access to Spacehct's other relationships in the global VSAT
industry.

As pari of the acquisition, we entered into several significant agreements with GE. ~-13:J p,7S3
"Interest of Management in Certain Transactions-Merger-ReJated Agreements. I. In addition, as partor
the Spacenct acquisition, we acquired certain advanced VSAT technology developed under tho name
Turbo..!. We plan to utilize the Turbesat technology in a new product and market this technology under
our own name. See Item 1: ."Description of Business - Products and Services· .. New Product Under
Development."
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-In~Process·Researchand Development.

. On Dccember 31.1998, we compleled the purchase of Spacenet for Sl90 million. A major value
enhancing asset acquired in the Spacenel acquisition was the technology developed by Spacenel as part of
its planned new Twbosat prodUct. At that time, we planned to utilize the Turbosat technology in a new
product.

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

Al the time of the acquisition, the Turbosat teclmology, though nol yet fully developed. was
intended to increase throughput,. expand product features to serve additional applications and reduce cost.
The tcchnology was also expected to accommodate changes in customer's performance and application
requirements through its ability to be upgraded to a satellite multimedia platfo<m or a terrestrial router.
One ofthe most important features of the acquired Turbosal technology is that it enables a wide range of
flexibility through the application of spread spectrum and COMA teclmologies as the satellite access
method. The potential integration ofCOMA technology into our new VSAT ptatronn remains onc of the
serious hurdles to successfully completing the devclopment of the Turbosat teclmology. Other
distinguishing features are its advanced level capability for data, audio and video broadcasting.

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

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

. At the time of the acquisition, we expected the full software feature 10 be complete in late first
quarter 1999 and a fully integrated Twbosat to be ready for release by June 1999. at which time wc
expected to begin generating economic benefits from the value of the completed development associated
with the in-process research and development At that time, we also expected that ifsuccessfully
completed, the new product incorporating the Turbosat feature set would be marketed by us under the
Skystar Advantage trademark while maintaining backward compatibility.

Since the acquisition, the research and development ofTurbosa' technology bas progressed, with
most ofTurbosat's improved functionality and features completed and the teclmology integrated (other
than CDMA) into a new product platfonn, Skystar Advantage TO (Turbo Generation), which is being
implemented for the USPS network.
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0 tj Prior to the acquisition, Spacene! had incurred approximately S20 million in Turbosat

W#.. ~ eo ....~clopment.relatcdcosls. At the acquisition ~te. costs to complete the research and development efforts
related to Turbosat were expected to be approXlmately $6 million, which continues to be management's
estimate.

Management estimates that the remaining Turbosat technology development will be completed
during the founh quarter of 1999, excluding integration of the CDMA technology, for which we are
directing research and development activities over the next 12 months.

In dc:vcloping our financial projections offuture revenues and costs, we included the positive
impact of the introduction of the new Skystar Advantage with Turbosat feature set on our future earnings
estimates and our capability to expand in new markets. including the small home office market. We are
reasonably confident in the succesdul completion ofthe dc:vclopment of the Turbosat technology. See
"Risk Factors - Risks associated with new product research and development in process at Spacenct."

Valuation Assumptions

We estimated the fair value of in-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 purchased in·process research and development, using risk adjusted discount rates and revenue
forecasts as appropriate. Product revenues aun"utable to the Turbosat technology were estimated to be
S1I8 aWlion in 1999 and to grow thereafter through the eud of the product's life in 2005 as new product
technologies are expected to be introduced by us. Product revenue growth was expected to decrease
gradually from 42% in 2001 to 15% in 2003 and 6.9% in 2005. Service revenues and lease payments
were expected to continue at a declining rate through the year 2011. Revenues were estimated based on
relevant market size and growth factors, expected industry trends, individual product sales cycles,
maintenance and service life and the estimate life of the product's underlying technology. Product costs
included hardware, installation, space segment fees, and maintenance costs. Estimated operating
expenses included cost ofgoods sold, selling, general and administrative expenses and engineering
expenses. The estimates were: consistent with historical pricing, margins and expense levels for our other
products.

The selection of the discount rate was based on consideration ofa weighted average cost of
capital, as well as other factors including the technology's usefu11ife, profitability level, uncertainty of
advances, and stage of completion. A risk adjusted discount rate of40% was utilized to discount projected
cash flows.

Only a proportional value consistent with the technology's already completed development effort
was considered in-process research and development for financial reporting purposes. Value associated
with the technology's remaining development effort was not included in the valuation. We further
believed that the estimated in process researeh and development amount determined represented fair value
and did not exceed the amount a third party would pay for the project.

We allocated anticipated cash flows from. an in-process research and development project to
reflect contributions of the core infrastructure technology. At the date ofacquisition. the Turbosat
technulogy for which a value had been assigned to in-process research and development elforts had not yet
reached technological feasibility and had no alternative future uses. Acoordingly, the value allocated to
this R&D project was capitalized and inunediately expensed at aoquisition. If the project is not wholly
succc:ssful or not fully completed in a timely fashion. management's product pricing and growth rates may
not be achieved and we would not realize the financial benefits expected from the project at tho time ofthe
acquisition.
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Based on an independent appraiser's report obtained by management, on December 31, 1998, we
r«orded a cbarge of $80 million for the write-off of acquired in.process research and development
associated with the Spacenct acquisition. In-process research and development expenses arise from new
product development projects that arc in various stages of completion at the acquired enterprise at the date
of acquisition. See "Risk Factors - Potential change in allocation of purchase price of Spacenet
acquisition."

