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PARTIIL
ITEM 14: DESCRIPTION OF SF;CURITIES TO BE REGISTERED
Not applicable.
. PARTINI
ITEM 15: DEFAULTS UPON SENIOR SECURITIES
Not applicabie.

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

Not applicable.
PART IV ;
ITEM 17: FINANCIAL STATEMENTS

Not applicable.
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ITEM 18: FINANCIAL STATEMENTS

The Consolidated Financial Statements and related notes thereto required by this item are
contained on pages F-1 through F-43 hereof.

ITEM 19: FINANCIAL STATEMENTS AND EXI.-IIBITS

(8) Index to Consolidated Financial Statements PAGE
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Report of Independent Auditors with respect of Gﬂat Flondu F-43

() . Exhibits

2.1 Consent of Kesselman & Kesselman
2.2 Consent of Berman, Hopkins,
Wright & Laham, LLP
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GILAT SATELLITE NETWORKS LTD.
(An leraeli Corporation)
1999 CONSOLIDATED FINANCIAL STATEMENTS
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GILAT SATELLITE NETWORKS LTD.
(An Isracli Corporation)
1999 CONSOLIDATED FINANCIAL STATEMENTS
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Kessalman & Kesselman
Cortifind Publle Accourtan tit)
Trade Tower, 15 Hamered Stree!
Tel Aviv 68723 Lirae)

P.O. Box 452 Tel Aviv 61003 Jsrael
Telephona +972-3-7954133

REPORT OF INDEPENDENT AUDITORS Facslmile +972-5.7854556

To the shaceholders of
GILAT SATELLITE NETWORKS LTD.

We have auditcd the congalidated balance sheets of Gilat Satellite Networks Lad (the "Cempany") and ity
subsidiaries 83 of December 31, 1999 and 1998 and the related consolidated staterents of incoms (loss),
changes in sharcholders' equity and cagh flows for each of the three yeary in the period ended December 31,
1999, Thess financial statements are tho responsbility of the Company's Board of Directers and
mavagement. Our respansibility is to express an opinion on these financial staternents based oo our awdits.

We did not audit the Snancial statementa of 3 certain subsidiary, whose assets constitute 7,0% and 3.8% of
1ota] consolidated wasets 83 of Decomber 31, 1999 and 1998 respectively, apd whase revenues constitute
12.9%, 15.4% and 16.7 % of total consclidated revenues for the years ended December 31, 1999, 1998 and
1897, respectively. The financial statemonts of the shove mubsidiary were audited by other independent
auditers, whose report have bean fumished to us, and our opinion, insofar as it relates to smounts included
for this nubsidiary, ia based sotely oa the roport of the ather independent auditors,

We conducted our eudits in accordance with pencrally mcospted auditing standards; including those
prescribed by the laraell Auditors (Made of Performance) Regulations, 1973, Those gtandards require that
we plan and perform the audits to obtain reasonable 2ssurance about whether the financial satements are free
of material misstatement, An audit includes sxamining, on a test basis, evidence supporting the amounts and
disclogiras in the finaneial statements, An audit also includes assessing the accounting principles used and
significant estimates made by the Company’s Boaxd of Diroctors and managemen, ai well a5 evaluating the
oversll financial statement presentation. We believe that our audits and the report of the other independent
waditors provide a fair banis for qut opinian.

; In our opinion, based ca cur sudits and the report of the other [ndspendent auditozs, the aforementioned

i financial statements present fairly, in.all material tespests, the comsolidated financial position of the
Company and its subsidiarics as of Decemier 31, 1999 and 1998 and the results of their gperations, changes
in shareholders' equity and their cash flaws for sach of the three years in the periad snded December 31,
1999, in eonformity with generally acoepted accounting principies ("GAAP") in larael '

As applicable to thees financial statements Leraell GAAP vary in certain aapects from U8, GAAPR, as

: - deseribed in notes 7 and 15£
Ax deaeribed in nete 1g, the Company bas restated its ﬁmﬁﬂ statzments for the year snded December
“ 31,1998, ' .
. | Knde  Hana!
; ' ‘ e
: Tel-Aviv, Isracl. Kesselman & Kesselman .
i Pebruary 27, 2000, Certified Publio Accountents (lsr.)

exoept far notes 8, 10b(S),

16b¢1) ard 16c for which

the date is June 5, 2000, _
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GILAT SATELLITE NETWORKS LTD.
(An Israeli Corporation)
CONSOLIDATED BALANCE SHEETS

December 31
1999 1998
U.S. $ in thousands

A s 5 et s(uote l4e)

CURRENT ASSETS (note 13):
Cash and cash equivalents 33,381 7.564
Short-term bank deposits and current maturities of long-term
f bank deposits (note 14a) 61,540
Accounts receivable (note 14b):
Trade 111,417 71,853
Other 71,982 27,37
Invéntaries {note 3) 81,060 *84,594
Total current assets 359,380 191,389
INVESTMENTS AND NON-CURRENT RECEIVABLES: .
Long-term bank deposits (note 14c) 50,000 40,701
Investment in associated companies (note 4) . 14,054 15,228
Investment in other companies ‘ 13,133 1,500
Non-current receivables (note 14d) 31,347
: : 108,534 59,602
PROPERTY, PLANT AND EQUIPMENT (note 3):
Cost 198,555 118,357
L es s - accumulated depreciation and amortization 38,742 73,446
; ' 159,813 94,911
: OTHER ASSETS AND DEFERRED CHARGES,
net of accumulated amortization (note 6) 51,126 *55,382
| Total assets 678,853 401284

! ) Chairman of the Board of
! ' s/ YOEL GAT } Directors and Chlef
| Yoel Gat )} Executive Officer

/s AMIRAM LEVINBERG ) President, Chief Operating
y Amiram L}vln‘berg ) Officer and Director
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December 31
1999 1998
U.S. § in thousands

Liabilities and sharebolders® equity

CURRENT LIABILITIES {note 13):
Short-term bank credit (note L4e) T 6,986 23,158
Accounts payable and accruals (note 14f):
Trade ’ 39,488 25,102
Accrued expenses 27,833 *39.642
Other _19,766 14,260
_ Tatal current liabilities 94,073 102,L62
: ACCRUED SEVERANCE PAY, net of amount funded (aote 7) 1,868 12
: OTHER LONG-TERM LIABILITIES (note 14g) ' 8089 | 234
CONVERTIBLE SUBORDINATED NOTES (uote 8) : 75,000 \75,000
COMMITMENTS AND CONTINGENT LIABILITY (notes 9 and 16¢) =
SHAREHOLDERS' EQUITY (note 10):
Share capital and additional paid in capital - ordinary shares of
NIS 0.01 par value (authorized - 40,000,000 shares;
issued and outstanding: December 31, 1999 - 21,147,258
shares; December 31, 1598 - 16,162,070 shares) 527,116 266,967
Accumulated other comprehensive income - currency
translation adjustments : (2,557)
Accumulated deficit (24,736} *(44,47)
1
: Total shareholders’ equity 499,823 222,620
‘- Total liabilities and shareholders’ equity 678,853 401,284

* Restated, see note 1q.

