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INTRODUCTION

We are a leading global provider of broadband satellite communication and networking products and services.  We
design, produce and market very small aperture terminals, or VSATs, solid-state power amplifiers, or SSPAs and
low-profile antennas.  VSATs are earth-based terminals that transmit and receive broadband Internet, voice, data and
video via satellite.  VSAT networks have significant advantages over wireline and wireless networks, as VSATs can
provide highly reliable, cost-effective, end-to-end communications regardless of the number of sites or their
geographic locations.

We have a large installed customer base and have shipped more than one million VSAT units to customers in around
90 countries on six continents since 1989. We have 21 sales and support offices worldwide, six network operations
centers, or NOCs, and five R&D centers.  Our products are primarily sold to communication service providers and
operators that use VSATs to serve enterprise, government and residential users or to system integrators that use our
technology.  We also provide services directly to end-users in various market segments in the U.S. and certain
countries in Latin America.

Starting in 2012, in accordance with the organizational changes within our company, we operate three business
divisions, comprised of our Commercial, Defense and Services divisions:

•           Commercial Division - provides VSAT networks, satellite communication products and associated professional
services to service providers and operators worldwide, including consumer Ka-band initiatives worldwide.

•           Defense Division - provides satellite communication products and solutions to defense and homeland security
organizations worldwide and also includes the operations of Wavestream Corporation, or Wavestream, our subsidiary,
whose sales are primarily to defense and homeland security organizations.

•           Service Division - provides managed network services for business, government and residential customers in
North America through Spacenet Inc., or Spacenet, as well as our service businesses in Peru and Colombia, which
offer rural telephony and Internet access solutions.

Our ordinary shares are traded on the NASDAQ Global Select Market and on the Tel Aviv Stock Exchange, or the
TASE, under the symbol “GILT”.  As used in this annual report, the terms “we”, “us”, “Gilat” and “our” mean Gilat Satellite
Networks Ltd. and its subsidiaries, unless otherwise indicated.

The name "Gilat®" and the names "Connexstar™," "SkyAbis™," "SkyEdge™," "Spacenet™," Wavestream®,
"StarBand®"  and "Raysat™" and other names appearing in this annual report on Form 20-F marked with “™” are
trademarks of our company and its subsidiaries .  Other trademarks appearing in this annual report on Form 20-F are
owned by their respective holders.

This Annual Report on Form 20-F contains various “forward-looking statements” within the meaning of Section 27A of
the Securities Act of 1933, as amended, and Section 21E of the Securities Exchange Act of 1934, as amended, and
within the Private Securities Litigation Reform Act of 1995, as amended. Such forward-looking statements reflect our
current view with respect to future events and, financial results of operations. Forward-looking statements usually
include the verbs, “anticipates,” “believes,” “estimates,” “expects,” “intends,” “plans,” “projects,” “understands" and other verbs
suggesting uncertainty.  We remind readers that forward-looking statements are merely predictions and therefore
inherently subject to uncertainties and other factors and involve known and unknown risks that could cause the actual`
results, performance, levels of activity, or our achievements, or industry results to be materially different from any
future results, performance, levels of activity, or our achievements expressed or implied by such forward-looking
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statements.  Readers are cautioned not to place undue reliance on these forward-looking statements which speak only
as of the date hereof.  We undertake no obligation to publicly release any revisions to these forward-looking
statements to reflect events or circumstances after the date hereof or to reflect the occurrence of unanticipated
events.  We have attempted to identify additional significant uncertainties and other factors affecting forward-looking
statements in the Risk Factors section which appears  in Item 3D: “Key Information–Risk Factors”.
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Our consolidated financial statements appearing in this annual report are prepared in U.S. dollars and in accordance
with U.S. generally accepted accounting principles, or U.S. GAAP.  All references in this annual report to “dollars” or “$”
are to U.S. dollars and all references in this annual report to “NIS” are to New Israeli Shekels. The representative
exchange rate between the NIS and the dollar as published by the Bank of Israel on April 5, 2013 was NIS 3.627 per
$1.00.

Statements made in this Annual Report concerning the contents of any contract, agreement or other document are
summaries of such contracts, agreements or documents and are not complete descriptions of all of their terms.  If we
filed any of these documents as an exhibit to this Annual Report or to any registration statement or annual report that
we previously filed, you may read the document itself for a complete description of its terms.
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PART I

ITEM 1: IDENTITY OF DIRECTORS, SENIOR MANAGEMENT AND ADVISORS

Not Applicable.

ITEM 2: OFFER STATISTICS AND EXPECTED TIMETABLE

Not Applicable.

ITEM 3: KEY INFORMATION

A. Selected Consolidated Financial Data

The selected consolidated statement of operations data set forth below for the years ended December 31, 2012, 2011
and 2010, and the selected consolidated balance sheet data as of December 31, 2012 and 2011 are derived from our
audited consolidated financial statements that are included elsewhere in this Annual Report. These financial
statements have been prepared in accordance with U.S. GAAP. The selected consolidated statement of operations data
set forth below for the years ended December 31, 2009 and 2008 and the selected consolidated balance sheet data as
of December 31, 2010, 2009, and 2008 are derived from our audited consolidated financial statements that are not
included in this Annual Report.

The selected consolidated financial data set forth below should be read in conjunction with and is qualified entirely by
reference to Item 5: “Operating and Financial Review and Prospects” and the Consolidated Financial Statements and
Notes thereto included in Item 18 in this Annual Report on Form   20-F.

Year ended December 31,
2012 2011 2010 2009 2008

U.S. Dollars in thousands, except for share data
Statement of Operations Data:
Revenues:
Products 169,603 201,697 120,255 91,407 150,351
Services 178,760 137,504 112,730 136,652 117,175
Total 348,363 339,201 232,985 228,059 267,526
Cost of revenues:
Products 106,207 114,510 61,975 56,672 80,424
Services 129,156 103,064 91,156 100,956 101,150
Total 235,363 217,574 153,131 157,628 181,574
Gross profit 113,000 121,627 79,854 70,431 85,952
Operating expenses:
Research and development, net 29,241 31,701 18,945 13,970 16,942
Selling and marketing 42,631 46,523 33,396 29,138 35,783
General and administrative 34,075 36,005 29,844 27,987 29,819
Costs related to acquisition transactions — 256 3,842 — —
Impairment of long lived assets, goodwill and
intangible assets, restructuring costs and other
charges 32,194 19,478 — — 5,020
Operating (loss) (25,141 ) (12,336 ) (6,173 ) (664 ) (1,612 )
Financial income (expenses), net (2,642 ) (1,931 ) (557 ) 1,050 1,300
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Expenses related to aborted merger transaction — — — — (2,350 )
Other income 2,729 8,074 37,360 2,396 2,983
Income (loss) before taxes on income (25,054 ) (6,193 ) 30,630 2,782 321
Taxes on income (tax benefit) (1,862 ) (343 ) 11 904 1,445

Net income (loss) (23,192 ) (5,850 ) 30,619 1,878 (1,124 )
Net earnings (loss) per share
Basic (0.56 ) (0.14 ) 0.76 0.05 (0.03 )
Diluted (0.56 ) (0.14 ) 0.73 0.04 (0.03 )
Weighted average number of shares used in
computing net earnings (loss) per share:
Basic 41,410 40,929 40,467 40,159 39,901
Diluted 41,410 40,929 41,985 41,474 39,901

1 
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As of December 31,
2012 2011 2010 2009 2008

U.S. dollars in thousands
Balance Sheet Data:
Working capital 83,673 62,704 78,808 164,280 152,806
Total assets.. 414,643 446,678 455,378 357,228 410,639
Short-term bank credit
and current maturities 11,480 22,063 4,315 5,220 10,846
Convertible
subordinated notes, net
of current maturities — — 14,379 15,220 16,315
Long term loan, net of
current maturities 40,747 40,353 45,202 — —
Other long-term
liabilities 28,082 34,786 43,832 37,297 45,414
Shareholders’ equity 241,957 260,075 264,113 232,295 230,224

B. Capitalization and Indebtedness

Not applicable.

C. Reasons for the Offer and Use of Proceeds

Not applicable.

D. Risk Factors

Investing in our ordinary shares involves a high degree of risk and uncertainty.  You should carefully consider the
risks and uncertainties described below before investing in our ordinary shares.  If any of the following risks actually
occurs, our business, prospects, financial condition and results of operations could be materially harmed.  In that case,
the value of our ordinary shares could decline substantially, and you could lose all or part of your investment.

Risks Relating to Our Business

We have incurred major losses in past years and may not operate profitably in the future.

We reported an operating loss of $25 million and a net loss of approximately $23.2 million in the year ended
December 31, 2012, compared to an operating loss of $12.3 million and a net loss of $5.9 million in 2011.  Our 2012
net loss is primarily attributable to $31.9 million of goodwill and other intangible assets impairment charges related to
our 2010 acquisition of Wavestream, as well as to certain restructuring costs. We incurred major losses in prior years
and currently have an accumulated deficit of $633 million. We cannot assure you that we can operate profitably in the
future. If we do not achieve profitable operations, the viability of our company will be in question and our share price
will decline.

2
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Our available cash balance may decrease in the future if we cannot generate cash from operations.

Our total cash, including cash equivalents and restricted cash (short term and long term) net of short term bank credit,
as of December 31, 2012 was $70.1 million.  Our positive cash flow from operating activities was approximately
$21.6 million and $8.6 million in years ended December 31, 2012 and 2011, respectively.  If we do not generate
sufficient cash from operations in the future, our cash balance will decline and the unavailability of cash could have a
material adverse effect on our business, operating results and financial condition.

If the commercial satellite communications markets fail to grow, our business could be materially harmed.

A number of the commercial markets for our products and services in the satellite communications area, including our
broadband products, have emerged in recent years. Because these markets are relatively new, it is difficult to predict
the rate at which these markets will grow, if at all. If the markets for commercial satellite communications products
fail to grow, our business could be materially harmed. Conversely, growth in these markets could result in satellite
capacity limitations which in turn could materially harm our business and impair the value of our shares. Specifically,
we derive virtually all of our revenues from sales of satellite based communications networks and related equipment
and provision of services related to these networks and products. A significant decline in this market or the
replacement of VSAT and other satellite based technologies by an alternative technology could materially harm our
business and impair the value of our shares.

Because we compete for large-scale contracts in competitive bidding processes, losing a small number of bids or a
decrease in the revenues generated from our large scale projects could have a significant adverse impact on our
operating results.

A significant portion of our revenues is derived from acting as the supplier of networks based on VSATs and other
satellite-based communication equipment, under large scale contracts that we are awarded from time to time in
competitive bidding processes. These large-scale contracts sometimes involve the installation of thousands of VSATs.
The number of major bids for these large-scale contracts for satellite-based networks in any given year is limited and
the competition is intense. Losing or defaulting on a relatively small number of bids each year could have a significant
adverse impact on our operating results.