Year 2000 llIId Euro Compliance Risk

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

Impact or Inflation and Currency Fluctuations

Almost all of our sales are made in dollars and most ofour expenses are in dollars and NIS. The
dollar cost ofour operations in Israel is influenced by the extent to which any increase in the rate of
inflation in Israel is not offset (or is offset on a lagging basis) by a devaluation of the NIS in relation to the
dollar. The influence on the dollar cost of our operations in Israel relates primarily to the cost of salaries
in Israel, which are paid in NlS and constitute a substantial portlon ofour expenses in NlS. In the past
several years. the inflation rate in Israel has exceeded the rate of devaluation of the NIS against the dollar,
although during 1997 and 1998 the rate of devaluation of the NIS against the dollar exceeded the inflation
rate in Israel. For example, during 1995 and 1996, the rate of inflation in Israel was 8.1% and 10.6%,
respectively, while the NIS was devalued against the dollar by 3.9% and 3.7o/~ respectively. Although this
trend was reversed during 1997 and 1998 (when the rateofinflation was 7.0"10 and 8.6% respectively and
the rate ofdevaluation was 8.8% and 17.6% respectively), there can be no assurance that this reversal will
continue. Iffuture inflation in Israel exceeds the devaluation of the NlS against the dollar or if the liming
of such devaluation lags behind increases in inflation in Israel. we may be materially adversely affected.

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

Israeli companies are generally subject to income tax at the rate of36% of taxable income.
However, substantially all of our productioo facilities in Israel have been granted Approved Enterprise
status under the Law for Encouragement of Capi1.aI Investments, 1959, and consequently are eligible for
certain tax benefits for the first several years in which they generate taxable income. We currently have
eight ApprOVed Enterprises, and have applied for approval for a ninth enterprise. Income derived from the
eight Approved Enterprises is entitled to tax benefits for periods of7 years (in the case of two of the
enterprises) or 10 years (for the remaining six enterprises). from the first year in which we generate
income from the respective Approved Enterprise. on the basis of the nature of the incentives selected by
us. The period of reduced tax for the ninth enterprise. ifapproved, is expected to be 10 years, although the
terms 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 tax rate of 15% to 25% for the remainder of the benefits period. As a
result of these programs. our effective corporate tax rate was 0% in 1993, 2.1% in 1994,0% in 1995,
1.5% in 1996.0.8% in 1997 and in 1998 we had a loss due to restructuring charges. write offs associated
with restructuring and expenses related to acquired research and development. We anticipate that a
majority ofour income for 1999 will be tax-exemp~ while the balance will be taxed at a reduced rate of
15%t025%.

ITEM 9A: QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT
MARKET RISK

General

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

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

Exchange Rate Risk Management

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

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

1999
Liabilities sbort tenn fin thousands)
Variable rate debt:
In dollars $9,700
Average interest rate 5.37-5.537%

InNIS $12,670
AVeT32e interest rate 14.2-14.4%
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Interest Rate Risk Management

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

The Iable below details the balanee of the Balanee Sheel Exposure by eurrency and interest rates:

1999 2000 2001 Maturity
UnknoWD

Assets: (in thousands)
Short lerm: $1,000

Fixed rale
Interest rate 0%

Longlerm: $40,701 $7,500
Fixed rate
Interest rate 5.76-6.670/. 0%

Liabilities:
I) long-term

fixed rale debt-
In dollars $75,000
Interest rate 6.5%

2) 'hort-term
variable rate debt-
In dollars $9,700

average interest rate 5.37-5.537%

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

Interest rate oDtion(*) $20000

c.) In May, 1997 we boughl a three year call option 10 protect us in the event the Libor interest rate
exceeds 7.5%. Upon the exercising of the option, we will be entitled to the difference between the then
Liber interest rate and 7.5%, multiplied by $20,000,000.

In 1998. we made the folloMng loans 10 an associated eompany:

(i) Short-tenn loan in the amount of $1,000,000 which does not beat interest. The alternative
interest rate is S% per annum.

Cii) Long-term loan in the amount of $7,500,000 which was given in eonjunction with our
investment in that associated company. The loan does not bear interest and is without a maturity date.

In February 1999, the Company rai.ed net proceeds ofapproximately $2SS million in the
O1fering. A portion afthe proceeds was used for woddng capital and other purposes. The remaining
portion of the proceeds was invested in short- and long-term (up 10 twa yearg) dollar deposits, so the
Company has no currency or interest exposure from these deposits.
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ITEM 10: DIRECTORS AND OFFICERS OF REGISTRANT

Directors and Executive Officers

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

Yael Gat(I)(2) .•..••.....•...•......

Amirarn Levinberg(I)(2) .
Shlomo Tirosh(3) ........•.........
Dov Tadmor(I)(3)(4) .•..........
John Connel1y(4)•........•.........
Dr. Gideon Kaplan..•...•.........
Yoav Leibovitch•..•..•••....••.....

Era Antebi .
Joann R. Blasberg .
Alan Fleece..........•................
Sheldon Revkin....•................
David R. Shiff .

Au Position

47 Cbainnan of the Board of Directors and ChiefExecutive
Officer

43 President, ChiefOperating OffIcer and Director
53 Director
69 Director
S5 Director
43 Vice Presiden~ Technology
41 Vice Presi~ Finance and Administration and Chief

Financial Officer
39 Vice Presiden~ Marketing and General Manager for Asia, Australia and Africa
47 Vice President and General Counsel
51 ChiefExecutive Officer and Presiden~ Gilat Florida
55 President and ChiefOperating Officer, Spacenet
4I Vice Presiden~ Sales and Marketing, Spacenet