The accompanyiug notes are an integral part of the financial statements.
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GILAT SATELLITE NETWORKS LTD.
(An Israeli Corporation)
CONSOLIDATED STATEMENTS OF INCOME (LOSS)

Year ended December 31

y

1999 1998 1997
U.S. § In thousands
{except per share data)
REVENUES (notes 152 and b) 337,873 155,335 103,690
COST OF REVENUES '
Cost of products sold and revenus rendered (aote 15b) 220,139 86,603 58,742
Write-off of inventories associated with restructuring (note 113 4,634 9,495
224,773 96,008 58,742
GROSS PROFIT ] 113,100 59,237 44,948
RESEARCH AND DEVELOPMENT COSTS: .
Expenses incurred 27,159 15,815 10,615
L e ss- grants (note 15¢) 2,368 3,035 2,494
24,791 12,780 8.(21
Acquired rescarch and development (note 22) 80,000
RESEARCH AND DEVELOPMENT COSTS - act 24,791 92,780 8,121
: SELLING, GENERAL AND ADMINISTRATIVE '
“ EXPENSES (note 15d) 68,414 29,077 T 36,321
. ) 19,395 (62,620) 16,506
RESTRUCTURING CHARGES (note 11) {356} *11,989
OPERATING INCOME (LOSS) 20,251 (74,609) 16,506
FINANCIAL INCOME (EXPENSES) - net (note 152) 3267 {1,247) 538
WRITE-OFF OF INVESTMENTS ASSOCIATED WITH L
RESTRUCTURING (note 11) {B96) (2,700)
OTHER INCOME, - net . 162 0
INCOME (LOSS) BEFORE TAXES ON INCOME o 22,622 (78,394) 17,074
TAXES ON INCOME (notc 12) 2,475 286 130
INCOME (LOSS) AFIER TAXES ON INCOME 20,147 (78.680) 16,944
. SHARE IN LOSSES OF ASSOCIATED COMPANIES
C (note 4) 536 703
| NET INCOME (LOSS) 19,611 {79,383 16,944
: RARNINGS (LOSS) PER SHARF (note 156):
Under U.8. GAAP:
Basie $0.96 *$5(7.18) §1.56
Diluted $0.92 *$(7.18) $1.5¢
Under Isracli GAAP:
; Basic - $0.83 *5(6.37) $1.50
L Diluted $0.83 *§(6.37) $1.47
i WEIGHTED AVERAGE NUMBER OF SHARES
' USED IN COMPUTATION OF FARNINGS (LOSS)
PER SHARE - IN THOUSANDS (note 15f):
Under U.S. GAAP:
Basic _ 20,447 11,059 10,895
‘ Diluted -7 21,429 11,059 11255
' Under lsraeli GAAP:
! Basic 25,177 12,121 11,448
[ Diluted 25,177 12,121 12,152

* Restated, see note 1g.
The sccampanying notes are an integral part of the financisl statements.
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(Continued) - 1
GILAT SATELLITE NETW ORKS LTD.
(An Israehi Corporation)
CONSOLIDATED STATEMENTS OF CASH FLOWS

f
S
o Year ended December K11
W os 1999 1998 557
“ o U.S. $ in thousands
Y = CASH FLOWS FROM OPERATING ACTIVITIES:
Ry Net income (loss) 19,611 *(79,383) 16944
Adjustments required to reconcile net income (loss) to net

cash used in operating activities () (63,352) 71,003 (24.873)

Net cash used in operating activities . (43,741) (8,380) (7,929

CASH FLOWS FROM INVESTING ACTIVITIES:

\/  Purchase of property, plant and gquipment, net of
cf‘ related grants (91,966) (15,759) (25 935)
s Deferred charges . (951) .
¢ Deconsolidation of subsidiary consolidated in previous '
e years (b) (2,680)
V(% Investmentin companics - a1885) (GO G4
& Short-term bank deposit (20,000) 10,000 (10,000)
5"‘ p\ Long-term bank deposits’ {50,000) (6R1)  (40,000)
Long-term loans to associated company ~(500) (8,500)
Acquisition of subsidiary consolidated for the first time (€) 18
Proceeds from disposal of property plant and equipment 172 1 25
Customer acquisition cost ‘ (2,000)
| Net cash used in investing activities (174,179) !22.614) (80,358}
] CASH FLOWS FROM FINANCING ACTIVITIES:
- Tssuance of share capital in 2 public offering in February 1999
' {note 102} o 254,47
| Employee stock options exercised and paid (note 10b) 5,679 2,415 1,636
i Issuance of convertible subordinated notes, net of
. {ssuance expenses of $ 3,182,000 (note 8) 71,818
Short-term bank credit - net (16.172) 20,439 2,137 .
o Net cash provided by financing activities 243,977 22.854 75,591
, EFFECT OF EXCHANGE RATE CHANGES OX CASH (240 _
INCREASE (DECREASE) IN CASH AND CASH EQUIVALENTS 25,817 {8,140} (12,696)
I}ALANCE OF CASH AND CASH EQUIVALENTS
\ AT BEGINNING OF YEAR 7,564 15,704 28,400
‘ ; BALANCE OF CASH AND CASH EQUIVALENTS -
. AT END OF YEAR l 33,381 7564 15704
' ' , e - .
i SUPPLEMENTARY DISCLOSURE OF CASH FLOW
\ INFORMATION - cash paid during the year for:
Interest 6,096 5,786 2,832
! Income 1ax - 1,089 127 40
| * Restated, see note 19. q12 OF 138 PAGES
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(Continued) - 2

GILAT SATELLITE NETWORKS LTD.
(An Israeli Corporation)
CONSOLIDATED STATEMENTS OF CASH FLOWS
. Year ended December 31°
1999 1998 W1997

—

V.S, § in thousands

{(a) Adjustments required fo reconcile net income (loss) to
net cash used in operating activities:
{ncome and expenses not involving cash flows:
Depreciation and amortization 22,652 5,129 3,069
Acquired segearch and development ‘ 80,000
Share in losses of associated companies and
oprealized gains on sales to associated companies 1,674 1,240
Gain on decrease in percentage of shareholding in 3
subsidiary (1,344)
Increase in accrued severance pay -net 650 355 256
Interest accrued on bank deposits (3,542) Q0 (683)
Write down of investments due to restructuring 1235
Transaction gain (444}
. Capital loss on sale of property, plant and equipment o8
= Deferred income 1axes - net 265 (&))
QOther ) 574 2
j- 21,346 87,169 2,641
) Changes in certain asset and liability items:
i Decrease (increase) in accounts receivable:
! Trade (40,013} (35,157) (12.907)
! Other (including non-current receivables) (19,452) 10,257 4,001)
Increase (decrease) in accounts payable and '
. accruals:
: Trade 14,655 3,886 1,046
; Accrued expenses (6,769 12,047 2,279
! Other (including pther long-term liabilities) 13,016 {5,7135) 706
Decrease (increase) in jnventoties 13,865 (1,464) (14,547
g : (84,698) 516,166) (27.514)
f (63 JA52) 71,003 (24,879
H —— frememm—y —_—
; (b) Deconsolidation of subsidiary consolidated in previous .
' years, s¢e also note da:
‘Assets and liabilities of the subsidiary previously
b consglidated at date of deconsolidation:
| Working capital {exciuding cash and cash
i equivalents) .~ 2797
i Property, plant and equipment and deferred charges 1,003
! Gain on decrease in percentags of shareholding 1,344
! Share in shareholders’ equity of the subsidiary
E after deconsolidation 52,230)
! (2,680)
‘ =
| PAGE 43 OF (3t PAGES
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{Concluded) - 3