In 2012, 14% and 12% of our revenues were generated from one Commercial Division customer and one Services
Division customer, respectively. If we default on any such large scale contract or if such contract is terminated or
reduced for any other reason, this could have an adverse impact on our operating results.

We operate in the highly competitive network communications industry. We may be unsuccessful in competing
effectively against competitors who have substantially greater financial resources.

We operate in a highly competitive industry of network communications, both in the sales of our products and our
services. As a result of the rapid technological changes that characterize our industry, we face intense worldwide
competition to capitalize on new opportunities, to introduce new products and to obtain proprietary and standard
technologies that are perceived by the market as being superior to those of our competitors. Some of our competitors
have greater financial resources, providing them with greater research and development and marketing capabilities.
Our competitors may also be more experienced in obtaining regulatory approvals for their products and services and
in marketing them. Our relative position in the network communications industry may place us at a disadvantage in
responding to our competitors' pricing strategies, technological advances and other initiatives. Our principal
competitors in the supply of VSAT networks are Hughes Network Systems, LLC, or HNS, ViaSat Inc. or Viasat, and
iDirect Technologies, or iDirect. Most of our competitors have developed or adopted different technology standards
for their VSAT products.

Edgar Filing: GILAT SATELLITE NETWORKS LTD - Form 20-F

15



3

Edgar Filing: GILAT SATELLITE NETWORKS LTD - Form 20-F

16



Our low-profile in-motion antennas target a market that has not yet matured and we compete with products from
competitors such as General Dynamics, Cobham, Orbit Communication Systems and Thinkom Solutions.
Wavestream’s competitors include Comtech Xicom Technology, Inc., CPI Satcom (which acquired Codan Satcom in
2012), General Dynamics SATCOM Technologies, and Paradise Datacom.

In the U.S. market, where we operate as a managed network service provider via Spacenet, Spacenet competes mainly
in the enterprise managed wide area network, or WAN market and the VSAT services market. These markets are
extremely competitive, with a few established VSAT service providers and numerous terrestrial providers competing
for nearly all contracts. The U.S. enterprise VSAT market is primarily served by HNS and Spacenet. Spacenet's
primary competitors in the enterprise managed WAN market are large terrestrial carriers such as AT&T, Verizon,
CenturyLink, Megapath/Covad, and numerous other smaller managed WAN providers.

In addition, the launch of the Wild Blue 1 and ViaSat-1 satellites by ViaSat and of the SPACEWAY-3 and EchoStar
XVII  by HNS, enable ViaSat and HNS to offer vertically integrated solutions to their customers, which may further
change the competitive environment in which we operate and could have an adverse effect on our business.

In Peru and Colombia, where we primarily operate public rural telecom services (voice, data and Internet), we
typically encounter competition on government subsidized bids from various service providers, system integrators and
consortiums. Some of these competitors offer solutions based on VSAT technology and some on terrestrial
technologies (typically, fiber, DSL, wireless local loop and worldwide interoperability for microwave access, or
WiMAX). In addition, as competing technologies such as cellular telephones in Peru and fiber optics in Colombia
become available in rural areas where not previously available, our business can be adversely affected.

Our lengthy sales cycles could harm our results of operations if forecasted sales are delayed or do not occur.

The length of time between the date of initial contact with a potential customer or sponsor and the execution of a
contract with the potential customer or sponsor may be lengthy and vary significantly depending on the nature of the
arrangement. During any given sales cycle, we may expend substantial funds and management resources and not
obtain significant revenue, resulting in a negative impact on our operating results. In the past, we have seen longer
sales cycles in all of the regions in which we do business. In addition, we have seen projects delayed or even canceled,
which would also have an adverse impact on our sales cycles. In our defense business, in particular, sales cycles may
be longer and it may be difficult to accurately forecast sales due to the uncertainty around defense projects and their
award and starting periods.

We may engage in acquisitions that could harm our business, results of operations and financial condition, and dilute
our shareholders' equity.

We generally seek to acquire businesses that enhance our capabilities and add new technologies, products, services
and customers to our existing businesses. We may not be able to continue to identify acquisition candidates on
commercially reasonable terms or at all. If we make additional business acquisitions, we may not realize the benefits
anticipated from these acquisitions, including sales growth, cost synergies and improving margins. Furthermore, we
may not be able to obtain additional financing for business acquisitions, since such additional financing could be
restricted or limited by the terms of our debt agreements or due to unfavorable capital market conditions.

4
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Further, once integrated, acquisitions may not achieve comparable levels of revenues, profitability or productivity as
our existing business or otherwise perform as expected. The occurrence of any of these events could harm our
business, financial condition or results of operations.

In 2010, we completed the acquisition of RaySat Antenna Systems, or RAS, a leading provider of
satcom-on-the-move antenna solutions, of RaySat BG, a Bulgarian research and development center, and of
Wavestream, a provider of SSPAs and block up converters, or BUCs, with high performance solutions designed for
mobile and fixed satellite communication, or Satcom, systems worldwide.  In April 2011, Spacenet completed the
acquisition of CICAT Networks Inc., a provider of terrestrial access and network services to enterprises with
multi-site locations. We may not be able to successfully integrate the businesses or exploit the solutions that we
acquired. Future acquisitions may require substantial capital resources, which may not be available to us or may
require us to seek additional debt or equity financing.

The risks associated with acquisitions by us include the following, any of which could seriously harm our results of
operations or the price of our shares:

• issuance of equity securities as consideration for acquisitions that would dilute our current shareholders' percentages
of ownership;

• significant acquisition costs;

• decrease of our cash balance;

• the incurrence of debt and contingent liabilities;

•difficulties in the assimilation and integration of operations, personnel, technologies, products and information
systems of the acquired companies;

• diversion of management's attention from other business concerns;

• contractual disputes;

• risks of entering geographic and business markets in which we have no or only limited prior experience;

• potential loss of key employees of acquired organizations.

• the possibility that business cultures will not be compatible;

• the difficulty of incorporating acquired technology and rights into our products and services;

• unanticipated expenses related to integration of the acquired companies;

• difficulties in implementing and maintaining uniform standards, controls and policies;

• the impairment of relationships with employees and customers as a result of integration of new personnel;

•potential inability to retain, integrate and motivate key management, marketing, technical sales and customer
support personnel;
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• loss of significant customers or markets;

• potential unknown liabilities associated with acquired businesses; and

• impairment of goodwill and other assets acquired.

In 2012 and in 2011, we recorded impairment of goodwill and intangible assets charges of $31.9 million and $17.8
million, respectively, in connection with our 2010 acquisition of Wavestream.

5
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 A decline in or a redirection of the U.S. defense budget could result in a material decrease in our sales, results of
operations and cash flows.

Our contracts and sales with and to systems integrators in connection with government contracts in the U.S. are
subject to the congressional budget authorization and appropriations process. Congress appropriates funds for a given
program on a fiscal year basis, even though contract periods of performance may extend over many years.
Consequently, at the beginning of a major program, the contract is partially funded, and additional monies are
normally committed to the contract by the procuring agency only as appropriations are made by Congress in future
fiscal years. Department of Defense, or DoD, budgets are a function of factors beyond our control, including, but not
limited to, changes in U.S. procurement policies, budget considerations, current and future economic conditions,
presidential administration priorities, changing national security and defense requirements, geopolitical developments
and actual fiscal year congressional appropriations for defense budgets. Any of these factors could result in a
significant decline in, or redirection of, current and future DoD budgets and impact our future results of operations.

Concerns about increased deficit spending, along with continued economic challenges, continue to place pressure on
the DoD budget and international customer budgets. The DoD budget cuts, added by additional cuts from the
sequestration in effect since March 2013, have and may continue to result in reduced demand for our products,
resulting in a reduction in our revenues, and an adverse effect on our business and results of operations. The national
security spending cuts from sequestration are expected to mostly reduce DoD budgets by equally cutting funding for
all DoD budget line items. If the sequestration cuts to the DoD budget are not revised, we expect that they will
negatively impact our results of operations and cash flows, and could potentially trigger further goodwill impairment
charges.

In 2012, Wavestream’s revenues from the sales of SSPAs derived through systems integrators from government
agencies decreased compared to our 2012 forecast and to 2011 revenues. The continuing pressure on the DoD budget
along with ongoing uncertainties surrounding future spending by the DoD, as well as other elements, reflected in the
reduction of Wavestream’s revenues and operational results in 2012 and in 2011 compared to our forecast and the
decrease in actual revenues in 2012 compared to 2011 and 2011 compared to 2010, led us to record impairment
charges related to our investment in Wavestream of $31.9 million in 2012 and $17.9 million in 2011. See Item 5 –
“Operating and Financial Review and Prospects– Operating Results”.

Uncertainties in governmental spending may also adversely affect our efforts to further penetrate the defense market
with our defense-related products. We expect that RAS will become increasingly dependent on DoD spending for
related contracts with system integrators. If such business is not realized and we fail to obtain other business, we
would likely record an impairment of goodwill associated with RAS. Any of these events would likely result in a
material adverse effect on our financial position, results of operations and cash flows.

Many of our large scale contracts are with governments or large governmental agencies in Latin America and other
parts of the world, so that any volatility in the political or economic situation or any unexpected unilateral termination
or suspension of payments could have a significant adverse impact on our business.

In recent years, a significant portion of our revenues has been derived from large scale contracts with foreign
governments and agencies, either directly or through contractors and system integrators, including those in Peru,
Colombia, and Australia. Agreements with the governments in these countries typically include unilateral early
termination clauses and involve other risks such as the imposition of new government regulations and taxation that
could pose additional financial burdens on us. Changes in the political or economic situation in these countries can
result in the early termination of our business there. Any termination of our business in any of the aforementioned
countries could have a significant adverse impact on our business.
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In December 2011, Gilat Colombia was awarded the Compartel Schools project, which is expected to end in August
2013. Additionally, in October 2012, the Ministry of Information Technologies and Communications in Colombia
amended and extended our agreements for the provision of Communitarian telecomm services for an additional
six-month period ending March 31, 2013. We have not participated in the most recent bid for communitarian telecom
services published by the Ministry of Information Technologies and Communications in Colombia in December 2012
since we considered the terms of the bid to be unfavorable. In 2012, our revenues from these projects in Colombia
generated 10% of our total consolidated revenues.  Following completion of the Schools project, if we are unable to
obtain new business, our revenues in Colombia are expected to materially decrease or terminate and we may not be
able to operate our business in Colombia at a profit.

If we are unable to develop, introduce and market new innovative products, applications and services on a cost
effective and timely basis, our business could be adversely affected.

The network communications market, which our products and services target, is characterized by rapid technological
changes, new product introductions and evolving industry standards. If we fail to stay abreast of significant
technological changes, our existing products and technology could be rendered obsolete. Historically, we have
endeavored to enhance the applications of our existing products to meet the technological changes and industry
standards. Our success is dependent upon our ability to continue to develop new innovative products, applications and
services and meet developing market needs.