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

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

Yoel Gat is a co·founder of Gilat and bas been its ChiofExecutive Officer and a Director since
GilaCs inception and since July 1995 has scrved as the Chairman of the Board ofDirectors. Mr. Gat is a
member of the Stock Option and Compensation Committees of the Board. Untilluly 1995, Mr. Gat also
served as the President of Gila!. From 1974 to 1987, Mr. Gat served in the Israel Defense Forces ("IDF").
In his last position in service. Mr. Gat was a senior electronics engineer in the Israel MinistIy ofDefense
("!MOD"). Mr. Gat is a two-time winner of the Israel Defense Award (1979 and 1988), Israel's most
prestigious research and development award. Mr. Gat is also Chainnan of the Board ofDirectors of
KSAT, in which Gilat holds a minority interest. Mr. Gat also serves as the Chainnan of the MOST
Consortium and is a director of !LAN·GAT Engineering Ltd., a civil contracting company whose shares
are publicly traded on the Tel Aviv Stock Exchange and ofwhich members of his family are major
sbareholders. Mr. Gat is also a director of Gilat Communications Ltd. ("Gilat Communications"), which
is a provider of satellite-based communications services and interactive distance Jearning systems
worldwide, and in which certain of the principal shareholders are principal shareholders ofGila!. Mr. Gat
received a bachelor of science degree in electrical engineering and electronics from the Technion-Israel
Institute ofTcchnology and a masters degree in management science from the Recanati Graduate School
of Business Administration ofTe! Aviv University, where he concentrated on infonnation systems.

AmirDm Lel'inberg is a co-founder of Gilat and has been a Director and ChiefOperating Officer
since inception. and since July 1995 has served as President. Mr. Levinberg is a member aCthe Stock
Option and Compensation Committees of the Board. Untilluly 1995, he served as Vice President of
Engineering. In this capacity, he supervised the development of Gilat's OneWay and Skystar Advantage

/'
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VSATs. Mr. Lcvinberg is also a director of Gilat Communications, From 1977 to 1987, Mr. Levinberg
served in a research and development unit of the IDF. where he managed a large research and
development project. He was awarded the Israel Defense Award in 1988. Mr. Lcvinberg is a graduate of
the Technion, with a bachelor of science degree in electrical engineering and electronics and masters of
science degree in digital communications.

Shlomo Tirosh is a co-foander of Gilat and has been a member of the Board ofDirectors since
inoeption, seIVing as Chairman of the Board of Directors antil July 1995. Mr. Tirosh is a member of the
Audit Committee of the Board. Since July 1990, Mr. Tirosh has served as Chairman ofthe Board, Chief
Executive Officer and President of Gilat Communications. From 1964 to 1987, Mr. Tirosh served in the
IDF, where he held a variety ofprofessional and field command positions (retiring with the rank of
colonel). From 1980 to 1985. he headed a large research and development unit, and from 1985 to 1987, he
managed a large-scale technology project for the !MOD. In 1988, he received the Israel Defense Award.
Mr. Tirosh holds a bachelor of arts degree (summa cum laude) in economics from Bar-llan University in
Ramat Gan.

Dov Tadmor has been a Director of Gilat since July 1994 and is • member of the Audit and Stock
Option Committees of the Board. Mr. Tadmor has served as Managing Director ofDIC and DICFM from
1985 anti! March 1999. Mr. Tadmor is Chairman of the Boards of Directors ofScitex Corporation Ltd.
and a member of the Boards ofDirectors of IDBR, IDBD, Cencom (Israel) Ltd., NICE Systems Ltd. and
EI-Yam Ships Ltd. Mr. Tadmor holds a bachelor oflaw degree from the School of Law and Economics in
Tel Aviv.

John Connelly was appointed a Director in January 1999. Since 1992, Mr. Connelly has served
as Chainnan and ChiefExecutive Officer of GE Americom, Mr. Connelly joined the General Electric
Company in 1967. and has served in a number of capacities at General EJecuic and its affiliates since that
time. Mr, Connelly holds a bachelor of science degree form Niagara University and a masters in business
administration from St 1ohn's University.

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

Yo..Leibovitchjoined Gilat in early 1991 as Vice President of Finance and Administration and
Chief Financial Officer. Since joining GHat, Mr. Leiboviteh has also served as acting ChiefFinancial
Officer of Gilat Inc. He is a direetorofGVT. From 1989 to 1990, Mr. Leibovitch worked in the United
States at Doubleday Books and Music Clubs as special advisor for uew business development. From 1985
to 1989, he was the Chief Financial Ollicer of a partnership among Bertelsmann, A.G., a large German
media and communication company; Clal Corporation, a major Israeli industrial holding company; and
Yediot Aharonot, an Israeli daily newspaper. Mr. Whovitch is a graduate of the Hebrew University of
Jerusalem with abachelor of arts degree in economics and accounting. and a masters degree in business
administration specializing in finance and banking. Mr, Leibovitch is a Certified Public Accountant in
Israel.

Ere: Antebi currently serves as Gilat's Vice President, Marketing and General Manager for Asia,
Au<tralia and Amca. From September 1994 until the beginning of 1998, he served as Vice President and
General Manager of Gilat Inc. Mr. Antebi joined Gilat in May 1991 as product manager for the Skystar
Advantage VSAT product. From August 1993 until August 1994. he served as Vice President
Engineering and Program Management ofGilat Inc. Prior to joining Gilat, Mr. Antebi worked for a
private importing business from 1989 to 1991, after having served as marketing manager for high
frequency radio communica.tio.ns.Jor Tadiran Limited, a defense electronics and telecommunications
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company, from 1987 to 1989 and as a radar systems development engineer at Rafael, the research and
d.evelopment and manufaoturing ann of the IDF, from 1981 to 1987. Mr. Antebi received a bachelor of
science degree and master of science degree in electrical engineering from the TechnioIL

Joan" R. B/Dsberg joined Gilat in August 1995 as Vice President and GeneJa! Counsel. Prior to
joining GHat, Ms. Blasberg was a partner in the firm ofKleinhendler & Halevy, Israeli counsel to Gilat,
having been associated with that firm from May 1987. Prior to inunigrating to Israel in December 1986,
Ms. Blasberg was an associate with the firms of SilT& Rosen from May 1984 and Kronish Leib Weiner &
Hellman from August 1982 until May 1984. Ms. Blasberg served as Principal Law Clerk to ChiefJudge
Lawrence H. Cooke of the New York State Court of Appeals from 1979 to August 1982. Ms. Blasberg
received a law degree in 1979 from Brooklyn Law School (summa cum laude) and re<:eived a bachelors
degree in sociology from Queens College.