GILAT SATELLITE NETWORKS LTD,

| ' (An Tsraeli Corporation)
i CONSOLIDATED STATEMENTS OF CASHFLOWS
1 : Year ended
L . _Deoember 31,1998
b _US. $ in thousands
(c) Acquisition of subsidiary consolidated for the first time, .
see also pote 2
Assets and liabilities of the subsidiary at date of
isition:
Working capital (excluding cash and cash
equivalents) *(30,247)
Propetty and equipment (35.113)
Other assets . (5,396}
Goodwill and (dentifiable intangible assels arising on acquisition #(46,958)
Acquired research and development (80,000)
Accrued expenses relating to the acquisition 6,759
Issuance of share capital in counnection to the
: acquisition 190,973
| , _ *Restated, see note 1.
SUPPLEMENTARY INFORMATION ON INVESTING AND FINANCING ACTIVITIES NOT
INVOLVING CASHFLOWS '
made in exchange for ordinary

: On December 31, 1698, the Company acquired Spacenet. The acquisition Was

shares of the Company, ¥ note 2.

The accompanying nofes are an integral part of the financial statements.
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GILAT SATELLITE NETWORKS LTD-
(An Israeli Corporaﬁon}
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

NOTE1- SIGNIFICANT ACCOUNTING POLICIES

The significant a.ccomlilng policies, applied on & consistent basis, &1¢ as follows (see
also q. below):

+

a. General:

1}  Nature of operations

Gilat Satellite Networks Ltd. (the “Company”) and its wholly-owned subsidiaries (the
“Group’’), operate in one business segment - design, development, manufacturing,
rmarketing and service of very small aperture terminal (“VSAT™) satellite earth
stations.

As to the principal markets and customers, $&& note15a. .

2) Functional currency

The currency of the primary economic environment in which the opesations of the
Company and most of its subsidiaries are conducted is the U.S. dollar (“daliar™)
Substantially, all the sales of the Group's products are made outside Israel in 00R-
Israeli currencies (mainty the dollar). Service income is also derived mainly in dollars,
Thus, the functional currency of these companies is the dollar.

i ' For the Company and those subsidiarics whose functiona! currency is the dollar
(ransactions and balances originally denominated in dollars ar® presented at their
original amounts. Balances in non-dollar currencies are translated into dollars using
nistorical and current exchange rates for pon-monetary and monetary balances,

respectively. For non-doliar transactions and other items {stated below) reflected in the

: jncome statements, the following exchange cates are used: (i) for ansactions:

‘ exchange rates at rransaction dates or average rates and (i1) for other items (derived

from non-monetary balance sheet items such as depreciation and amortization,

: changes-in‘invcntories.—etc.): historical exchange-tates. The resulting cuirency.. - = =7 T

transaction gains of Josses are carried to financial income of EXPENSes, as appropriate.

The financial statements of certain Buropean subsidiaries whose functional currency is
their local currency, are translated into dollars in accordance with the principles set
forth in Statement of Financial Accounting Stapdards (“FAS™) No. 52 of the Financial
Accounting Standards Board of the United States {“FASB"). “Foreign Currency
‘Translation”: assets and liabilities are wranslated using the year-end rate of exchange;
results of operations are translated at average exchange rates during the year. The
resulting aggregate rranslation adjustments are reported as 2 component of

i wacoumulated other comprehensive income™

PAGE 45 OF 136 PAGES
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GILAT SATELLITE NETWORKS LTD.
_ (An Istaeli Corporation)
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (contitucd)

NOTE1- SIGNIFICANT ACCOUNTING POLICIES (continued):
3)  Accounting principles

The financial statements are prepared ip accordance with generally accepted accounting
principles (“GAAP™) in Israel. As applicable 1o these financial statements, Tsraeli
GAAP vary in certain aspects from U.S. GAAP, as described in notes 7 and 15f.

4y Useof estimates in preparation of financial staternents

The preparation of financial statements in conformity with GAAP requires
management (0 make estimates and assumptions that affect the reported amounts of
agséts and liabilities and disclosure of contingent assets and liabilities at the dates of

the financial statements and the reported amousts of revenues and expenses during the
reporting years- Actual results could differ from those estimates.

b. Principles of consolidation

The consolidated financial statements include the accounts of the Company and its wholly-
owned subsidiaries. Intercompany balances and transactions have been eliminated n
consolidation.

¢, Cashequiv alents and short-term bank deposits

_ _ The Group considers all highly liquid investments, which include short-texm pank deposils
! {up to three months from date of deposit) that are not restricted as 10 withdrawal or use, tobe

P cash eqdiva.lents. Bank deposits with an original maturity of more than three months but less
| than one year (from date of deposit) are presented a3 wehorf-teim bank deposits™ R

d. Allowance for doubtful accounts

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

€. Inventories

Inventories are valued at the lower of cost or market. Costis determined as follows: Taw
materials and components - o the weighted average pasis; labor and overhead - on the basis

of actual manufacturing costs.

PAGE 4b OF 136 PAGES
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GILAT SATELLITE NETWORKS LTD.
_ _ (An Israeli Corporation)
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS {continued)

NOTE1- SIGNIFICANT ACCOUNTING POLICIES (cout] ued):

FOR PUBLIC INSPECTION

£

nvestrent in gssociated companies

Tn these financial statements, associated companics aIe companies controlled to the extent of
20% ot more (which are not subsidiaries), of companies less than 20% controlled which
comply with the condition relating to “significant influence’™.

Thé investment in associated companies is accounted for by the ecuity method. Profits en
intercompany sales - not realized outside the Group - WeI® elimina

Investment in other companies

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

Property, plant and equipment

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

The assets are deprecinted by the straight-line method, on the basis of their estimated useful

life.
Annua! rates of depreciation are as follows:
%e
Buildings 2
_ Computers and electronic equipment 8-33
Office furniture and equipment 610,20
Vehicles 15

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

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

Other assets and deferred charges:
1) Other assets

Goodwill and other identifizble intangible assets (see mote 28) are stated at cost and
amortized by the straight-line method over an average period of 15 years.

2) Deferred charges

Issnance costs of the convertible subordinated notes (see note 8) are amortized by the

. straight-line method over the period from issuance date to ‘maturity date. Customer

" acquisition cost is amortized by the straight-line method over the contract erm.
PAGE 49 OF 1t PAGES |
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- GILAT SATELLITE NETWORKS LTD.
(An Israeli Corporation)
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continued)

NOTE 1 - SIGNIFICANT ACCOUNTING POLICIES (continued):

j« Revenue recognition:

1) Sale of products

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

The present values of payments due imder sales-type-lease contracts are recorded as
. revenues and cost of sales is charged with the book value of equipment at the time of
shipment. Future interest income is deferred and recognized over the related lease term.