To remain competitive in the network communications market, we must continue to be able to anticipate changes in
technology, market demands and industry standards and to develop and introduce new products, applications and
services, as well as enhancements to our existing products, applications and services. Competitors in satellite ground
equipment market and low-profile antenna market are introducing new and improved products and our ability to
remain competitive in this field will depend in part on our ability to advance our own technology. New products and
technologies for power amplifiers, such as Gallium Nitride, or GaN, may compete with our current Wavestream SSPA
offerings and may reduce the market prices and success of Wavestream’s products. If we are unable to respond to
technological advances on a cost-effective and timely basis, or if our new products or applications are not accepted by
the market, our business, financial condition and operating results could be adversely affected.

A decrease in the selling prices of our products and services could materially harm our business.

The average selling prices of wireless communications products historically decline over product life cycles. In
particular, we expect the average selling prices of our products to decline as a result of competitive pricing pressures
and customers who negotiate discounts based on large unit volumes.  A decrease in the selling prices of our products
and services could have a material adverse effect on our business.

If we are unable to competitively operate within the Ka-Band satellite environment, our business could be adversely
affected.

In the U.S. market, some of our competitors have launched Ka-band satellites. These actions may affect our
competitiveness due to the relative lower cost of Ka-band space segment per user as well as the increased integration
of the VSAT technology in the satellite solution. Due to the current nature of the Ka-band solution where the initial
investment in ground segment gateway equipment is relatively high, ground segment equipment effectively becomes
tightly coupled to the specific satellite technology.  As such, there may be circumstances where it is difficult for
competitors to compete with the incumbent VSAT vendor using the particular Ka-band satellite. If this occurs, the
market dynamics may change to favor a VSAT vendor partnering with the satellite service provider, which may
decrease the number of vendors who may be able to succeed. If we are unable to forge such a partnership our business
could be adversely affected.
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Although we have entered the Ka-band market with responsive Ka-band VSAT technology, we expect that our
penetration into that market will be gradual and our success is not assured.  In addition, our competitors, who are
producing large numbers of Ka-band VSATs, may benefit from cost advantages.  If we are unable to reduce our
Ka-band VSAT costs sufficiently, we may not be competitive in the international market. We also expect that
competition in this industry will continue to increase. 

If we lose existing contracts or orders for our products are not renewed, our ability to generate revenues will be
harmed.

A significant part of our business in previous years, including 2012, was generated from recurring customers. As a
result, the termination or non-renewal of our contracts could have a material adverse effect on our business, financial
condition and operating results.  Some of our existing contracts could be terminated due to any of the following
reasons, among others:

•dissatisfaction of our customers with our products and/or the services we provide or our inability to provide or install
additional products or requested new applications on a timely basis;

• customers' default on payments due;

• our failure to comply with financial covenants in our contracts;

• the cancellation of the underlying project by the sponsoring government body; or

• the loss of existing contracts or a decrease in the number of renewals of orders or a decrease in the number of new
large orders.

If we are not able to gain new customers and retain our present customer base, our revenues will decline significantly.
In addition, if Spacenet experiences a higher than anticipated subscriber churn rate, or if our service businesses in Peru
and Colombia does not win new government related contracts, this could materially adversely affect our financial
position.

Our business focused on defense and related defense markets is dependent on defense spending and may be adversely
affected if the pace of spending by government and security organizations internationally including the U.S.
Departments of Defense and Homeland Security is slower than anticipated.

The market for our VSAT, Satellite-On-The-Move antennas and SSPAs for defense, public safety and law
enforcement, carried out mainly through contractors and system integrators in the defense sector, is highly dependent
on the spending cycle and spending scope of local, state and municipal governments and security organizations in
international markets, including the DoD, and U.S. Department of Homeland Security. The funding of programs for
which our products are being marketed through contractors and systems integrators is subject to government
budgeting decisions affected by numerous factors that are beyond our control, including geo-political events,
macro-economic conditions and other factors dictating cuts in budgets. These customers are heavily dependent on the
DoD budget, and when the DoD budget is, or may potentially be, reduced and programs are cancelled or may be
potentially reduced in scope, our customers may reduce or hold their new purchase orders as we partially experienced
in 2011 and 2012. We cannot be sure that the spending cycles will materialize as we expect or that we will be
positioned to benefit from the potential opportunities, especially in light of the current economic, political and market
conditions.  Reduced government spending in the U.S. and other countries may negatively affect demand for our
defense-related products, which could materially adversely affect our business and operating results.
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If we fail to penetrate new markets and expand our business in markets other than the defense market in the U.S., our
business in the U.S. will remain dependent on the defense market, a reduction of which could have a material adverse
effect on our overall business.

A substantial portion of our product revenues from North America are dependent on business from the defense
market, being derived directly or indirectly through contractors and system integrators from sales to government
agencies, mainly the DoD, pursuant to contracts awarded under defense-related programs. Government spending
under such contracts may cease or may be reduced, which would cause a negative effect on our revenues, results of
operations, cash flow and financial condition. We experienced a reduction in revenues from such customers in 2012
and 2011, which has continued into 2013 and there is no assurance that there will not be a further reduction in the
future. Although we have begun to move into the avionics and international markets, we may not be successful in our
plans to penetrate these markets, which are relatively new and untried for our SSPA product line and will require
additional expenditures for research and development and sales and marketing.  We may also not be able to develop
new technologies for those markets on a timely basis. Barriers to entry into those markets or delays in our
development programs could have a material adverse effect on our business and operating results.

Our failure to obtain or maintain authorizations under the U.S. export control and trade sanctions laws and regulations
could have a material adverse effect on our business.

The export of some of our satellite communication products, related technical information and services is subject to
U.S. State Department, Commerce Department and Treasury Department regulations, including International Traffic
in Arms Regulations, or ITAR. If we do not maintain our existing authorizations or obtain necessary future
authorizations under the export control laws and regulations of the U.S., including by entering into technical
assistance agreements to disclose technical data or provide services to foreign persons, we may be unable to export
technical information or equipment to non-U.S. persons and companies, including to our own non-U.S. employees, as
may be required to fulfill contracts we may enter into.  In addition, to participate in classified U.S. government
programs, we would have to obtain security clearances from the DoD, for one or more of our subsidiaries that would
want to participate.  Such clearance may require that we enter into a proxy agreement with the U.S. government,
which would limit our ability to control the operations of the subsidiary and which may impose on us substantial
administrative burdens in order to comply.  Further, if we materially violate the terms of any proxy agreement, the
subsidiary holding the security clearances may be suspended or debarred from performing any government contracts,
whether classified or unclassified.  If we fail to maintain or obtain the necessary authorizations under the U.S. export
control laws and regulations, we may not be able to realize our market focus and our business could be materially
adversely affected. 

If we are unable to comply with Israel’s enhanced export control regulations our ability to export our products from
Israel could be negatively impacted.

Our export of military products and related technical information is also subject to enhanced Israeli Ministry of
Defense regulations regarding defense export controls and the export of “dual use” items (items that are typically sold in
the commercial market but that may also be used in the defense market). If we do not maintain our existing
authorizations or obtain necessary future authorizations under the export control laws and regulations of Israel,
including export licenses for the sale of our equipment, we may be unable to export technical information or
equipment outside of Israel, we may not be able to realize our market focus and our business could be materially
adversely affected. 

If demand for our Satcom-On-The-Move products declines or if we are unable to develop products to meet demand,
our business could be adversely affected.
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Our low-profile in-motion antenna systems and a portion of our SSPA product lines are intended for mobile
Satcom-On-The-Move applications.  If the demand for such products declines, or if we are unable to develop products
that are competitive in technology and pricing, we may not be able to realize our market focus and our
Satcom-On-The-Move business could be materially adversely affected.
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We are dependent on contracts with governments around the world for a significant portion of our revenue. These
contracts may expose us to additional business risks and compliance obligations.

We have focused on expanding our business to include contracts with or for various governments and governmental
agencies around the world, including U.S. federal, state, and local government agencies through contractors or
systems integrators. Our business generated from government contracts may be materially adversely affected if:

• our reputation or relationship with government agencies is impaired;

•we are suspended or otherwise prohibited from contracting with a domestic or foreign government or any
significant law enforcement agency;

• levels of government expenditures and authorizations for law enforcement and security related programs decrease
or shift to programs in areas where we do not provide products and services;

•we are prevented from entering into new government contracts or extending existing government contracts based on
violations or suspected violations of laws or regulations, including those related to procurement;

•we are not granted security clearances that are required to sell our products to domestic or foreign governments or
such security clearances are deactivated;

• there is a change in government procurement procedures or conditions of remuneration; or

• there is a change in the political climate that adversely affects our existing or prospective relationships.

We depend on our main facility in Israel and are susceptible to any event that could adversely affect its condition as
well as the condition of our facilities elsewhere.

A material portion of our laboratory capacity, our principal offices and principal research and development facilities
are concentrated in a single location in Israel.  We also have significant facilities for research and development and
manufacturing of components for our low profile antennas at a single location in Bulgaria as well as a research and
development center in Moldova. Wavestream’s principal offices, research and development and engineering and
manufacturing facilities are located at a single location in California and its additional research and development and
engineering facility is located in Singapore. Fire, natural disaster or any other cause of material disruption in our
operation in any of these locations could have a material adverse effect on our business, financial condition and
operating results.

We are dependent upon a limited number of suppliers for key components that are incorporated in our products,
including those used to build our hubs and VSATs, and may be significantly harmed if we are unable to obtain such
components on favorable terms or on a timely basis.  We are also dependent upon a limited number of suppliers of
space segment, or transponder capacity, and may be significantly harmed if we are unable to obtain the space segment
for the provision of services on favorable terms or on a timely basis.

Several of the components required to build our VSATs and hubs are manufactured by a limited number of suppliers.
We have not experienced any difficulties with our suppliers with respect to availability of components. However, we
cannot assure you of the continuous availability of key components or our ability to forecast our component
requirements sufficiently in advance. Our research and development and operations groups are continuously working
with our suppliers and subcontractors to obtain components for our products on favorable terms in order to reduce the
overall price of our products. If we are unable to obtain the necessary volume of components at sufficiently favorable
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terms or prices, we may be unable to produce our products at competitive prices. As a result, sales of our products
may be lower than expected, which could have a material adverse effect on our business, financial condition and
operating results. In addition, our suppliers are not always able to meet our requested lead times. If we are unable to
satisfy customers' needs on time, we could lose their business.
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In 2007, we entered into an outsourcing manufacturing agreement with a single source manufacturer for almost all of
our VSAT indoor units. This agreement exposes us to certain risks related to our dependence on a single manufacturer
which could include failure in meeting time tables and quantities, or material price increases which may affect our
ability to provide competitive prices. We estimate that the replacement of the outsourcing manufacturer would, if
necessary, take a period of between six to nine months.