.AIan Freece joined Gilat Florida in luly 1997 as President and became ChiefExecutive Officer
of that company in Januazy 1998. Prior to joining Gilat Florida, Mr. Freece was Vice President of
Marketing and Business Development at Spacenct from 1995 to 1997. From 1984 to 1994, Mr. Freece
served. in several capacities, induding Vice President ofMarketing and Sales and President for Scientific
Atlanta Private Networks VSAT DivisioIL From 1973 to 1984, he was with Harris's Satellite
Communications Division. Mr. Preece received a bachelor of science degree in electrical engineering from
the University of lllinois and a masters degree in business administration from the University ofFlorida.

Sheldon (Shelly) Revkinjoined Spacenct in lanuary 1999, as President and ChiefOperating
Officer. Prior to joining Spacenet, Mr. Revkin was Senior Vice President and General Manager of the
Wireless Networks Division ofHughes Network Systems, Inc. (HNS). Mr. Revkinjoined IINS in 1978
and held several executivc~level marketing. sales and operations positions within the company. Revkin
holds a bachelQr ofscience degree in electrical engineering from Pratt Institute in New York City. a
master of science degree in electrical engineering from Polytech University in Brooklyn. New York, and a
master ofbusiness administration degree in finance and marketing from Lynchburg Conege in
Lynchburg, VA. Revkin is a member ofEta Kappa Nu, Tau Beta Pi, and the Institute ofElectrical and
Electronics Engineering (IEEE).

Dln'id R. Shiffjoined Sp,cenct in December 1998, as Vice President of Sales and Marketing.
Prior to joining Spacenet. Mr. Shiff spent 15 years with Hughes Network Systems, a division of Hughes
Electronics. For the last two years he served as Assistant Vice President, North Amerkan Sales, for the
Satellite Networks Divisions of IINS. Mr. ShilTholds , degrce in mechanical engineering from the
University of Wisconsin.

Tenus of Directors

Directors are elected at the annual shareholders meeting to serve until the next annual meeting of
the shareholders and until their respective suocessors are elected and qualified. Our Articles of
Association provide that the directors may appoint additional directors (whether to f111 a vacancy or to
expand the Board). Our Articles of Association provide that the Board may delegate all of its powers to
committees of the Board as it deems appropriate, subject to the provisions of the Israeli Companies
Ordinance (New Version) 1983, as amended (the "Companies Ordinance"). Officers of Gilat serve at the
discretion ofthe Board or until their successors are appointed.

Alternate Diretton

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

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

Board Compensation

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

Pursuant to the listing requirements of the Nasdaq National Market, Gilat is required to have at
least two independent directors on our Board ofDirectors and to establish an audit committee, at least a
majority ofwhose members are independent of management Messrs.Tadmor and Tirosh. both of whom
We believe: are independent ofmanagement, currently scn'e on the Audit Committee of the Board.

Approval of Certain Transactions undertbe Companics Ordinance; Audit Committee

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

The Companies Ordinance requires that certain transactions, actions and arrangements be
approved as provided for in a company's Articles ofAssociation and/or by an audit committee of the
company's board, a majority ofwhose members do not individually hold more than S% of the company's
shares and nonc of whom are employees or the company. as well as by the board itself. We have appointed
the Audit Committee, which we believe complies with the criteria set forth in the Companies Ordinance.
Certain transactions also require, in addition to Audit Committee and Board approval. approval by our
shareholders at a general meeting.

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

For information concerning the direct and indirect personal interests of certain ofour Office
Holders and principal shareholders in certain tIansactions, see Item 13: "Interest ofManagement in
Certain Transactions. ,.

Indemnification

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

ITEM 11: COMPENSAnON OF DIRECTORS AND OFFICERS

Compensation of Directon and Officers

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

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

SaluSes. Fe!!!' Dfredon' Feu,
CommbsllJN lUul "Donu,u

$ 3,390,712

reMSOn. Retirement
and SbnIlu Btnefib

$ 795,494

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

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

By Board and shareholder action in Iuly and August 1994, respectively, we authorized future
bonuses to four of our executive officers, two ofwhom are also directors. Snch bonuses shall be paid as
follows: ifour consolidated operating income (as defined in the resolution of the Board and the
shareholders) in any year through December 31, 1999 is greater than $10 million, we will pay such
officers an aggregate one-time bonus in NIS equal to $510,000, linked to the Israeli CPI (plus an amount
equal to any taxes payable on such bonus). The bonus will be divided among them as set forth in
resolutions of the Board and the shareholders meeting. The bonns, which was to be paid as soon as
practicable after the end of the year in which the opersting income exceeded $10 million, was paid in
1998. By Board and shareholder action in Iune and August 1995, the Board was also anthorized to grant
annual bonnses to two officers who are also directors. In FebruaJy 1997, the Board, subject to the approval
of the shareholders at the next annual general meeting, authorized an amendment to the annual bonus
provision, to exclude merger and acquisition costs in calculating net profit for bonus purposes. In May
1999, the Board, subject to approval at the next annual general meeting, authorized the grant ofa bonns to
an officer who is also a director in recognition ofhis efforts in completing the Offering.