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

2} Service revenue

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

3) Operating leases
Revenue from Jease of equipment is recognized ratably over the lease period.
k  Research and development

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

i ’ ..  Income faxes:

1) Deferred income taxes are computed for temporary differences between the assets and
P . labilities as measured in the financial statements and for tax purposes, at the tax rates
o . expected to be in effect when these differences reverse.

b . As to the main factors in respect of which deferred income taxes have been provided, see
note 12d.

2) The Company may incur additional tax liability in the event of intercompany dividend

! distribution; no additional tax has been provided, since it is the Company's policy not to
! distribute, in the foreseeable future, dividends which would result in additional tax
lability.

P 3) Taxes which would apply in the event of disposal of investments in subsidiaries (all of

: : which are non-Israeli subsidiaries) have not been taken into account in computing the
deferred taxes, as it is the Company's policy to hold these investments indefinitely.

{

|

\ : 4) Upon the distribution of dividends from the tax-exempt income of approved enterprises
(see also note 12a(1)), the amount distributed will be subject to tax at the rate that would

: have been applicable had the Company not been exempted from payment thereof. The

; Company intends to permanently reinvest the amounts of tax exempt income. Therefore,

1 no deferred incoms taxes have been provided in respect of such tax-exermpt incorme.

* PAGE 1§ OF 174 PAGES
i 11 ‘ EXHIBIT INDEX ON PAGE (31

FOR PUBLIC INSPECTION FCC2A000000267



GILAT SATELLITE NETWORKS LTD.
(An Israeli Corporatiop)
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continued)

NOTE 1 - SIGNIFICANT ACCOUNTING POLICIES (continued):

m.

0.

FOR PUBLIC INSPECTION

Comprehensive income

The Company presents its comprehensive income in the consolidated statements of changes

in shareholders’ equity.

Impairment of long-lived assets

_FAS No. 121, “Accounting for the Impairment of Long-Lived Assets and for Long-Lived
. Assets to be Disposed of” requires that long-lived assets, identifiable intangtbles and ~ _ _
goodwill related to those assets to be held and used by an entity be reviewed for impairment
whenever events or changes in circumstances indicate that the carrying amount of the assets

may not be recoverable. Under FAS 121, if indicators of impairment are present, the
existence of impairment is identified by comparing the carrying amount of the potentially

impaired asset to the undiscounted cash flows from use and eventual disposition of that asset,

If the carrying amount of the asset being evaluated is greater than the undiscounted cash

flows from use and eventual disposition of that asset, then impairment is measured based on

the excess, if any, of the carrying amount over the fair value of that asset.

Recently issued accounting proncuncements:

1) In June 1998, the FASB issued FAS No. 133, "Accounting for Derivative Instruments
and Hedging Activities”. FAS 133 established new accounting and reporting standards
for derivatives and hedging activities. FAS 133 requires companies to recard derivatives

on the balance sheet as assets or liabilities, measured at fair value. Gains or losses
resulting from changes in the values of those derivatives would be accounted for

depending on the use of the derivative and whether it qualifies for hedge accounting.
FAS 133 is effective for calendar-year companies from January 1, 2000. The Company

is currently evaluating the impact FAS 133 will have on its financial statements,

2) InDecember 1999, the United States Securities and Exchange Commission (the “SEC™)
issued Staff Accounting Bulletin No.I01 (“SAB 101"), “Revenue Recognition in
Financial Statements”. SAB 101 summarizes the SBC's interpretation of the application

of GAAP to revenue recognition.

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

staterments,
Reclassification

Certain prior years figures have been reclassified in order ta conform with the 1999
presentation.

Restatement

In 1999, the Company restated its financial statements as of December 31, 1998 and for the

year therended, with respect to the restructuring charges recorded as 2 result of the
acquisition of Spacenet (see also notes 2 and 11).
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GILAT SATELLITE NETWORKS LTD.
(An Israeli Corporation)
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continued)

NOTE 1 - SIGNIFICANT ACCOUNTING POLICIES (continued):

The effect of the restatement is as follows:
1)  Balance sheet as of December 31, 1998:

As reported
As in these
previously Effect of financial
reported  restatement statements

U.S. §in thousands
Inventories ' 72,594 12,000 84,594
Other assets and deferred charges, net -
of accummlated amortization 76,382 {21,000) 55,332
, Accrued expenses (50,892) 11,250 (39,642)
. Shareholders’ equity - accumulated deficit 46,597 (2,250) 44,347
2)  Net loss for the year ended December 31, 1598:
_US.$in
. . thousands
Net foss, as previously reported | (81,633)
Lffect of restatement -
restructuring charges : 2,250
Net loss, as reported in these
financial staternents (79.383)

g 3)  Loss per share for the year ended December 31, 1998:

a) Under U.S. GAAP:

: . US. $
- Lass per share - basic and diluted, as
v previously reported (7.38)
; Effect of restaternent 0.20
; Loss per share - basic and diluted, as
: reported in these financial statements (7.18)
L : b} Under Isracli GAAP:

' ‘ Loss per share - basic and diluted, as

previously reported . (6.55)
‘ Bffect of restatement 0.18
| Loss per share - basic and diluted, as
‘ reported in these financial statements (6.37)
| |
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GILAT SATELLITE NETWORKS LTD.

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

NOTE 2 - ACQUISITION OF SPACENET:

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

In consideration, the Company issued 5,000,000 ordinary shares of NIS 0.01 par value to GE
Americom and its affiliates; these shares represented approximately 30% of the Company 8
_ outstanding shares at date of issuance (23.6% as of December 31, 1999).

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

The Company has allocated the excess of the purchase price over the fair value of net
tangible assets acquired; an amount of § 80 million cut of the total acquisition cost was
attributed to in-process research and development, the technological feasibility of which has
not yet been established and for which there is no alternative future use. Consequently, as of
December 31, 1998, the Company recorded a one-time non-cash charge of $ 80 million,

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

Fo]lom‘ng the acquisition, Spacenet incurred a charge of approximately § 12.2 million, (the
amnount is after the effect of restaternent, see note 1q), to eliminate unnecessary inventory
and property, plant and eqmpment. The charges were taken into consideration in the
allocation of the purchase price. In 1999, there were no significant adjustments to these
charges, except for the effect of the restatement menticned above.

b. Hereafter are the unaudited proforma combined condensed income statements for the years
ended December 31, 1998 and 1997, assuming that the acquisition of Spacenet had occurred
on January 1, 1998 and 1997, respectively, after giving effect to certain adjustments,
including amortization of identifiable intangible assets of Spacenet, the elimination of -
mtercompany transactions and profits not yet realized outside the Group, and excluding
nonrecurring items which are acquited research and development costs and costs associated
with the 1998 restructuring.
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GILAT SATELLITE NETWORKS LTD.
(An Israeli Corporation)
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continued)

NOTE 2 - ACQUISITION OF SPACENET (continued):

The proforma financial information is not necessarily indicative of the cambined resuits that
would have been attained had the acquisition taken place at the beginning of 1997, nor is it
necessarily indicative of future resuits.