There are only a limited number of suppliers of satellite transponder capacity and a limited amount of space segment
available. We are dependent on these suppliers for our provision of services in Peru, Colombia and the U.S. While we
do secure long term agreements with our satellite transponder providers, we cannot assure the continuous availability
of space segment, the pricing upon renewals of space segment and the continuous availability and coverage in the
regions where we supply services. If we are unable to secure contracts with satellite transponder providers with
reliable service at competitive prices, our services business could be adversely affected.

Breaches of network or information technology security, natural disasters or terrorist attacks could have an adverse
effect on our business.

Cyber attacks or other breaches of network or information technology (IT) security, natural disasters, terrorist acts or
acts of war may cause equipment failures or disrupt our systems and operations.  In particular, both unsuccessful and
successful cyber attacks on companies have increased in frequency, scope and potential harm in recent years.  Any
such event result in our inability to operate our facilities, which, even if the event is for a limited period of time, may
result in significant expenses and/or loss of market share to other competitors in the market for telemanagement
products and invoice management solutions. While we maintain insurance coverage for some of these events, the
potential liabilities associated with these events could exceed the insurance coverage we maintain.  A failure to protect
the privacy of customer and employee confidential data against breaches of network or IT security could result in
damage to our reputation. Any of these occurrences could result in a material adverse effect on our results of
operations and financial condition.

We have been subject, and will likely continue to be subject, to attempts to breach the security of our networks and IT
infrastructure through cyber attack, malware, computer viruses and other means of unauthorized access. However, to
date, we have not been subject to cyber attacks or other cyber incidents which, individually or in the aggregate,
resulted in a material impact to our operations or financial condition.

We would be adversely affected if we are unable to retain key employees.

Our success depends in part on key management, sales, marketing and development personnel and our continuing
ability to attract and retain highly qualified personnel. There is competition for the services of such personnel. The
loss of the services of key personnel, and the failure to attract highly qualified personnel in the future, may have a
negative impact on our business. Moreover, our competitors may hire and gain access to the expertise of our former
employees.

Trends and factors affecting the telecommunications industry are beyond our control and may result in reduced
demand and pricing pressure on our products.

We operate in the telecommunication industry and are influenced by trends of that industry, which are beyond our
control and may affect our operations. These trends include:

•adverse changes in the public and private equity and debt markets and our ability, as well as the ability of our
customers and suppliers, to obtain financing or to fund working capital and capital expenditures;
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• adverse changes in the market conditions in our industry and the specific markets for our products;

• access to, and the actual size and timing of, capital expenditures by our customers;

• inventory practices, including the timing of product and service deployment, of our customers;

• the amount of network capacity and the network capacity utilization rates of our customers, and the amount of
sharing and/or acquisition of new and/or existing network capacity by our customers;

• the overall trend toward industry consolidation and rationalization among our customers, competitors, and suppliers;

•price reductions by our direct competitors and by competing technologies including, for example, the introduction
of Ka-band satellite systems by our direct competitors which could significantly drive down market prices or limit
the availability of satellite capacity for use with our VSAT systems;

•conditions in the broader market for communications products, including data networking products and
computerized information access equipment and services;

• governmental regulation or intervention affecting communications or data networking;

• monetary stability in the countries where we operate; and

• the effects of war and acts of terrorism, such as disruptions in general global economic activity, changes in logistics
and security arrangements, and reduced customer demand for our products and services.

These trends and factors may reduce the demand for our products and services or require us to increase our research
and development expenses and may harm our financial results.

Unfavorable global economic conditions could have a material adverse effect on our business, operating results and
financial condition

The financial and economic downturn in the U.S. and European countries may cause revenues of our customers to
decrease.  This may result in reductions in sales of our products and services in some markets, longer sales cycles,
slower adoption of new technologies and increased price competition. In addition, weakness in the end-user market
could negatively affect the cash flow of our customers who could, in turn, delay paying their obligations to us or ask
us for vendor financing. This could increase our credit risk exposure and cause delays in our recognition of revenues
on future sales to these customers. Specific economic trends, such as declines in the demand for telecommunications
products and services, the tightening of credit markets, or weakness in corporate spending, could have a direct impact
on our business. Any of these events would likely harm our business, operating results and financial condition. If
global economic and market conditions do not improve, or weaken further, it may have a material adverse effect on
our business, operating results and financial condition.

Our international sales expose us to changes in foreign regulations and tariffs, tax exposures, political instability and
other risks inherent to international business, any of which could adversely affect our operations.

We sell and distribute our products and provide our services internationally, particularly in the U.S., Latin America,
Asia, Asia Pacific, Africa and Europe. A component of our strategy is to continue to expand into new international
markets, including China. Our operations can be limited or disrupted by various factors known to affect international
trade. These factors include the following:
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•government regulations that may prevent us from choosing our business partners or restrict our activities. For
example, a particular country may decide that high-speed data networks used to provide access to the Internet
should be made available generally to Internet service providers and may require us to provide our wholesale
service to any Internet service provider that request it, including entities that compete with us. If we become subject
to any additional obligations such as these, we would be forced to comply with potentially costly requirements and
limitations on our business activities, which could result in a substantial reduction in our revenue;

• the U.S. Foreign Corrupt Practices Act, or the FCPA, and similar anti-corruption laws in other jurisdictions, which
include anti-bribery provisions. We have adopted internal policies mandating compliance with these laws.
Nevertheless, we may not always be protected in cases of violation of the FCPA or other anti-corruption laws by
our employees or third-parties acting on our behalf. A violation of anti-corruption laws by our employees or
third-parties during the performance of their obligations for us may have a material adverse effect on our reputation
operating results and financial condition;

• tax exposures in various jurisdictions relating to our activities throughout the world;

•political and/or economic instability in countries in which we do or desire to do business. Such unexpected changes
have had an adverse effect on the gross margin of some of our projects. We also face similar risks from potential or
current political and economic instability as well as volatility of foreign currencies in countries such as Colombia,
Brazil, Venezuela and certain countries in East Asia;

•difficulties in staffing and managing foreign operations that might mandate employing staff in various countries to
manage foreign operations. This requirement could have an adverse effect on the profitability of certain projects;

• longer payment cycles and difficulties in collecting accounts receivable;

• foreign exchange risks due to fluctuations in local currencies relative to the dollar; and

•relevant zoning ordinances that may restrict the installation of satellite antennas and might also reduce market
demand for our service. Additionally, authorities may increase regulation regarding the potential radiation hazard
posed by transmitting earth station satellite antennas' emissions of radio frequency energy that may negatively
impact our business plan and revenues.

Any decline in commercial business in any country may have an adverse effect on our business as these trends often
lead to a decline in technology purchases or upgrades by private companies. We expect that in difficult economic
periods, countries in which we do business will find it more difficult to raise financing from investors for the further
development of the telecommunications industry and private companies will find it more difficult to finance the
purchase or upgrade of our technology. Any such changes could adversely affect our business in these and other
countries.

We may face difficulties in obtaining regulatory approvals for our telecommunication services and products, which
could adversely affect our operations.

Our telecommunication services require licenses and approvals by the Federal Communications Commission, or FCC,
in the U.S. and by regulatory bodies in other countries. In the U.S., the operation of satellite earth station facilities and
VSAT systems such as ours are prohibited except under licenses issued by the FCC. Our airborne products require
licenses and approvals by the Federal Aviation Agency, or FAA. We must also obtain approval of the regulatory
authority in each country in which we propose to provide network services or operate VSATs. The approval process in
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In addition, any licenses and approvals that are granted may be subject to conditions that may restrict our activities or
otherwise adversely affect our operations. Also, after obtaining the required licenses and approvals, the regulating
agencies may, at any time, impose additional requirements on our operations. We cannot assure you that we will be
able to comply with any new requirements or conditions imposed by such regulating agencies on a timely or
economically efficient basis.

Our products are also subject to certain homologation requirements – certification of compliance with local regulatory
standards. Delays in receiving such certification could adversely affect our operations.

Our operating results may vary significantly from quarter to quarter and these quarterly variations in operating results,
as well as other factors, may contribute to the volatility of the market price of our shares.

Our operating results have and may continue to vary significantly from quarter to quarter. The causes of fluctuations
include, among other things:

• the timing, size and composition of orders from customers;

• the timing of introducing new products and product enhancements by us and the level of their market acceptance;

• the mix of products and services we offer; and

• the changes in the competitive environment in which we operate.

The quarterly variation of our operating results, may, in turn, create volatility in the market price for our shares. Other
factors that may contribute to wide fluctuations in our market price, many of which are beyond our control, include,
but are not limited to:

• economic instability;

• announcements of technological innovations;

• customer orders or new products or contracts;

• competitors' positions in the market;

• changes in financial estimates by securities analysts;

• conditions and trends in the VSAT and other technology industries relevant to our businesses;

• our earnings releases and the earnings releases of our competitors; and

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

In addition to the volatility of the market price of our shares, the stock market in general and the market for
technology companies in particular have been highly volatile and at times thinly traded. Investors may not be able to
resell their shares during and following periods of volatility.
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We may be unable to adequately protect our proprietary rights, which may limit our ability to compete effectively.

Our business is based mainly on our proprietary technology and related products and services. We establish and
protect proprietary rights and technology used in our products by the use of patents, trade secrets, copyrights and
trademarks. We also utilize non-disclosure and intellectual property assignment agreements. Because of the rapid
technological changes and innovation that characterize the network communications industry, our success will depend
in large part on our ability to protect and defend our intellectual property rights. Our actions to protect our proprietary
rights in our VSAT technology and other products may be insufficient to prevent others from developing products
similar to our products. In addition, the laws of many foreign countries do not protect our intellectual property rights
to the same extent as the laws of the U.S. If we are unable to protect our intellectual property, our ability to operate
our business and generate expected revenues may be harmed.

We may be subject to claims by third parties alleging that we infringe intellectual property owned by them. We may
be required to commence litigation to protect our intellectual property rights. Any intellectual property litigation may
continue for an extended period and may materially adversely affect our business, financial condition and operating
results.

There are numerous patents, both pending and issued, in the network communications industry. We may unknowingly
infringe on a patent. We may from time to time be notified of claims that we are infringing on patents, copyrights or
other intellectual property rights owned by third parties. While we do not believe that we have infringed in the past or
are infringing at present on any intellectual property rights of third parties, we cannot assure you that we will not be
subject to such claims or that damages for any such claim will not be awarded against us by court. In November 2012,
a claim was filed against our U.S. subsidiary for alleged patent infringement. Although we believe that the claim is
without merits, there is no assurance as to the ultimate resolution of this matter. See Item 8 – “Financial Information –
Legal proceedings”.

In addition, we may be required to commence litigation to protect our intellectual property rights and trade secrets, to
determine the validity and scope of the proprietary rights of others or to defend against third-party claims of invalidity
or infringement. An adverse result in the pending litigation or any litigation could force us to pay substantial damages,
stop designing, manufacturing, using or selling related products, spend significant resources to develop alternative
technologies, discontinue using certain processes or obtain licenses. In addition, we may not be able to develop
alternative technology, and we may not be able to find appropriate licenses on reasonably satisfactory terms. Any such
litigation, including the pending litigation in which we are currently involved, could result in substantial costs and
diversion of resources and could have a material adverse effect on our business, financial condition and operating
results.