/

75

FOR PUBLIC INSPECTION FCC2A000000764



t.
"

Management Employment Agreements

Y001 Gat and Amiram Levinberg, two of our co-founders, are currently employed under
employment agreements renewable annually on December 31 of each year. The employment agreements
are subject to earlier termination by each officer upon 60 days' notice to us. The agreements provide for an
adjustment to the annual bonuses payable 10 Massrs. Gat and Levinberg under their employment
agreements, and Mr. Gat's agreement provides for a personal annual allowance benefit ofSISO,OOO to
cover personal expenses related to extended stays in the United States expected to resull from the
integration of Spaccnct. Among other provisions, such agreements contain non-.competition and
confidentiality provisions.

Advisory Board

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

ITEM 12: OPTIONS TO PURCIIASE SECURITIES FROM REGISTRANT OR
SUBSIDIARIES

Stock Option Plans

In Janunry 1993, we adopted the Stock Option Plan (Incentive and Restricted Stock Options) (the
"19931S01RSO Plan") and Section 102 OptionlRestricted Stock Purchase Plan (the "1993 Section 102
Plan") (collectively, the "1993 Plans"). The 1993 Plans provide for the granting of options and/or rights
10 purchase (in the case of the 1993 Section 102 Plan) up to an aggregale of318,500 Ordiunry Shares to
our officers. directors, key employees or consultants or any of our subsidiaries.

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

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

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

(ili) the 1995 Advisory Board Stock Option Plan (the "1995 Advisory Board Plan"),
which provides for the granting of options to purchase up to 150,000 Ordinary Share. (decreased
by 20,000 as a result of resolutions of the Board in July 1996 and February 1997).

The purpose of the 1993 Plans and 1995 Plans is \0 enable US to attract and retain qualified
persons as employees, officers, directors, oonsullJlnts and advisors and to motivate such persons by
providing them with an equity participation in GiIat In addition, the 1993 and 1995 ISOIRSO Plans arc
designed to afford qualified optionces certain lax benefits available under the United States Internal

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

Each of the 1993 Plans and the 1995 Plan' is administered by a Stock Option Committee
appointed by the Board. The Stock Option Committee (comprised ofMessrs. Gat, Levinberg, Anghel and
Tadmor) has broad discretion, subject to certain limitations, to detennine the persons entitled to receive
options or rights to purchase under the 1993 Plans and 1995 Plans, the tenus and cunditions on which
options or rights 10 purchase are granted and the number of shares subject therelO. The Slock Option
Committee also has discretion to detennine the nature ofthe consideration to be paid upon the exercise of
an option andlor righllo purchase granted under the 1993 Plans and the 1995 Plans. Such consideration
generally may consist ofcash. or, at the discretion ofthe Board, cash and a recourse promissory notc.

Stock options issued as incentive stock options pursuant to both the 1993 and 19951S0IRSO
Plans will only be granted to the employees of Gilat or its subsidiaries. The exercise price of incentive
stock options issued pursuant to both the 1993 and 1995 IS0IRSO Plans must be at least equal tn the fair
market value of the Ordinary Shares as of the date of the grant (and, in the case of optionees who own
morc than 10% of the voting stock, the exercise price must equal at least 11001'0 of the fair market value of
the Ordinary Shares as of the date of the grant). The exercise price ofrestricted stock options issued
pursuant to the 1993 and 1995 ISOIRSO Plans and the 1995 Advisol)' Board Plan must not be less than
the lower of (i) 50% of the book value of the Ordinary Shares as of the end of the fiscal year immediately
preceding the date ofsuch grant, or (ii) 50% ofthe fair market value per share ofOrdinary Shares as of
the date ofthe grant. The price per share under options awarded pursuant to the 1993 and 1995 Section
102 Plans may be any price determined by the Stock Option Committee.

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

As of June 16, 1999, we granted options to purchase a total of 306,075 Ordinary Shares under
the 1993 Plans and 3,289,636 Ordinary Shares under the 1995 Plans for an aggregate ofJ ,595 ,711
Ordinary Shares subject to options under such plans. The exercise prices for such options val}' from
58.12510555.125 and all such options expire at various times from September 2003 10 May 2009. Of
such options, 1,035,100 options were granted to officers and directors. As of Iune 16., 1999, options under
the plans for a total of437,765 shares had been exercised.

In December 1992. we granted options outside of any stock option plan to two then officers. One
officer, who has since again become an officer of an affiliate of Gilat, was granted an option to purchase
24,500 Ordinary Shares, al an exercise price of 50.33 per ordinary share, and the other was granted an
option to purchase 33,333 Ordinary Shares at an exercise priceofS12.00 per share, both on tenns and
conditions comparable to those provided for under the 1993 Plans. As of Iune 16, 1999,16,000 of these
options have been exercised.
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In May 1999, the Board approved the establishment of a new stock option plan under Section 102
of the Israel Income Tax Ordinance with SOO,OOO Ordinary Shares to be reserved for issuance.
Management was directed to prepare the plan and obtain the necessary regulatory approvaIs. The
approvals have not yet been obtained and no options have been granted. The plan is also subject to
approvaI of the next annual meeting.