Year ended December 31

*1998 *1997

U.S. $ in thousands
({except per share data)

(Unaudited)
Revenues 237,642 189,930
Net loss - (11,286) (14,231)
] Loss per share - under U.S. GAAP -

basic and diluted $0.70) $(0.89)

* Restated, see note 14.

NOTE 3 - INVENTORIES:

. December 31
1999 1998
US. $ in thousands
Raw materials and components 29,431 7,668
Work in process 10,031 9,476
: Finished products 24,648 66,553
1 ' Cost and estimated earnings in excess of '
: billings on uncompleted contracts® 16,950 B97
- 81,060 84,5%
* Composed as follows:
} ' Cost incurred on uncompleted contracts 21,839 3,226
Estimated earnings 9,167 3,205
! 31,006 6,431
I Less - billings (14,056) (5.534)
| : e 16,950 897 .
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GILAT SATELLITE NETWORKS LTD.

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

NOTE 4 - INVESTMENTS IN ASSOCIATED COMPANIES:

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

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

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

b. The investments are composed as follows;

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

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

NOTE 5 - PROPERTY, PLANT AND EQUIPMENT:
a. Compesitlon of assets, grouped by major classifications, is as follows:

Accumulated

* depreciation and
Cost amortization
December 31 December 31
1999 1998 1999 1998
U.S. § In thousands U.5. $ in thousands
Buildings and land 34,177 26,094 1,033 644
| Computers and electronic equipment 83,325 37,788 21,150 12,780
Equipment leased to others 40,999 31322 13,741 7,556
Dffice furniture and equipment 8,603 6,074 1955 2,194
‘ Leasebold improvements 3,536 1,681 733 163
: Vehicles 393 289 130 109
: 171,033 103,248 38,742 23,446
Building under construction 27,522 15,109
198,555 118,357 38,742 23,446

b. Depreciation and amortization expense totaled $ 18,562,000, § 4,650,000 and § 2,787,000 in
1999, 1998 and 1997, respectively.

NOTE 6 - OTHER ASSETS AND DEFERRED CHARGES:

Original amounts Unamortized halance
i December 31 _ December 31
: 1999 1998 1999 1998
| U.S. § In thousands
] Goodwill and identifiable intangible assets
i resulting from the acquisition of : :
Spacene: (see note 2) 514351 50,573 47,195 50,573
Issuance costs of convertible subordinated .
notes (see note 8) 3,182 3,182 1,990 2,445
Deferred income taxes (see note 12d) 141 364 141 364
Other 2,000 2,000 1.800 2,000
36,774 56,119 51,126 55,382
‘ L
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GILAT SATELLITE NETWORKS LTD.
_ (An Israeli Corporation)
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (coptinued)

NOTE 7 - SEVERANCE PAY:

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

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

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

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

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

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

" dedueted from the related-severance pay-lability. Under U.S. GAAP, the amounts-funded - -~ —-——

should be presetited as a Iong-term investment among the Group’sassetss = ~77 7Tt TT T

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

' NOTE 8 - CONVERTIBLE SUBORDINATED NOTES

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

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

Through June 5, 2000, the notes have been converted into 1,785,690 ordinary shares.
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GILAT SATELLITE NETWORKS LTD.
(An Israeli Corporation)

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continued)

NOTE 9 - COMMITMENTS:

a. Royalty commitinenis:

b

2)

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

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

" The Company is committed to pay royalties to the U.S, - Jsrael Science and

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

b. Commitment in reépect of bullding under construction

As of December 31, 1999, the Company is committed to pay an additional § 5.1 million to
complete the construction of 2 building,

¢. Lease commitments

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

follows:
Year ending December 31:
2000 ' . 5502
2002 i 3,489
2003 3,452
2004 and thereafter . 5,223
' 21,632

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

NOTE % - COMMITMENTS (continued):

Commitments in respect of space segment services

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

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

_$ in thousands
Year ending December 31:

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

. 2004 and thereafier 16,629
111,166

Agreements relating to the Company's products

Under an agreement between Gilat Communications Ltd. ("Gilat Communications™) , 2
related party, and the Company, Gilat Communications has been granted an exclusive right
to market the lines of the satellite communications products and related components and
options and to provide services with such products in Israel and areas controlled by the
Palestinian Authority through October 31, 2002, The agreement also provides for Gilat
Comrpunications to be a non-exclusive distributor of the Company in South Africa.

NOTE 10 - SHAREHOLDERS' EQUITY:

Shsre capital:

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

2)  The February 1999 Public Offering

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

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

$ 57 per share. .

The net proceeds to the Company - approximately $ 254 million - are net of 4%
underwriting discount and offering costs of $ 3.4 million.
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GILAT SATELLITE NETWORKS LTD.
(An Israeli Corporation)

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continued)

NOTE 10 - SHAREHOLDERS' EQUITY {continued):

b. Stock options:

1)  InJamwary 1593, the Company adopted the following 1993 Stock Option Plans (the
*1993 Plans™):

a)

b)

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

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

(2) Restricted Stock Options (the “1993 Restricted Options®).

A Section 102 Stock Option/Stock Purchase Plan promulgated under section [02
of the Israsli Income Tax Ordinance (the "1993 Isracli Plan"), for Istaeli
employees.

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

a)

b)

c)

An Incentive and Restricted Stock Option Plan for employees who are United
States residents (the “1995 United States Plan"), which provides for the
grant of:

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

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

A Section 102 Stock Option/Stock Purchase Plan promulgated under section 102
of the Israeli Income Tax Ordinance (the "19935 Israeli Plan"), for Istacli
employees.

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

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

The 1993 and 1/995 Plans will remain in farce for 10 years from the dates of approval,
unless terminated earlier by the Board of Directars.

FOR PUBLIC INSPECTION
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GILAT SATELLITE NETWORKS LTD.
_ (An Israeli Corporation)
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continued)

NOTE 10 - SHAREHOLDERS' EQUITY (continued):

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

December 31
1999 1998
Number of ordinary shares
Total number authorized:
| The 1993 Plans: .
The United States Plan 95,550 95,530
The Israeli Plan 222950 222,950
318,500 318,500
The 1995 Plans: ) ]

The United States Plan. 2,440,000 1,940,000
The Israeli Plan 2,120,000 1,620,000
The Advisory Board Plan 150,000 150,000
4,710,000 3,710,000
’ 5,028,500 4,028,500
Options granted 4.214,385 2,228,951
Available for future grant 814,115 1,799,539

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

| Company - 110% of the market value at the date of grant).

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

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

The exercise and/or purchase price per share under the 1993 and 1995 Israeli Plans is
to be determined by the Stock Option Committee. Section 102 of the Israeli Income
Tax Ordinance and the rules promulgated thereunder provide that the Company will
. be allowed to claim as an expense for tax purposes the amounts credited to the

b employees as a benefit when the related capital gains tax is payable by the employee.
. L .

The exercise price per share under the 1995 Advisory Board Plan is to be determined
by the Stock Option Comemittee, in accordance with the terms of tbe plan.
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GILAT SATELLITE NETWORKS LTD.
(An Israeli Corporation)
NOTES TO CONSOLIDATED FINAN CIAL STATEMENTS (continued)

NOTE 10 - SHAREHOLDERS' EQUITY (continued):

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

grant.