Potential product liability claims relating to our products could have a material adverse effect on our business.

We may be subject to product liability claims relating to the products we sell. Potential product liability claims could
include, among other things, those for exposure to electromagnetic radiation from the antennas we provide. We
endeavor to include in our agreements with our business customers provisions designed to limit our exposure to
potential claims. We also maintain a product liability insurance policy. However, our contractual limitation of liability
may be rejected or limited in certain jurisdiction and our insurance may not cover all relevant claims or may not
provide sufficient coverage. To date, we have not experienced any material product liability claim. Our business,
financial condition and operating results could be materially adversely affected if costs resulting from future claims
are not covered by our insurance or exceed our coverage.

Our insurance coverage may not be sufficient for every aspect or risk related to our business.
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Our business includes risks, only some of which are covered by our insurance. For example, in many of our satellite
capacity agreements, we do not have a backup for satellite capacity, and we do not have indemnification or insurance
in the event that our supplier's satellite malfunctions or data is lost. In addition, we are not covered by our insurance
for acts of fraud or theft. Our business, financial condition and operating results could be materially adversely affected
if we incur significant costs resulting from these exposures.
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Risks Related to Ownership of Our Ordinary Shares

Our share price has been highly volatile and may continue to be volatile and decline.

The trading price of our shares has fluctuated widely in the past and may continue to do so in the future as a result of a
number of factors, many of which are outside our control. In addition, the stock market has experienced extreme price
and volume fluctuations that have affected the market prices of many technology companies, particularly
telecommunication and Internet-related companies, and that have often been unrelated or disproportionate to the
operating performance of these companies. These broad market fluctuations could adversely affect the market price of
our shares. In the past, following periods of volatility in the market price of a particular company's securities,
securities class action litigation has often been brought against that company. Securities class action litigation against
us could result in substantial costs and a diversion of our management's attention and resources.

We may in the future be classified as a passive foreign investment company, or PFIC, which will subject our U.S.
investors to adverse tax rules.

Holders of our ordinary shares who are U.S. residents may face income tax risks. There is a risk that we will be treated
as a “passive foreign investment company” or PFIC.  Our treatment as a PFIC could result in a reduction in the after-tax
return to the holders of our ordinary shares and would likely cause a reduction in the value of such shares. A foreign
corporation will be treated as a PFIC for U.S. federal income tax purposes if either (1) at least 75% of its gross income
for any taxable year consists of certain types of “passive income,” or (2) at least 50% of the average value of the
corporation’s gross assets produce, or are held for the production of, such types of “passive income.” For purposes of
these tests, “passive income” includes dividends, interest, gains from the sale or exchange of investment property and
rents and royalties other than rents and royalties that are received from unrelated parties in connection with the active
conduct of trade or business. For purposes of these tests, income derived from the performance of services does not
constitute “passive income”. Those holders of shares in a PFIC who are citizens or residents of the U.S. or domestic
entities would alternatively be subject to a special adverse U.S. federal income tax regime with respect to the income
derived by the PFIC, the distributions they receive from the PFIC and the gain, if any, they derive from the sale or
other disposition of their shares in the PFIC. In particular, any dividends paid by us, if any, would not be treated as
“qualified dividend income” eligible for preferential tax rates in the hands of non-corporate U.S. shareholders.  U.S.
residents should carefully read Item 10E. “Additional Information – Taxation”, of this annual report on Form 20-F for a
more complete discussion of the U.S. federal income tax risks related to owning and disposing of our ordinary shares.

The concentration of our ordinary share ownership may limit our shareholders’ ability to influence corporate matters.

As of April 7, 2013, York Capital Management, or York, and entities affiliated with York beneficially own
approximately 19.4% of our outstanding ordinary shares, FIMI Opportunity IV, L.P., FIMI Israel Opportunity IV,
Limited Partnership, FIMI Opportunity V, L.P. and FIMI Israel Opportunity Five, Limited Partnership, or the FIMI
Funds, and entities affiliated with the FIMI Funds beneficially own approximately 18.3% of our outstanding ordinary
shares and Itshak Sharon (Tshuva), Delek Group Ltd. and The Phoenix Holding Ltd. beneficially own approximately
6.4% of our outstanding ordinary shares. As a result, these shareholders may have a substantial influence over all
matters that require approval by our shareholders, including the election of directors and approval of significant
corporate transactions. This concentration of ownership might also have the effect of delaying or preventing a change
of control of our company that other shareholders may view as beneficial.

Future sales of our ordinary shares and the future exercise of options may cause the market price of our ordinary
shares to decline and may result in a substantial dilution.
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We cannot predict what effect, if any, future sales of our ordinary shares by York, the FIMI Funds and our other
significant shareholders, or the availability for future sale of our ordinary shares, including shares issuable upon the
exercise of our options, will have on the market price of our ordinary shares. Pursuant to a registration rights
agreement with York, we filed a registration statement with the Securities and Exchange Commission allowing for the
disposition of 8,121,651 shares by York from time to time. In addition, in May 2011 we filed a shelf registration
statement with the Securities and Exchange Commission allowing for our issuance and sale of up to $50 million in
ordinary shares, warrants to purchase ordinary shares or debt securities, or debt securities consisting of debentures,
notes or other evidences of indebtedness. Sales of substantial amounts of our ordinary shares in the public market by
our company or our significant shareholders, or the perception that such sales could occur, could adversely affect the
market price of our ordinary shares and may make it more difficult for you to sell your ordinary shares at a time and
price you deem appropriate.
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We have never paid cash dividends and have no intention to pay dividends in the foreseeable future.

We have never paid cash dividends on our shares and do not anticipate paying any cash dividends in the foreseeable
future. We intend to continue retaining earnings for use in our business, in particular to fund our research and
development, which are important to capitalize on technological changes and develop new products and applications.
In addition, the terms of some of our financing arrangements restrict us from paying dividends to our
shareholders.  Any future dividend distributions are subject to the discretion of our board of directors and will depend
on various factors, including our operating results, future earnings, capital requirements, financial condition, tax
implications of dividend distributions on our income, future prospects and any other factors deemed relevant by our
board of directors.  The distribution of dividends is also limited by Israeli law, which permits the distribution of
dividends only out of retained earnings or otherwise upon the permission of the court.  You should not rely on an
investment in our company if you require dividend income from your investment.

Our ordinary shares are traded on more than one market and this may result in price variations.

Our ordinary shares are traded on the NASDAQ Global Select Market and on the TASE. Trading in our ordinary
shares on these markets is made in different currencies (U.S. dollars on the NASDAQ Global Select Market, and NIS
on the TASE), and at different times (resulting from different time zones, different trading days and different public
holidays in the U.S. and Israel). Consequently, the trading prices of our ordinary shares on these two markets often
differ. Any decrease in the trading price of our ordinary shares on one of these markets could cause a decrease in the
trading price of our ordinary shares on the other market.

Risks Related To Regulatory Matters

The transfer and use of some of our technology and its production is limited because of the research and development
grants we received from the Israeli government to develop such technology.

Our research and development efforts associated with the development of certain of our legacy products have been
partially financed through grants from the Office of the Chief Scientist of the Israeli Ministry of Industry, Trade and
Labor, or the OCS. We may be subject to certain restrictions under the terms of the OCS grants. Specifically, any
product incorporating technology developed with the funding provided by these grants may not be manufactured, nor
may the technology which is embodied in our products be transferred outside of Israel without appropriate
governmental approvals. Such approvals, if granted, would involve increased payments to the OCS. These restrictions
do not apply to the sale or export from Israel of our products developed with this technology.

Your rights and responsibilities as a shareholder are governed by Israeli law and differ in some respects from those
under Delaware law.

Because we are an Israeli company, the rights and responsibilities of our shareholders are governed by our articles of
association and by Israeli law. These rights and responsibilities differ in some respects from the rights and
responsibilities of shareholders in a Delaware corporation. In particular, a shareholder of an Israeli company has a
duty to act in good faith towards the company and other shareholders and to refrain from abusing his, her or its power
in the company, including, among other things, in voting at the general meeting of shareholders on certain matters.
Israeli law provides that these duties are applicable to shareholder votes on, among other things, amendments to a
company’s articles of association, increases in a company’s authorized share capital, mergers and interested party
transactions requiring shareholder approval. In addition, a shareholder who knows that it possesses the power to
determine the outcome of a shareholders’ vote or to appoint or prevent the appointment of a director or executive
officer in the company has a duty of fairness towards the company. However, Israeli law does not define the substance
of this duty of fairness. Because Israeli corporate law has undergone extensive revisions in recent years, there is little
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As a foreign private issuer whose shares are listed on the NASDAQ Global Select Market, we may follow certain
home country corporate governance practices instead of certain NASDAQ requirements, which may not afford
shareholders with the same protections that shareholders of domestic companies have. We follow Israeli law and
practice instead of NASDAQ rules regarding the director nominations process, the compensation of executive officers
and the requirement to obtain shareholder approval for the establishment or amendment of certain equity-based
compensation plans and arrangements.

As a foreign private issuer whose shares are listed on the NASDAQ Global Select Market, we are permitted to follow
certain home country corporate governance practices instead of certain requirements of The NASDAQ Marketplace
Rules.  We follow Israeli law and practice instead of The NASDAQ Marketplace Rules with respect to the director
nominations process, the compensation of executive officers and the requirement to obtain shareholder approval for
the establishment or material amendment of certain equity-based compensation plans and arrangements.  As a foreign
private issuer listed on the NASDAQ Global Select Market, we may also follow home country practice with regard to,
among other things, the requirement to obtain shareholder approval for certain dilutive events (such as for an issuance
that will result in a change of control of the company, certain transactions other than a public offering involving
issuances of a 20% or more interest in the company and certain acquisitions of the stock or assets of another
company). A foreign private issuer that elects to follow a home country practice instead of NASDAQ requirements
must submit to NASDAQ in advance a written statement from an independent counsel in such issuer’s home country
certifying that the issuer’s practices are not prohibited by the home country’s laws. In addition, a foreign private issuer
must disclose in its annual reports filed with the Securities and Exchange Commission each such requirement that it
does not follow and describe the home country practice followed by the issuer instead of any such requirement.
Accordingly, our shareholders may not be afforded the same protection as provided under NASDAQ’s corporate
governance rules.

We may fail to maintain effective internal controls in accordance with Section 404 of the Sarbanes-Oxley Act of 2002,
which could have an adverse effect on our financial results and the market price of our ordinary shares.