ITEM 13: INTEREST OF MANAGEMENT IN CERTAIN TRANSACTIONS

Shareholder Registration Right. Agreement, On August 20, 1990, Gilat entered into 8

Preferred Stock Purchase Agreement with Ycel Ga~ Amiram Levinberg. Joshua Levinberg, Shlomo
Tirosh and Gideon Kaplan (the "Founders"), Athena Venture Partners L.P. and certain related entities,
DlCFM. PEe and certain individual investors (the "Investors") under which the Investors invested a
total of approximately 53,0 million in exchange for Gilat's Preferred Shares (which Preferred Shares were
converted into Ordinary Shares at the time ofGHat's initial public offering). In connection with such
agreement., we entered. into a Registration Rights Agreement pursuant to which. among other things,

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

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

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

(iv) the Founders and Investors agreed that during a period to be specified by us and the
underwriter (but not more than onc year) following the effective date ofa registration statement
for the Company's securities. and to the extent requested by us and the underwriter. they would
not direct1yor indirCC\ly sell or offer the shares held by them, except Ordinary Shares included in
such registration. provided that all officers and directors and all other persons with registration
rights enter into a similar agreement

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

Transactions with Gilat Communications. In July 1996, we entered into an agreement with
Gilat Communications Ltd. ("Gilat Communications") under which Gilat Communications has been
granted non-exclusive distribution rights to sell and provide technical support for our products in South

/
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Mrica. In October 1991, we and Gilat Communications entered into a S-year marketing and purchase
a:greement (the "1997 Agreement") that replaced and tenninated an earlier agreement entered into in
1993. Pursuant to the 1997 Agreement, Gilat Communications has been granted the exclusive right to
market the lines ofsatellite communications products and related components and options, and to provide
services with such products in Ismel and areas controlled by the Palestinian Authority. Under the 1997
Agreement, Gilat Communications is required to meet certain annual minimum purchase requirements
for each of three specified categories of our products, and during the initial tenn and any renewal term,
Gilat Communications may not, without our prior written consent. engage in certain activities competitive
with our business. IfGilat Communications satisfies the annual minimum purchase requirements, the
parties are required to enter into good faith negotiations to renew the 1997 Agreement three months prior
to its expimtion. In addition, under the 1997 Agreement, Gilat Communications was granted non
exclusive rights to distribute and sell our products worldwide when and only ifsold as part of, or to be
used. in conjWletion with. Gilat Communications' products.

Throughout 1998. we sold approximately $3.3 million in equipment to Gilat Communications: for
distribution and as a value added reseller. The sales were in accordance with our standard sale telJM and
conditions. Certain of our officers. directors, principal and other shareholders are also shareholders of
Gilat Communications. For more infonnation regarding certain transactions between us and Gilat
Communications, see Notes 9 and IS ofNotes to Consolidated Financial Statements listed in Item 19.

Merger-Related Agreements

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

Post-Closing Adjustments. The Merger Agreement contemplates certain post·dosing
adjustments descnOed below that may result in (a) our paying or receiving cenain amounts in cash or (b)
our issuing additional Ordinary Shares to GE Americom in respect of such adjustments. Most of the post
dosing adjustments relate to an agreement between the parties that the net assets on the combined. closing
balance sheet of Spacenet and its subsidiaries should equal $&5 million and that any shortfall or excess. as
the case may be. should be addressed through post--closing adjustments. Other adjustments relate to the
collection of accounts receivable, the sale of specified items of Spacenet inventory and the allocation of
certain tax benefits.

GE Americom Equipmen1 Purchase Commitment. GE Americom and its affiliates have
committed to purchase certain products from Gilat through the end of 1999. If the toW purchase orders
for such prodUcts is less than $37.S million, 40% of the shortfall will be credited against the 1999 service
fees owed by us to GE Americom under the Satellite Transponder Service Agreements described below.

Indemnification. Subject to the limitations set forth in the Merger Agreement.. GE Americom
has indemnified Gilat and Spacenet,. and Gilat has indemnified GE Americom, from and against any
losses arising from indemnified obligations. The indemnification obligations primarily relate to damages
arising from breaches by the other party of representations and warranties under thc txansaction
documents, as well as indemnities with respect to specified obligations oreach of the parties. The
obligations generaIly expire on a final survival date whic~ SUbject to certain exceptions, is Ig months
after the Closing Date.

The Transitional Services Agreement. Under the Transitional Services Agreement. GE
Americom has agreed, in consideration of the issuance of S,SOS Ordinary Shares. to provide Spacenel and
its subsidiaries specified transitional services, including finance services, accounting services, purchasing
services cash management services, .computer-related services and payroU processing services, until. /'
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August 31, 1999. These services will be provided at no additional cost for GHat, except for those services
identified as being outsourced which will be provided at a cost equal to GE Americom's outsourced costs.
'the Transitional Services Agreement also_provides that GE Americom will provide certain additional
support or other similar services during the transition period that Gilat identifies as being reasonably
necessary to the operations of Spacenet as presently conducted. These additional services will generally be
provided at a mutually agreed price, whieh will not e<ceed the direct and documented costs In GE
Americom. The transitional services Agreement or any specific transitional services may be terminated by
Gilat at any time during the transition period. by providing a written notice oftermination.

The Trademark A~reemenL Under the Trademark Agrcemen~ General Electric Company has
agreed to grant to Gila~ in consideration of 72,496 OnlliuuyS~, a non-exclusivc worldwide license to
use the GE symbol in connection with certain products .old by Spacene~ Spacenet GmbH and Spacenet
BY, and certain oervices peIformed by Gila~ Spacene~ Spacenet GmbH and Spacenet BY. The
Trademark Agreement requires that Gilat and SpaceDel adhere to certain specified standards ofquality.
The Trademark Agreement provides that Gilat will use the GE symbol only in connection with the
specified products and servic.., including U5e in its packaging, labeling, general publicity, letterheads,
signs and other forms of advertising, instructions books and other literature. In addition, the Trademark
Agreement provides that Gilat win not usc the GE symbol as pan of a trade name. The tenn of the
Trademark Agreement is three years and it may be renewed under certain circumstances for one
additional year. The Trademark Agreement will terminate (i) on the date that Gilat ceas.. to own 100% of
the voting securiti.. ofSpaeenellnc. and (ii) as In Spacenet BY or Spacenet GmbH, on the date that Gilat
ceases to own 100% of the voting securities ofsuch entity. GHat has agreed to indemnify General Electric
Company for all claims arising out of the Trademark Agreement or the manufacture ofproduets or
performance of services by Gilat under the1icensed mark.