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

Year ended December 31

1999 1958 1997
Welghted Weighted Weighted
average average average
exercise exercise exercise
Number price Number price Number price
$ $ $
Options outstanding
at beginning of ’ '
year 1,886,538 32.93 1,089,203 24.52 597,674 14.00 -
Changes during the
year:
Granted 2,286,500 52.15 1,027,400 42.84 666,200 30.23
Exercised (256,145) 21.82 (156,565) 14.50 (167,138) 9.86
Repl'iced“': '
Old exercise
price (664,200) 3026
New exercise
price ' 664,200 23.25
Forfeited (301,076)  53.46 {73,500 2297 (7,533) 1952
Opiions outstanding .
at end of year 3,615,817 44,16 1,886,538 3293 1,089,203 2452
Options exercisable
at year-end 816,502 35.82 217,128 17.56 201,268 15.88
Weighted average )
fair value of
options granted
during the year $24.42 $17.72 $11.90

% InJanuary 1998, 664,200 options awarded in earlier years, with a weighted average
' exercise price of § 30.26 per share, were repriced to a weighted average exercise price
of $ 23.25 per share. The revised exercise price is equal to the price of the shares on the
date of the repric‘ﬁlg.
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GILAT SATELLITE NETWORKS LTD.
(An Israeli Corparation)
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (¢continued)

NOTE 10 - SHAREHOLDERS' EQUITY (continued): .

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

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

The following table summarizes information about options outs;tanding and exercisable
at December 31, 1999:

Options outstanding Options exercisable

Number Welghted Number Welghted
outstanding &t average Weighted exercisable at average
Range of December 31, remaining average December 31, exercise
: exercise price 1999 contractunl life  exercise price 1999 price
| § Years s $
P 7.5-12.0 73,742 5.50 9.45 71334 9.15
’ 125-220 39,972 6.39 18.73 25,409 19.90
| 225-250 601,728 732 23.29 326,724 2330
i 25.5-40.0 169,050 8.43 36.03 23,108 35.16
‘ 40.5 -50.0 1,580,375 9.24 46.47 98,296 47.79
: 50.5-71.0 1,150,950 9.16 56.21 271,631 55.11
! : 3,615,817 - 875 44,16 816,502 35.82

3) InDecember 1992, the Company granted options outside of any stock aption plan to two
then officers. One officer, who has since again become an officer of the Company, was
granted an option to purchase 24,500 ordinary shares, at an exercise price of § 0.33 per
ordinary share, and the other was granted an option to purchase 33,333 ordinary shares at
an exercise price of $ 12,00 per share, both on terms and conditions comparable to those
provided for under the 1993 Plans. As of December 31, 1999, 33,333 of the options
were exercised at an exercise price of $ 12.00 per share. The options will expire 10 years
after the date of grant.

i '  4)  Accounting treatment of the plans

-
As permitted by FAS No. 123 - “Accounting for Stock-Based Compensation”, the
} Company accounts, under Israeli and U.S. GAAP, for its stock option plans ("the
| plans").using the treatment prescribed by Accounting Principles Board Opinion No. 23,
i “Accounting for Stock [ssued to Employees” (“APB 25™). Under APB 25,
; compensation cost for employee stock option plans is measured using the intrinsic value
i based method of accounting,
|
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GILAT SATELLITE NETWORKS LTD,
(An Israeli Corporation)
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continued)

NOTE 18 - SHAREHOLDERS' EQUITY (continued):

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

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

Had compensation cost for the Company's plans been determined based on the fair value
at the grant dates for awards granted since 1995, consistent with the method of FAS 123
the Company’s net income (loss) and earnings (loss) per shace would have been reduced
to the proforma amounts indicated below: ;

Year ended December 31
1999 1998 1987
Asreported Proforma Asreported Proforma Asreported Proforma

Net income (loss) -

in thousands of
_ dollars ) 19,611 (335)  *(79,383)  *RITIO) 16,944 14,876
: Earnings {loss) per
; under U.S. GAAP
! - share - in dollars:
Basic 0.96 (0.02) *(7.18) *(7.57) 1.56 1,37
? Diluted 0.92 0.02) *2.19) *(7.57) 1.51 1.32

* Restated, see note 1q.

5) Subsequent to December 31, £999, the Company increased the number of options of the
1995 United States Plans by 3,750,000 options, to 8,460,000 options.

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

c. Dividends:

1) In the event of distribution of cash dividends, the Company would be subject to a 15%,
: 20% or 25% tax on virtually all the dividends distributed; the Company is otherwise
- exempt from tax due to its “approved enterprise” status, as explained in note 12a(1).
: ‘ Effectively, the abavementioned dividend distribution would be reduced by the amount
of the tax. See note'12a(1) and d{4).

i | PAGE WL OF I}l PAGES .~
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GILAT SATELLITE NETWORKS LTD.
{An Israeli Corporation)
. NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continued)

NOTE 10 - SHAREHOLDERS' EQUITY (continued):

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

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

NOTE 11 - RESTRUCTURING CHARGES

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

Closing of certain product lines - write-off of inventory of equipment rclating o product

lines to be discontinued.

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

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

, channels for the Company’s multimedia products in the United States, as this activity will be
! performed in the future by Spacenet.
1
I
|

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

Year ended December 31
; ) 1999 1998
f U.S. $ in thousands
Cost of sales - write-off of inventories 4,634 ' 9,495
: Restructuring charges:
: Compensation ' {356) 11,091
i Other R98
E (356) 11,989
' Write-off of investments 896 2,700 .

! 5,174 24,184

Most of the restructuring charges were paid in 1999.

!
]

PAGE 13 OF Rl PAGES -

. ' EXHIBIT INDEX ON PAGE B!
F-28

FOR PUBLIC INSPECTION FCC2A000000282



GILAT SATELLITE NETWORKS LTD.
(An Israeli Corparation)

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continued)

NOTE 12 . TAXES ON INCOME:

a. The Company:

FOR PUBLIC INSPECTION

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

2

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

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

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

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

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

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

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

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

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continued)

NOTE 12 - TAXES ON INCOME (continued):

b.

3

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

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

Non-Israeli subsidiaries

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

Carryforward tax losses and credits

Carryforward tax losses and research and development tax credits relating to non-Israeli
subsidiaries approximate $ 7.4 million at December 31, 1999. The carryforward amounts
expire between 2004- 2019

d. Deferred income taxes:

1)

2)

3)

. 4)

FOR PUBLIC INSPECTION

December 31
1999 1998
U.S. % in thousands

Provided in respect of the following:
Carryforward tax losses and research and

Development credits ' 2,387 2,732
BExcess of fair value over cost relating to net
assets of Spacenet at acquisition date 4,870 4,870
Other 932 430
8,189 8,032
L as s -~ valuation allowance 7,842 7420
347 612
Deferred taxes are included In the balance sheets
as follows:
Current assets 785 532
Non-current assets 141 364
Other long-term liabtlities (S579) (284}

347 612

Realization of these deferred tax assets is conditional upon earning, in the coming years,
taxable income in an appropriate amount. The amount of the deferred tax assets,
however, could be changed in the future if estimates of future taxable income are

changed.