The Sarbanes-Oxley Act of 2002 imposes certain duties on us and on our executives and directors. Our efforts to
comply with the requirements of Section 404, which started in connection with our 2006 Annual Report on Form
20-F, have resulted in an increased general and administrative expense and a diversion of management time and
attention, and we expect these efforts to require the continued commitment of resources.  Section 404 of the
Sarbanes-Oxley Act requires us to provide management’s annual review and evaluation of our internal control over
financial reporting. Kost Forer Gabbay & Kasierer, a member of Ernst & Young Global, the independent registered
public accounting firm that audited and reported on our financial statements as of and for the year ended December
31, 2012 included in this Form 20-F, as stated in their report which is included herein, issued an attestation report on
the effectiveness of our internal control over financial reporting as of December 31, 2012.  The rules governing the
standards that must be met for management to assess our internal control over financial reporting are complex and
require significant documentation, testing and possible remediation to meet the detailed standards under the
rules.  During the course of its testing, our management may identify material weaknesses or significant deficiencies,
which may not be remedied prior to the deadline imposed by the Sarbanes-Oxley Act.  If we fail to maintain the
adequacy of our internal controls, we may not be able to ensure that we can conclude on an ongoing basis that we
have effective internal controls over financial reporting.  Failure to maintain effective internal controls over financial
reporting could result in investigation or sanctions by regulatory authorities, and could have a material adverse effect
on our operating results, investor confidence in our reported financial information, and the market price of our
ordinary shares.
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Risks Related to Our Location in Israel

Political and economic conditions in Israel may limit our ability to produce and sell our products. This could have a
material adverse effect on our operations and business condition, harm our results of operations and adversely affect
our share price.

We are incorporated under the laws of the State of Israel, where we also maintain our headquarters and most of our
research and development and manufacturing facilities. As a result, political, economic and military conditions
affecting Israel directly influence us.  Any major hostilities involving Israel, a full or partial mobilization of the
reserve forces of the Israeli army, the interruption or curtailment of trade between Israel and its present trading
partners, or a significant downturn in the economic or financial condition of Israel could adversely affect our business,
financial condition and results of operations.

Since its establishment in 1948, Israel has been involved in a number of armed conflicts with its Arab neighbors and a
state of hostility, varying from time to time in intensity and degree, has continued into 2013. In recent years, there was
an escalation in violence among Israel, Hamas, the Palestinian Authority and other groups. Also, since 2011, riots and
uprisings in several countries in the Middle East and neighboring regions have led to severe political instability in
several neighboring states and to a decline in the regional security situation. Such instability may affect the local and
global economy, could negatively affect business conditions and, therefore, could adversely affect our operations. In
addition, Iran has threatened to attack Israel and is widely believed to be developing nuclear weapons. Iran is also
believed to have a strong influence among extremist groups in areas that neighbor Israel, such as Hamas in Gaza and
Hezbollah in Lebanon. To date, these matters have not had any material effect on our business and results of
operations; however, the regional security situation and worldwide perceptions of it are outside our control and there
can be no assurance that these matters will not negatively affect us in the future.

Furthermore, there are a number of countries, primarily in the Middle East, as well as Malaysia and Indonesia, that
restrict business with Israel or Israeli companies, and we are precluded from marketing our products to these countries
directly from Israel. Restrictive laws or policies directed towards Israel or Israeli businesses may have an adverse
impact on our operations, our financial results or the expansion of our business.

Our results of operations may be negatively affected by the obligation of our personnel to perform military service.

Many of our employees in Israel are obligated to perform annual reserve duty in the Israeli Defense Forces and may
be called for active duty under emergency circumstances at any time.  If a military conflict or war arises, these
individuals could be required to serve in the military for extended periods of time.  Our operations could be disrupted
by the absence for a significant period of one or more of our key employees or a significant number of other
employees due to military service.  Any disruption in our operations could adversely affect our business.

Inflation, devaluation, and fluctuation of various currencies may adversely affect our results of operations, liabilities,
and assets.

Since we operate in several countries, we are impacted by inflation, devaluation and fluctuation of various currencies.
We enter into transactions with customers and suppliers in local currencies, whereas the reporting currency of our
consolidated financial statements and the functional currency of our business is the U.S. dollar. Fluctuations in foreign
currency exchange rates in countries where we operate can adversely affect the reflection of these activities in our
consolidated financial statements. In addition, fluctuations in the value of our non-dollar revenues, costs, and expenses
measured in dollars could materially affect our results of operations, and our balance sheet reflects non-dollar
denominated assets and liabilities, which can be adversely affected by fluctuations in the currency exchange rates.
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Consequently, we are exposed to risks related to changes in currency exchange rates and fluctuations of exchange
rates, any of which could result in a material adverse effect on our business, financial condition and results of
operations.
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Because most of our revenues are generated in U.S. dollars or are linked to the U.S. dollar while a portion of our
expenses are incurred in NIS and various other currencies, our results of operations would be adversely affected if
inflation in Israel and other relevant countries is not offset on a timely basis by a devaluation of the local currency
against the dollar.

Most of our revenues are in dollars or are linked to the U.S. dollar, while a portion of our expenses, principally
salaries and related personnel expenses, are in NIS and various other currencies, including currencies in Australia,
Peru, Colombia and Mexico. Therefore, our non-dollar costs, as expressed in U.S. dollars, are influenced by the
exchange rate between the U.S. dollar and the respective currency.  We are also exposed to the risk that the rate of
inflation in the countries in which we operate will exceed the rate of devaluation of the local currency in relation to the
U.S. dollar or that the timing of this devaluation lags behind inflation in such country.  This would have the effect of
increasing the dollar cost of our operations.  We cannot predict any future trends in the rate of inflation in the
countries in which we operate or the rate of devaluation or appreciation of the local currency in such countries against
the U.S. dollar.  If the dollar cost of our operations in such countries increases, our dollar-measured results of
operations will be adversely affected.  See Item 5: “Operating and Financial Review and Prospects - Impact of Inflation
and Currency Fluctuations”.

You may not be able to enforce civil liabilities in the U.S. against our officers and directors.

Most of our executive officers and the Israeli experts named in this annual report reside outside the U.S., and a
significant portion of our assets and the personal assets of most of our directors and executive officers are located
outside the U.S. Therefore, it may be difficult to effect service of process upon any of these persons within the U.S. In
addition, a judgment obtained in the U.S. against us, or against such individuals, including but not limited to
judgments based on the civil liability provisions of the U.S. federal securities laws, may not be collectible within the
U.S.

It may also be difficult to bring an original action in an Israeli court to enforce judgments based upon the U.S. federal
securities laws against us and most of our directors and executive officers. Subject to particular time limitations,
executory judgments of a U.S. court for liquidated damages in civil matters may be enforced by an Israeli court,
provided that:

• the judgment was obtained after due process before a court of competent jurisdiction, that recognizes and enforces
similar judgments of Israeli courts, and according to the rules of private international law currently prevailing in
Israel;

• adequate service of process was effected and the defendant had a reasonable opportunity to be heard;

• the judgment and its enforcement are not contrary to the law, public policy, security or sovereignty of the State of
Israel;

• the judgment was not obtained by fraud and does not conflict with any other valid judgment in the same matter
between the same parties;

• the judgment is no longer appealable; and

•an action between the same parties in the same matter is not pending in any Israeli court at the time the lawsuit is
instituted in the foreign court.
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If a foreign judgment is enforced by an Israeli court, it will be payable in Israeli currency.

Additionally, it may be difficult for an investor or any other person or entity, to assert U.S. securities law claims in
original actions instituted in Israel. Israeli courts may refuse to hear a claim based on a violation of U.S. securities
laws on the ground that Israel is not the most appropriate forum in which to bring such a claim. Even if an Israeli court
agrees to hear a claim, it may determine that Israeli law is applicable to the claim. Certain matters of procedures will
also be governed by Israeli law.

Israeli law may delay, prevent or make difficult a merger with, or an acquisition of us, which could prevent a change
of control and therefore depress the price of our shares.

Provisions of Israeli law may delay, prevent or make undesirable a merger or an acquisition of all or a significant
portion of our shares or assets. Israeli corporate law regulates acquisitions of shares through tender offers and mergers,
requires special approvals for transactions involving significant shareholders and regulates other matters that may be
relevant to these types of transactions. These provisions of Israeli law could have the effect of delaying or preventing a
change in control and may make it more difficult for a third party to acquire us, even if doing so would be beneficial
to our shareholders. These provisions may limit the price that investors may be willing to pay in the future for our
ordinary shares. Furthermore, Israeli tax considerations may make potential transactions undesirable to us or to some
of our shareholders.

Under current Israeli law and the laws of other jurisdictions, we may not be able to enforce covenants not to compete
and therefore may be unable to prevent our competitors from benefiting from the expertise of some of our former
employees.

We currently have non-competition clauses in the employment agreements of substantially all of our employees. The
provisions of such clauses prohibit our employees, if they cease working for us, from directly competing with us or
working for our competitors. Israeli labor courts have required employers, seeking to enforce non-compete
undertakings against former employees, to demonstrate that the competitive activities of the former employee will
cause harm to one of a limited number of material interests of the employer recognized by the courts (for example, the
confidentiality of certain commercial information or a company's intellectual property). In the event that any of our
employees chooses to leave and work for one of our competitors, we may be unable to prevent our competitors from
benefiting from the expertise our former employee obtained from us, if we cannot demonstrate to the court that our
interests as defined by case law would be harmed. Non-competition clauses may be unenforceable or enforceable only
to limited extent in order jurisdictions as well

ITEM 4:INFORMATION ON THE COMPANY

A. History and Development of the Company

We were incorporated in Israel in 1987 and are subject to the laws of the State of Israel. We are a public limited
liability company under the Israeli Companies Law, 5759-1999 and operate under that law and associated legislation.
Our corporate headquarters, executive offices and main research and development and engineering facilities, as well
as facilities for some manufacturing and product assembly are located at Gilat House, 21 Yegia Kapayim Street,
Kiryat Arye, Petah Tikva 49130, Israel. Our address in the U.S. is c/o Gilat Satellite Networks Inc. at 1750 Old
Meadow Road, McLean, VA. Our telephone number is (972) 3-925-2000. Our web-site address is www.gilat.com.
The information on our website is not incorporated by reference into this annual report.
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We are a leading global provider of broadband satellite communication equipment and networking products and
services. We design, produce and market VSATs, SSPAs, BUCs, and low-profile antennas. We have a large installed
customer base and have shipped more than one million VSAT units to customers in approximately 90 countries on six
continents.
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We shipped our first generation VSAT in 1989 and since then we have been among the technological leaders in the
VSAT industry.  Our continuous investment in research and development has resulted in the development of new and
industry-leading products and our intellectual property portfolio includes 51 issued patents (37 U.S. and 14 foreign)
relating to our VSAT and other systems as well as 9 issued patents (7 U.S. and 2 foreign) relating to our
Satcom-On-The-Move antenna solutions and 12 issued patents (3 U.S. and 9 foreign) for our high power solid state
amplifiers. As of December 31, 2012, we had 1,268 full-time employees, including approximately 340 persons
engaged in research, development and engineering activities.