The Shareholders' Agreement. At the time of the Spacenet acquisition, Yoel Gat, Amiram
Levinberg, Joshua Levinberg. Shlomo Tirosh and Gideon Kaplan (collectively. the "Founders Group").
D1CFM and PEe (collectively, the "IDB Group"), and GE, GE Americom, General Electric Finance
Holding GmbH and General Electric Plastics BY (for purposes of the following d..cription, collectively,
I'GE' ') entered into a Shareholders' Agreement.

Under the Shareholders' Agreemen~ the Founders Group, the IDB Group and GE have agreed to
vote their Ordinary Shares in order that the Board ofDirectors of Gilat be comprised of seven members,
and in favor of the rcspc:ctive nominees of each of the groups to the following extent;

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

The Founders Group will be entitled to nominate three directnrs, as long as (i) the Fonnders
Group collectively owns at least 30% ofthe Ordinary Shares owned by them wben the
Shareholders' Agreement was signed, or (ii) at least one of the members ofthe Founders
Group is serving as an employee of Gilat;

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

•

;~

•

,i
.;~.

•

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

Under the Shareholders' Agreement, GE has agreed to certain •'stand~stil1" provisions.
including agreements not to acquire any assets. businesses Dr properties of GUat. or any Ordinary Shares
which would result in GE being the beneficial owner ofgreater than 33% ofthe Ordinary Shares of Gilat,
without the prior approval of the holders ofa majorily of the OrdinaIy Shares held by the Fouoders Group
or the IDB Group.

GE has also agreed not to solicit proxies, call any specia1 meeting of shareholders of Gilat, or
propose any form ofbusiness combination involving GUat GE's standstill agreement is subject to a
number ofexceptions, including a release of any restrictions in the event ofa bona fide third party lender
offer, or in the event that the Fouoders Group and the IDB Group no longer collectively hold at least 50"10
of the Ordinary Shares held by them at the time the Shareholders' Agreement was signed.

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

to certain competitors of GlIal. In addition, the Shareholders' Agneernent will generally provide for pro
rata rights omrst refusal for the other parties with re5pe<:t to the transfer ofany Ordinary Shares by any
other affiliated party to any independent third party.

The Registration Rights Agreement. At the time oCthe Spacenet acquisition, the holders of
the Regisuable Securities (as defined below) were granted certain registration rights by Gilat. The
"Registrable Securities" generally include the Ordinary Shares issued to GE and held by GE or any of its
affiliates. or by any other person who is at such time a holder of Shares originally issued to GE and
representing at least 5% ofthe then outsunding Ordinary Shares. Gilat has initially agreed to the
immediate regisuation of all Regisuable Securities solely in connection with the transfer of such shares to
one or more affiliates of GE. The Regisuation Rights Agreement also provides for certain demand
registration rights of GE and the holders of Registrable Securities. Gilat will not be required to effect any
registration during the pendency ofcertain blackout periods. GE will also have the right to participate
(subject to certain limited exceptions) on a piggy-back basis in all registrations of Gilat's securities in
connection with any offering of its securities. Detailed provisions relating to the registration rights
described. above. including but not limited to the number of registrations and the payment of expenses in
connection therewith. are included in the Registration Rights Agreemenl The Registration Rights
Agreement provides that Gilat will indemnify the selling holders ofRegistrable Securities, and that the
selling holders of Registrable Securities will indemnify Gilat, in eaeh case, agalnst certain Iiahilities and
expenses, including liabilities uoder the Securities Act, or will contnbute to payments that the other may
be required to make in respect thereof.

The RighI of First Refusal Agreement Under the Right ofFirst RefusaJ Agreement, GE
Americom has granted to Gilat, for a period of three years, a limited right offirst refusal to be the
provider in respect of any proposal by GE Amerieom to obtain (i) any VSAT return ehannel equipment for
broadcast network and (Ii) any integration services for the incorporation of VSAT return channel
equipment into a broadcast network. In addition, for a corresponding period, Gilat has agreed to grant to
GE Americom a limited right of first refusal to be the provider in respect of any proposal by Gilat to
obtain any additional space segment capacity on a communications satellite providing services within the
United States. Gilat has also agreed that certain integration services performed by Gilat for GE Americom
uoder the above-described right offirst refusal will be at a discouot of at least 20% from the price
provided by the relevant third-party provider. Under the Right ofFirst RefusaJ Agreement, GE Amencom
has agreed that iCGE Americom ~mmences offering GE+Star services. GE Americom will create a
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distribution program and will offer Gilat the right to become a world-wide distributor ofGE·Star services
(or a Utree-year period pursuant to the program terms and conditions eslablished by GE Americom. In
addition, ifGE Americom offers any third party an opponunity to become an exclusive distributor of
GE*Star services in any territOIY, Gilat will generally be offered an opponunily to act as a co-exclusive
distributor in such territoIY. If Gilat elects to become a distributor of GE*Star services, GE Americom
will under certain circumstances provide Gilat a discount on all wholesale GE·Star services.