As stated in a(1) 2bove, most of the Company's income is tax exempt due to the
approved enterprise status granted to the Company's production facilities, The Company
has décided to permanently reinvest the amaunt of the said tax exempt income, and aot
to distribute such income as dividends. Accordingly, no deferred taxes have been

provided in respect of the tax exempt income. L AGES
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GILAT SATELLITE NETWORKS LTD.

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

NOTE 12 - TAXES ON INCOME (continued):

¢. Taxes on income included in the income statements;

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

22,622  (78,3%4) 17,074

g- Tax assessments

Final tax assessments have been received by the Corpany through the 1994 tax year. The
subsidiaries have not received final tax assessments since incorporation or acquisition.
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GILAT SATELLITE NETWORKS LTD.

{An Israeli Corporation)
NOTES TQ CONSOLIDATED FINANCIAL STATEMENTS (continued)
' NOTE 13 - MONETARY BALANCES IN NON-DOLLAR CURRENCIES:
December 31, 1999
Israell currency® Other
non-dollar
Linked** Unlinked currencies
U.S. § in thousands
Assets: '
Current assets:
Cash and cash equivalents 6 9,630
Accounts receivable:
Trade . 2,620 11,546
Other 1,382 6,682 4,704
Nen-current receivables 5,757
1,382 9,308 31,637
Liabilitias: v '
Current liabilities:
Short-term bank credit 5,276
Accounts payable and accruals; '
Trade B 60 11,078 1,551
Accrued expenses 797 4,466
Cther : 1,117 2,618 6,435
1,177 19,769 12,452
"¢ The above does not include balances in Israeli currency linked to the dolar, T
** To the Istaeli CPI.
‘ NOTE 14 - SUPPLEMENTARY BALANCE SHEET INFCRMATION:
December 31
1999 1998

a. Short-term investments:

‘Bank deposit*

Current maturities of long-term bank deposﬁs“‘*

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

**The current maturities of long-term bank deposits
are denominated in dollars and bear annual
interest of 5.75-6.69%

-

b. - Accounts receivable!
1) Trade:

FOR PUBLIC INSPECTION

Related parties .
Other*

* Net of allowance for doubtful accounts

F.32
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GILAT SATELLITE NETWORKS LTD.
(An Istaeli Corporation)
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continued)

NOTE 14 - SUPPLEMENTARY BALANCE SHEET INFORMATION (continued):

December 31
1999 1998
. U.5. § In thousands
2). Other: .
Government departments and agencies:
Value added {ax refundable 3,389 4,121
Customs refundable 1,666 B34
In respect of research and development
grants (see note 9a) 2,193 1,756
Sundry : 516 47
7,764 6,758
Employees 1,586 949
Amounts receivable from GE Americom 26,221 13,834
Receivables in respect of capital leases
(see d. below) 16,000
Advances to suppliers 486 T 592
Prepaid expenses ' ' . 8,844 2,880
Accrued interest on long-term bank deposits ) 2,683 292
Deferred income taxes {see note 12d) : 785 532
Sundry : 7.613 1,541

71,982 27,3718

¢. YLong-term bank depasits

The deposits are denominated in dollars, bear annual interest of 5.71-5.79% and mature on
March 12, 2001.

d. Receivables in respect of capital and operating leases
7. 7.0 TheOroup's contracts with customers contain long-term commitments, for remaining ... .. < ..o
—« o= o e . - - perledsTanging from one to-five years, to-provide network services; equipment; insriallation-- -~ -

and maintenance.

The minimum future payments to be received by the Group under these contracts as of
\ December 31, 1999 are as follows (including unearned intersst income in the amount of

: $ 6,646,000%
i $ In thousands
Year ending December 31:

2000 e 30,517
2001 28,075

. 2002 22,028

! . 2003 5112

i 2004 and tk*ereafter 3,915

The net investment in capital lease as of Decemnber 31, 1999 is $ 47.3 million.
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GILAT SATELLITE NETWORKS LTD.
(An Israeli Corporation)
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continued)
NOTE 14 - SUPPLEMENTARY BALANCE SHEET INFORMATION (continued):
e. Short-term bank credit:

1) Classified by carrency and intersst rate as follows:

Interest rate
at December 31, December 31
1999 1999 1998
% U.S. $ in thousands
In dollars 6.85 1,710 10,486
In Israeli currency 11.3-12.1 5276 12,672

6,986 23,158

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

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

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

1. Accounts payahle and accruals:

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

{see note 2) 277 6,759
Other accruals 27,400 19,875
27,833 39,642
1
2)  Other:
Payroll and related expenses - 4,895 4,5%0
Provision for vacation pay 2,816 1,761
Advarnces from customets ' 246 1,364
‘ Deferred revenue ' 2,250 4,050
‘; Current maturities of long-term liabilities

; ~ ) in respect of [ease agreements (see g. below) 4,050
D Taxes payable 5,058 1,170
f Sundry. - . . 451 . 1,325
| 19,766 14,260
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GILAT SATELLITE NETWORKS LTD.
{An Israeli Corporation)
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continued)

NOTE 14 - SUPPLEMENTARY BALANCE SHEET INFORMATION (continued):

g. Other long-term liabilities:

December 31
1999 1998
, U.S. $ in thousands
1) Composed as follows:
Long-term liabilities in respect of lease
' agreements (see (2} below) 7.510

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

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

U.S. $ in thousands

Year ending December 31:
2000 4,050
. 2001 4,120
2002 ' 3,3%0
: ; 7,510
¥ 11,560

h. Concentration of credit risks

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

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

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

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

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

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

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

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

Disaggregated financial data are provided below:
1) Revenues by geopraphic area

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

Year ended December 31
1999 1998 1997
U.S. § in thousands
United States ®190,609 80,439 51,378
South Africa 1,560 20,810 %!
China 5640  ®5363 ®4 739
South and Latin America ®i43940 ™10,773 11,497
Burope 54,643 10,418 9,288
Israel ®ga6s  ®4,209 ™3 414
Other 33,015 23,323 23,311

337,873 155,335 103,690

2) Revenues from single customers
which exceed 10% of
fotal revenues in the
relevant year:
Spacenet (see note 2) 69,357 35,138
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GILAT SATELLITE NETWORKS LTD.

(An Israeli Corporation)

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continued)

NOTE 15 - SELECTED INCOME STATEMENT DATA (continued):

Year ended December 31

1999

1998 1997

U.S. § in thousands

(a) Including sales made to customers
. 1n the United States, where
shipments were made directly to
final customers in Europe

() Including revenues from related

parties * 52,700

4,375 12,027

12,686 3,734

’ Includinm%@%a Americom and certain of its affiliates were
committed fo purchase products from the Group through the end of 1999. In 1999, no purchase
orders for such products were received. The amount recorded represents 40% of $ 37.5 mmillion -
the minimum commitment of GE Americom under this agreement. This amount was collected

subsequent to December 31, 1999.