We have 21 sales and support offices worldwide, six network operations centers and five R&D centers.  Our products
are primarily sold to communication service providers and operators that use VSATs for their customers and to
government organizations and system integrators that use our technology. We also provide services directly to
end-users in various market sectors in the U.S. and certain countries in Latin America.

In July and August 2010, respectively, we completed the acquisition of RAS, a leading provider of
Satcom-On-The-Move antenna solutions, and Raysat BG, a Bulgarian research and development center. In November
2010, we completed the acquisition of Wavestream, a provider of SSPAs and BUCs, with field-proven, high
performance solutions designed for mobile and fixed satcom systems worldwide. In April 2011, our subsidiary,
Spacenet, acquired CICAT Networks Inc., a provider of terrestrial access and network services to enterprises with
multi-site locations.

 In 2012, 2011 and 2010, our property and equipment purchases amounted to approximately $4.6 million, $8.9
million, and $7.6 million, respectively.  These amounts do not include the reclassification of inventory to property and
equipment made during 2012, 2011 and 2010 in the amount of approximately $2.1 million, $2 million, and $0.7
million, respectively.

B. Business Overview

We are a leading provider of satellite ground segment and other network communications products and services. We
design and manufacture satellite ground segment and networking communications equipment, which we sell to our
customers either as network components or as complete or turnkey network solutions. The equipment that we develop
includes VSAT systems, defense and homeland security satcom systems, solid state power amplifiers and low-profile
antennas. Our equipment is used by service providers, system integrators, government and defense organizations,
large corporations and enterprises. We also provide connectivity services, including managed network services,
Internet access and telephony, to enterprise, government and residential customers in the U.S., Peru and Colombia
over our own networks which are built using our own equipment. We also provide managed network services in
Australia, over a VSAT network owned by SingTel Optus Pty Limited, or Optus, a large telecommunication company
in Australia.

In 2012, in line with our efforts to refine our business structure and organization for our target markets, we have
started operating as three business divisions – Commercial Division, Defense Division (including Wavestream, which
provides its products primarily to defense and homeland security organizations) and our Services Division (which
includes Spacenet and our service businesses in Peru & Colombia). 

Commercial Division, providing VSAT networks, satellite communication products and associated professional
services to service providers and operators worldwide, including consumer Ka-band initiatives worldwide.
Representative customers of Gilat’s Commercial Division include Brazil Telecom, Optus in Australia, Bharti in India,
ICE in Costa Rica, Nepal Telecom, Telkom in South Africa and Telefonica in Latin America. According to the latest
COMSYS VSAT Report, published in 2011 by a leading satellite industry research firm - Communications Systems
Limited, or COMSYS, (which refers to a market study from 2010),  we are the second-largest manufacturer of VSATs
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to the enterprise market, with a 24.7%  market share of shipped VSATs. We also provide industry specific solutions
for cellular backhaul, business continuity and disaster recovery.
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Defense Division, providing satellite communication products and solutions to defense and homeland security
organizations worldwide as well as Satcom-on-the-move solutions to various industries including avionics.
Wavestream provides high-power SSPAs mainly to system integrators that serve various defense and homeland
security agencies and to the avionics industry. Wavestream is an independent designer and manufacturer of SSPAs
and BUCs for mission-critical satellite communications worldwide. Representative customers of Wavestream include
General Dynamics, TCS, L-3, Globecomm, Honeywell, Cobham and Harris. Wavestream’s patented leading-edge
spatial power combining technology enables higher output power from smaller packages with greater efficiency,
reliability and lower cost than other existing technologies in high frequency bands like Ka. Wavestream provides
product solutions for multiple applications targeting defense, commercial and broadcast satellite communications
systems.

Services Division, including Spacenet, providing managed network services in North America, and our service
businesses in Peru & Colombia, or Gilat Peru & Colombia, offering rural telephony and Internet access solutions
through our subsidiaries there. These services are primarily telephony, Internet access and data services for rural areas
under projects that are subsidized by governmental entities. In Peru we also provide Internet and data services to
public institutions and to the private sector, generally awarded by means of public bids. Spacenet provides managed
network communications services utilizing satellite wireline and wireless networks and associated
technology.  Spacenet serves enterprise, government, industrial small office/home office, or SOHO, and residential
customers primarily in the U.S., but also in locations throughout North America. Spacenet provides three primary
lines of service:  custom commercial grade networks for large enterprise and government customers; Connexstar
networks, which are standardized commercial grade services; and StarBand services, which are typically geared
towards SOHO and residential users.  According to the 2011 COMSYS report, Spacenet has a 26.7% market share of
North America VSAT enterprise sites.

Representative customers of Spacenet include Dollar General, Regis Corporation, Goodyear, Verizon/USPS,
Scientific Games, Intralot, GTECH, Boston Market, Target, Centerpoint Energy, PG&E, Detroit Edison, Devon
Energy, Cumberland Farms, Sunoco and Valero.

In the year ended December 31, 2012, we derived approximately 46% of our revenues from our Commercial Division,
approximately 16% from our Defense Division and approximately 38% of our revenues from our Services Division.

We have diversified revenue streams that result from both sales of equipment and services. In the year ended
December 31, 2012, approximately 49% of our revenues were derived from equipment sales and 51% from services.
Our enterprise service revenues are typically derived from long-term contracts of three to six years, which provide
stability and visibility into future revenues. During the same period, we derived 33% of our revenues from the U.S.,
33% from Latin America, 24% from Asia and Asia Pacific, 3% from Africa and 7% from Europe.  As of December
31, 2012, we had a backlog of $239 million for equipment and multi-year service contracts.

Industry Overview

There is global demand for satellite-based communications solutions for a number of reasons. Primarily, this is still
the only truly ubiquitous networking solution. Secondly, satellite communications are more readily available as
compared to alternative terrestrial communications networks. Lastly, satellite communications solutions offer rapidly
deployed secure broadband connectivity and broadband communications on the move.

A 2-way broadband satellite communications solution is comprised of the following elements:

•Communications satellite – Typically a satellite in geostationary orbit (synchronized with the earth’s orbit) with a
fixed coverage of a portion of the earth (up to approximately one third).
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•Satellite communications ground station equipment – These are devices that have a combination of datacom and RF
(Radio Frequency) elements designed to deliver data via communication satellites. Examples of ground station
equipment are remote site terminals, such as VSATs, and central hub station systems. Gilat is a leading provider of
VSAT ground station equipment. Ground station equipment is typically comprised of the following
elements:  modem, amplifiers, BUCs and antennas.
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•Modem – This is the device that modulates the digital data into an analog RF signal for delivery to the upconverter,
and demodulates the analog signals from the downconverter back into digital data. The modem, which is typically
located indoors, performs data processing functions such as traffic management and prioritization and provides the
digital interfaces (Ethernet port/s) for connecting to the user’s equipment (PC, switch, etc.).

•Amplifiers and BUCs – These are the components that connect the ground station equipment with the antenna. The
purpose of the amplifiers and BUCs is to amplify the power and convert the frequency of the transmitted RF signal.
Wavestream is a leading provider of high power SSPAs and BUCs.

•Antenna – Antennas can vary quite significantly in size, power and complexity depending on the ground equipment
they are connected to, and their application. For example, antennas connected to VSATs generally are in the range
of one meter in diameter while those connected to the central hub system can be in the range of ten meters in
diameter. Antennas used on moving vehicles need to be compact and have an auto-pointing mechanism so that they
can remain locked onto the satellite during motion. Gilat is a leading provider of low-profile in-motion satellite
antennas.

Broadband satellite networks are comprised of ground stations at multiple locations that communicate through a
satellite in geostationary orbit, providing continent-wide wireless connectivity. Satellite broadband networks are used
to provide a variety of traffic types such as broadband data, video and voice. The value chain of satellite network
services consists of the following four main elements:

Satellite operators provide satellite transponder capacity on satellites positioned in geostationary orbit above the
equator. A typical satellite can cover a geographic area the size of the continental U.S. or larger. The satellite receives
information from the ground station equipment, amplifies it and transmits it back to earth on a different frequency.
Satellite operators sell the capacity in a variety of leasing agreements to their customers. The current generation of
high-power satellites uses Ku-band frequencies. Other frequencies are C-band and the more recently introduced
Ka-band which usually operates on a multi-beam configuration. Our technology is compatible with C-band, Ku-band
and Ka-band satellites including special extended C-band and extended Ku-band satellites. Some of the leading
satellite operators are Intelsat, SES and Eutelsat.

24

Edgar Filing: GILAT SATELLITE NETWORKS LTD - Form 20-F

55



Ground station equipment providers manufacture network equipment for both VSAT networks and broadcast markets.
VSAT systems connect a large central earth station, called a hub, with multiple remote sites (ranging from tens to
thousands of sites), which communicate via satellite.  Gilat is a leading ground station equipment provider for VSAT
systems, high-power amplifiers and low-profile antennas for satcom-on-the-move.

Communication service providers buy equipment from ground station equipment providers, install and maintain such
equipment, lease capacity from satellite operators and sell a full package of communication services to the end user.
Spacenet and Gilat Peru & Colombia are leading communication service providers in the U.S., Peru and Colombia,
respectively.

End users are customers that use equipment and satellite communication services. Examples of end users range from
enterprises, to government ministries and defense organizations, to residential consumers.

System integrators are companies that provide customized solutions to end users by integrating the necessary
equipment and services. For example, defense organizations often work with specialized system integrators that
integrate various components, such as power amplifiers and low profile antennas, into a satellite terminal.

Satellite broadband networks are typically VSAT systems deployed in a hub-and-spoke configuration, with remote
locations connecting via satellite to a central hub station. VSAT networks have a diverse range of uses and
applications, and provide communication services as a stand-alone, alternative, or complementary service to terrestrial
networks.

We believe that the advantages of VSAT networks include:

• Universal availability - VSATs provide service to any location within a satellite footprint.
•Timely implementation - Large VSAT networks with thousands of remote sites can be deployed within a few

weeks.
•Broadcast and multicast capabilities - Satellite is an optimal solution for broadcast and multicast transmission as the

satellite signal is simultaneously received by any group of users in the satellite footprint.
•Reliability and service availability - VSAT network availability is high due to the satellite and ground equipment

reliability, the small number of components in the network and terrestrial infrastructure independence.
• Scalability - VSAT networks scale easily from a single site to thousands of locations.

•Cost-effectiveness - The cost of VSAT networks is independent of distance and therefore it is a cost-effective
solution for networks comprised of multiple sites in remote locations.

•Applications delivery – VSAT networks offer a wide variety of customer applications such as e-mail, virtual private
networks, video, voice, Internet access, distance learning, cellular backhaul and financial transactions.

•Portability and Mobility - VSAT solutions can be mounted on vehicles for communications on the move, or
deployed rapidly for communications in fixed locations and then relocated or moved as required.