The Satellite Transponder Service Agreements. Under the Satellite Transponder Service
Agreements, GE Ameritem has agreed to provide to Gilat (i) certain protected services on four
transponders on satellite GSTAR4 operated by GE Americom, (ii) certain protected services on one
transponder on satellite GE-3 operated by GE Americom, (iii) certain protected services on three
transponders on satellite GE-5 to be constructed, laoached and operated by GE Americom, (iv) certaia
preempu1lte testing services relating to specified bandwidth and downlink E1RP on ooe transponder on
satellite SN-3 operated by GE Americom, and (v) certain protected Ku-band service on portions of certain
transponders on satellite GSTAR4 operated by GE Americom. The tenns of the services provided under
each of the Satellite Transponder Service Agreements are specified in each such agreement. Generally, the \
services will be provided until the earliest of the end of the life. date of replacement or failure ofthe .- ./
relevant satellite, the date on which the relevant transponder fails or is preempted, or a specified .-/'
tennination date provided in each agreement Ex.cept in the case of the agreement described in clause (iv)
above, Gilat will pay GE Americom a monthly recurring service charge (generally on a per-transponder
basis) in accordance with a schedule provided in each agreement. Subject to certain exceptions, the
Satellite Transponder Service Agreements provide for Gilat to indemnify GE Americom and certain
affiliates for claims arising out of services provided thereunder.

The Letter Agreements. Under the Transponder Letter Agreement dated September 25. 1998.
GE Americomand Gilat have agreed, among other things. that (i) Gilat will ana1yze Spacenet's current
space segment usc and requirements on or before Dc:cember 3). 1998 and will lake certain transponder
capacity on GE Americom satellites at the prices set forth in the Spacenet Letter Agreement described
below and (ii) Gilat will receive long-tenn ftxed prices which Gilat believes are competitive and certain
rights of first refusal for additional space segment capacity. Pursuant to a separate letter agreemen~ dated
September 25, 1998 (the "Spacenet Leuer Agreement"), GE Americom will provide additional
bandwidth and power as well as service protection levels to Spacenet to the extent there is insufficient
bandwidth, power or protection levels available to accommodate existing customer requirements under
Spacenefs existing transponder service agreements with GE Americom and third party providers. Upon
completion of the procedures contemplated by these letter agreements. certain modifications to the
Satellite Transponder Service Agreements may result.

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

The Merger is intended to qnalilY as a "fax-free" reorganization under Section 368(.) of the
Code. The Tax Matters Agreement contains representations and covenants ofthe parties relating to the
tax~free nature of the Merger. In addition, GE Amcricom has agreed to enter into a gain recognition
agreement (the "GRA") with the Internal Revenue Service. in which GE Americom will agree in eertain
circumstances during the period ending at the end nf the fifth full taxable year following the Merger to
recognize gain as if the Merger were taxable to GE Americom. In connection with ti,e GRA. Gnat has
agreed in the Tax Matters Agreement not to take certain actions, including. without limitation, the
disposition of the Slock ofSpacenet and the disposition of' 'substantially all" nf the assets of Spacenet and
the Spacenet subsidiaries, ifdoing so would cause GE Americom to recognize gain under the ORA. The

./
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Tax Matters Agreement provides that Gilat, Spacenet and 1IIe Spacenet subsidiaries, on 1IIe one band, and
GE Americom. on 1IIe 01ller. will indemnilY 1IIe 01ller party from any tax resulting from certain breaches
6f representations and covenants relating to 1IIe tax-free nature of1lle Merger. Each party's liability for
purposes ofsuch indemnification will be limited in certain respects pursuant to 1IIe terms of1lle Tax
Matters Agreement

The Tax Matters Agreement provides that 1IIe amount of any cash that GE Americom bas a right
to receive """...the-1'ax'Matter~,.Agr.....enU)r.canyoolheugreemenneJated-lo-the-Mefgorcwill be reduced
to 1IIe extent that the receipt of such amount would canse 1IIe fair market value of the cash and property
other than Ordinary ShaJcs received by GE Amcricom in connection with the Merger, in lmehange fat the
-8look-&f Spa.ono, \0 exceed 25% ofthe fair market value of 1IIe Ordinary Shares delivered by Gilat to GE
Arnericom at Casing, subject to certain exceptions pursuant to the Tax Matters Agreement.

The Tax Matters Agreement provides 1ha~ in certain circumstances. if1IIe Merger is subject to
tax pursuant to Section 367 or Section 368 of 1IIe Code (including, ifGE Americom recognizes gain
pursuant to 1IIe GRA). then GE Americom shall, subject to applicable United States and Israeli securities
laws, be entitled to sell such number ofOrdinary Shares reasonably necessary in the opinion ofa
nationally recognized investment bank to realize net proceeds equal to the amount of such tax plus the
amount ofany tax paid by GE Americom in connection wi1ll 1IIe sale by GE Americom of such Ordinary
Shares.
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PART II

ITEM 14: DESCRlPTION OF SECURITIES TO BE REGISTERED

Not applicable.
';"

PART ill

ITEM 15: DEFAULTS UPON SENIOR SECURITIES

Not applicable.

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

Not applicable.

PARTlY

'.
,".,..
:~

ITEM 17: FINANCIAL STATEMENTS

Not applicable.

ITEM 18: FINANCIAL STATEMENTS

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

ITEM 19: FINANCIAL STATEMENTS AND EXHffiITS

(a) Index to Consolidated Financial Statements

Report of Independent Auditors F-2
Consolidated Balance Sheets at December 31, 1997 and 1998 F-3
Consolidated Statements oflncomefor the Years Ended December 31, 1996, 1997 and 1998 F·S
Consolidated Statements of Changes in Shareholder" Equity for the Years Ended December J I, F-6

1996, 1997 and 1998 ..
Consolidated Statements ofCash Flows for the Years Ended December 31,1996, 1997 and 1998 F-7
Notes to Consolidated Financial Statements...........................•.......................................•......................F-IO
Report of Independent Auditors with respect of Gilat Florida F-40

(b) !!!!i!!i!!

2. I Consent ofKesselman & Kesselman
2.2 Consent ofBerman, Hopkins, Wrigh~

Arnold & Laham. LLP
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OR PUBLIC INSPECTION

GI~AT SATE~L1TENETWORKS ~TD.

(An Israeli Corporation)

1998 CONSOLIDATED FINANCIAL STATEMENTS

FCC2A000000774