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

Israel

United States
Europe
Other

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

Cost of tevenues: P
Sale of products
Services

¢. Research and development grants:
Royalty bearing grants (see note 9a)
Other grants

F.37
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December 31

1999 1998 1997

U.S, § in thousands

85,613 57,396 47,653

61,304 25,847 902
8,947 9,634 126
3,947 2,034 85

159,813 94,511 48,766

Year ended December 31

199% 1998 1991

U.S. $ In thovsands

238,564 147,767 101,309
99,309 7,368 2,381

337,873 155,335 103,690

146,084 82,198 58,603
74,053 4,405 139

220,139 86603 58742

1,340 997 . 464

1,028 2,038 2,030
2,368 3.035 7,494
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GILAT SATELLITE NETWORKS LTD.
{An Israeli Corporation)
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continued)

NOTE 15 - SELECTED INCOME STATEMENT DATA {continued):

Year ended December 31
1999 1998 1997
U.S. § in thousands

d. Selling, general and administrative expenses;

1) Composed as follows:
Selling 32,988 20,154 14,590

Qﬁera@ ¥35.426 8.923 5.731

k - 68414 20077 20321
. =

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

Balance at beginning of year 000 T 160
Increase during the year 2.4 1,840 160

Balance at the end of year 4423 2,000 160

* Including amortization of goodwill and identifiable intangible assets.

e. Financial income (expenses) - net:

FOR PUBLIC INSPECTION

Income:
Interest on cash equivalents and
bank deposits 9,991 3,209 3,725
In respect of capital lease 365
Other (mainly non-dollar transaction !
‘gains and losses - net) 189 2,159 - 590
10,745 5,368 4,315
Expenses:
Interest on convertible subordinated
notes (see note 8) 4,871 4,871 3,047
Arprtization of issuance costs of .
convertible subordinated notes
(see notes 6 and §) 455 455 282
In respect of short-term bank credit 1,162 1,179 324
Other (mainly non-dollar transaction
gains and losses - net) 990 110 124
i 1478 6615 3177 .
3,267 (1,247) 538

P
£  Earnings (loss) per share:

1) Under US. GAAP

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

treasury stock method. PAGE 133 OF Ub PAGES
:  Rar EXHIBIT INDEX ON PAGE /3/

FCC2A000000292



GILAT SATELLITE NETWORKS LTD.
' (An Israeli Corporation)

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continued)

NOTE 15 - SELECTED INCOME STATEMENT DATA (continued):

In computing diluted per share data convestible notes have not been taken into account

because their effect on diluted per share data is anti-dilutive.

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

year are the same amount.

Following are data relating t0 the weighted average number of shares for the purpose of per-

share computations:

Weighted average number of shares
issued and outstanding - used in
computation of basic earnings (losses)
per share )

. Add - incremental shares from assumed
exercise of options

Weighted average number of shares used
" in computation of diluted earning

(lass) per share

2) Under Isracli GAAP

Year ended December 31

1958 1997
In thousands
11,059 10,895
360

11,059 11,255

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

into account in the computation of basic earnings per share under Israeli GAAP,

whereas under U.S. GAAP, in computing basic earnings per share, only the weighted
average number of Company shares actually outstanding in the reported period is taken
' into aceount, and shares to be issued upon exercise of options are included in the

computation of diluted earnings per share,

F-39
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GILAT SATELLITE NETWORKS LTD.
{An Israeli Corporation)
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continued)

NOTE 15 - SELECTED INCOME STATEMENT DATA (continued):

Following are data relating to the net income (loss) and to the number of shares (including
adjustrments to such data) used for the purpose of computing earnings per share under Israeli
GAAP:
T T T T Netincome(loss) 7 T 0 77 "ParvalugofsharesT T T T T T
Year ended December 31 Year ended December 31
1999 1998 1997 1999 1998 1997
U.S. § in thousands In thousands

Net income (loss) for the

year, as reported in the

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

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

exercised 104 65 71
Shares issued to the public

during the year 4,181
Shares issuable upon

conversion of convertible

notes - conversion of .

which is expected 1,786
Shares issuable upon

realization of employes

stock options- exercise of )

which is expected 2,944 1,062 553

Real financial expenses

after tax in respect of
convertible notes - 5.795

Net after tax imputed income (loss),

assuming receipt - with

retroactive effect - of the .

exercise increment in

respect of employes

stock options (4,46%) 2,194 269

T otal- for the purpose of
basic per share
cotnputation 20,941 (77,189) 17,213 25177 12,i21 11,448
Add: .
" Realization of employee stock
options - exercise of which :
is not expected 704
Net after tax imputed income,
assuming receipt - with
retroactive effect - of the
-exercise increment in -
respect of employce
stock options 696
T o tal- for the purpose of )
diluted per share ' '
computation 20,941 (77,189) 17,909 25,177 12,121 12,152
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GILAT SATELLITE NETWORKS LTD.
. (An Israeli Corporation)
: NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continued)

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

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

b. Certain transactions:

. 1)  On March 30, 2000, the Group, Microsoft Network LLC ("MSN"), EchoStar
: Communications Corporation (“Echostar™) and ING Furman Selz Investment ("ING"),
entered into an agreement pursuant to which MSN, Echostar and ING are to invest a
total of $ 125 million into Gilat-Ta - Home, Inc., ("Gilat-To-Home"), the Company's
Narth American broadband satellite internet service provider. The Group, along with
related party of the Company, is to hold approximately 50% of Gilat-To-Home on a
fully diluted basis. There are additional agreements covering, inter alia, the supply of
equipment and services to MSN by Gilat -To-Home.

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

3) Seealsonoteda.

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

NOTE 16 - SUBSEQUENT EVENTS (coniinued):
¢. Legal claim N

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

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

TENNE/34285/1999/AUDIT/1003.Doc
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INDEPENDENT AUDITORS' REFORT

To the Board of Direclors and Stockholder
Gilat Flarida Inc,
Waest Melbourne, Flerida

We have audited lhe accompanying baiance sheets of Gilat Florida Inc. (a wholly-owned
subsidiary of Gilat Sateflite Networks Ltd.) as of December 31, 1999 and 1598, and the related
statements of operations, changes in stockholder's deficit and cash flows for each of the thres .
years in the perlos ended Detember 31, 1999, 1998 and 1997. The'se financial statements are' the
responsibility of the Company’s management. Our responsitility is to express an opinion on these
financial siatements based on our audits. .

We conducted our audils in accordance with generally accepled auditing standards. Those

g slandards require that we plan and perform the sudils to obtain reasonable assurance about
wheiner the financial statements are free of material misstaterment. An audit includes examining,
on 3 test basis, evidence supporling the amounts and disclosures in the financial statements. An
audit also includes assessing the accounling principles used and significant estimates made by
management, as well as evaluating the overall financis! stalement presentation. We believe {hat
our audits provide a reasonable basis for our opinion,

In our opinion, the financial stalements referred to abave present fairly, in all malerial respects, the
financial position of Gilat Florida Inc. as of December 31, 1992, and 1898, and the results of ils

. operations and its cash flows for each of the three years in the perlod ended December 31, 1989,
1698 and 1997 I conformity with generally accepted accounting principles.

February 4, 2000 W W e
Melbourne, Florida Z}W\L fa& ! < ?d@i x‘f
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SIGNATURE

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

GILAT SATELLITE NETWORKS LTD.

Byl Gnl
Yoel Gat
Chairman and Chief Executive Officer
Date: June 30 , 2000
-~
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