Given the technological and implementation benefits afforded by VSAT networks, we believe that the market for
VSAT products and services will continue to grow. In particular, according to a 2012 report from NSR, a leading
international telecom market research and consulting firm, the number of broadband satellite sites and subscribers is
expected to grow at a compounded annual growth rate, or CAGR, of 8.8% through 2021.
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In addition, the availability of auto-pointing satellite antennas designed for in-motion two way communications has
created market demand particularly from the defense and first responders, such as emergency services, segments.
These antennas are usually mounted on the roof of a vehicle and connected to a satellite terminal within the vehicle.
An important requirement that defense organizations have in this mission-critical application is for low-profile
antennas, to avoid drawing unnecessary attention to the vehicle. We believe that the demand for light-weight,
low-profile antenna systems will increase as well.

Another important requirement emerging is for next generation solid-state power amplifiers able to provide high
output power, greater efficiency and field-proven reliability in smaller, lighter weight product packages suitable for
fixed, mobile, and flyaway antenna systems. The amplifiers should be designed and thoroughly tested for use in
extreme environments, helping provide uninterrupted connectivity to support mission-critical defense operations, as
well as demanding airborne and consumer broadband applications.

There are five primary categories of markets that require broadband satellite products and services:

Enterprise and Business.  These end-users include large companies and organizations, small- medium enterprises, or
SMEs, and SOHO end users. For enterprises, VSAT networks offer network connectivity and deliver voice, data and
video within corporations (known as corporate intranets), Internet access, transaction-based connectivity to enable
on-line data delivery such as point-of-sale (credit and debit card authorization), inventory control and real time stock
exchange trading.

High-End. The high-end market consists of customers that have more demanding network performance requirements.
These requirements usually include higher level of Quality of Service, or QoS, than the typical user, higher speed
connectivity, segregation of their traffic from other users’ traffic and more control over the network. Examples of
customers belonging to the high-end market are industrial energy organizations such as oil & gas and mining
companies, Digital Satellite News gathering, or DSNG, maritime companies and mobile operators. Another emerging
area is airborne which requires reliable, compact solutions that can operate in extreme environments to provide
in-flight connectivity services to business, commercial and aviation customers around the world.

Rural Telecommunications.  The rural telecommunications market is comprised of communities throughout the world
that require telephone, facsimile and Internet access in areas that are underserved by existing telecommunications
services. These communication services are usually provided to the rural population via government-subsidized
initiatives. This market sector is comprised of "Build-Operate" projects, in which governments subsidize the
establishment and the operation of a rural network to be served by a satellite, wireless or cellular service provider that
is usually selected in a bid process. In other instances, local communications operators have universal service
obligations, or USOs, which require them to serve rural areas lacking terrestrial infrastructure. Some local
communications operators elect to fulfill this obligation by hiring third parties in a model known as
"Build-Operate-Transfer." In these instances, the network is established and made operational by a third party service
provider, which operates it for a certain period of time and then it is transferred to the operator.

Consumer.  The consumer market consists of residential users. These users require a high-speed internet connection
similar to a digital subscriber line, or DSL, or cable modem service. According to the NSR forecast in the 2011 report,
North America is expected to see the biggest increase in satellite broadband access subscribers and Western Europe
will be the region with one of the fastest rates of growth.

Government.  The government sector consists of homeland security and military users. The versatility, reliability, and
resiliency of satellite broadband networks, the in-motion low profile antennas and the lightweight SSPAs are a perfect
fit for security and armed forces. Spatial-combining technology implemented on the Wavestream SSPAs introduces
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significant efficiency, size and weight advantages. For example, satcom systems with low power lightweight
amplifiers can be quickly deployed in disaster areas, as a replacement for destroyed wireless or wire line networks,
providing communication services to emergency personnel and law enforcement units. In military applications,
satcom networks can be used as a reliable overlay to manage the entire battlefield communications, serve as
communication backup infrastructure, and be used for primary tactical communications offering communications
from a moving vehicle. In these cases the low-profile antennas provide additional benefit to the end-user.
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Our Competitive Strengths

We are a leading provider of satellite communication and networking products and services. Our competitive
strengths include:

Market leadership in large and growing markets.  Since our inception, we have sold more than one million VSATs,
over 2,500 low profile antennas and 10,000 SSPAs to customers in around 90 countries. Our customer base includes a
large number of satellite-based communications service providers, system integrators and operators worldwide. In
addition, we provide satellite-based communication services primarily to enterprises in the U.S. and we are one of the
largest satellite communications service providers to rural communities in Latin America.

The large installed base of our equipment also provides opportunities for new and incremental sales to existing
customers. According to the last COMSYS report published in 2011, our global market share to the enterprise market
is approximately 24.7%, based on the number of terminals shipped, making us the second largest VSAT manufacturer
in the world for this segment.

Our installed base for low profile Satcom-On-The-Move antennas provides us opportunities for new and incremental
sales to existing customers. Specifically, we are focused on the DoD market and China.

We have a large installed base of SSPAs in the DoD, based on power amplifiers sold to the system integrators, who
then provided a complete satellite terminal based on our equipment. Our SSPAs are widely used in the DoD, for both
Ka Band and Ku Band terminals.  In addition, we have gained traction during 2012 in the avionics industry working
with system integrators, including TECOM and Honeywell, providing airborne solutions to commercial airlines.

Technology leadership.  We have been at the forefront of VSAT technology and services for over 25 years and
continue to be an innovator and developer of new satellite technologies. Our highly customizable VSAT technology
enables us to provide our customers with a wide range of broadband, Internet, voice, data and video solutions.  Our
product and operations infrastructure is capable of running hubs with greater than 99.8% availability while rolling out
thousands of new VSAT site locations each month. Our SkyEdge II, state-of-the-art solution, provides high
performance and excellent space segment efficiency. Our legacy product lines are known for their durability and
resilience.  Our low-profile, Satcom-On-The-Move, antennas provide reliable broadband communications for defense
and homeland security applications. Our state-of-the-art SSPAs provide excellent performance, even at the extreme
end of temperature and environmental performance specifications. Our research, development and engineering team is
comprised of approximately 340 persons, enabling us to rapidly develop new features and applications. Moreover, by
directly serving end-users through our service organizations, we are able to quickly respond to changing market
conditions to ensure we maintain our leadership position.

Global presence and local support worldwide.  We have sold our products in around 90 countries on six continents.
Our products and services are used by a large and diverse group of customers including some of the largest enterprises
in the world, several government agencies and many rural communities. We have 21 sales and service offices
worldwide. Through our network of offices we are able to maintain a two-tier customer support program offering local
support offices and a centralized supply facility.

Complementary business lines for turnkey solutions.  Our business divisions are able to provide a full turnkey solution
to our customers by integrating a diverse range of value-added products and services. Our product and service
offerings -- VSAT network equipment, power amplifiers, low-profile Satcom-On-The-Move antennas, installation,
operation and maintenance --  provide communication services ranging from broadband, Internet, voice, data and
video to managed solutions that can be customized and are highly flexible. Our business model enables us to be
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closely attuned to all of our customers' needs and to rapidly adapt to changing market trends. Our VSAT-based
networks often serve as a platform for the delivery of a complete system, providing versatile solutions for corporate
enterprises, government agencies, SMEs, rural communities, SOHOs and consumers.
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Diversified revenue streams and customer base.  For the year ended December 31, 2012, approximately 49% of our
revenues were generated from equipment sales and 51% of our revenues were generated from services. Our equipment
sales are generally independent equipment orders which often generate maintenance contracts and additional
opportunities for future equipment sales. Our service sales are characterized by long-term contracts that provide a
recurring revenue base. In the year ended December 31, 2012, our three business divisions, Commercial, Defense and
Services, accounted for 46%, 16%, and 38% of our revenues, respectively.  In 2012, 14% of our revenues were
generated from a single customer (included in our Commercial Division) and 10% of our revenues were generated
from a different single customer (included in our Services Division).

Financial position.  As of December 31, 2012, our cash balance was $70.1 million (including cash and cash
equivalents, short and long term restricted cash, restricted cash held by trustees and short bank credits), and our debt
was $48.7 million.

Delivery Capabilities.  Over the years we have demonstrated our ability to deploy communication networks in the
most remote areas, which are difficult both to reach and service. This experience enhances both our ability to plan and
implement sophisticated communication networks in remote areas, as well as in challenging terrain, and our ability to
meet technological challenges like a lack of electrical power infrastructure or a lack of any physical infrastructure. Our
teams are proficient in delivering solutions in these areas, with a high success rate.

Experienced management team.  Our CEO, Erez Antebi, has been with the company for over 17 years in various
executive positions and leads our highly experienced executive team of satellite industry veterans.  Amiram
Levinberg, our Chairman, is a co-founder of our company and was CEO until December 31, 2011.

Our Growth Strategy

Our objective is to leverage our advanced technology and capabilities to:

Expand our presence in the defense and on-the-move satcom market. Building on our technology leadership and
growing presence with armed forces around the world, we are increasing our focus on this growing market segment
both in the United States and globally. We acquired RAS and Wavestream, whose customers are mainly in the defense
and homeland security markets. We have also developed products with specific capabilities required by armed forces
and homeland security agencies globally. We are also focusing efforts on the emerging airborne opportunities both
with products applicable for both commercial and defense applications. We are investing in this market segment as we
believe its global growth will contribute to our business.

Increase our presence in the Ka-band market. Ka-band technology is expanding to more regions in the world, and
offering new opportunities for satellite broadband with much higher capacities and at lower prices to subscribers. We
are focused on the Ka-band market as one of the growth drivers for our company. We have been developing a new
VSAT platform based on the SkyEdge II, including a hub and remote terminals, that is designed to operate with new
Ka-band spot-beam satellites and to deliver high-throughput service speeds and high-speed browsing using advanced
web acceleration technologies.

Strengthen and expand our technology leadership. We are strengthening our technology leadership by our continuing
investment in research and development, with a view of expanding our product portfolio with new product offerings
and new capabilities. Our flagship product, SkyEdge II, has cutting edge space segment utilization and performance.
Our new offerings, such as SkyEdge II, WebEnhance and additional new products planned to be released such as the
Accent, enable our customers new opportunities in deploying communication networks suited to their needs.  We have
developed a VSAT platform that is designed for Ka-band and multi-spot beam satellites.  In addition, we have
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developed modems and man-packs designed for defense and homeland security applications and we are focusing on
developments for enhanced performance and capabilities of our SSPAs, and Satcom-On-The-Move antenna offerings.
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Focus on emerging markets.  We have expanded our focus on emerging markets. Traditionally, it has been considered
too costly for service providers to provide full-terrestrial networks to these regions. As a result, many governments
either require telecommunications operators to provide communications access through USOs to these communities or
provide funding via Universal Service Funds, or USFs, to subsidize the provision of these services. We focus our sales
efforts on offering solutions to service providers that are either being required by USOs to facilitate the rural
expansion, or on offering solutions to service providers that are utilizing the subsidies created through USFs.

Edgar Filing: GILAT SATELLITE NETWORKS LTD - Form 20-F

63


