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PRELIMINARY NOTES
Terms

As used herein, and unless the context suggestwitiee the terms “Allot,” “Company,” “we,” “us” or‘ours” refer to Alloi
Communications Ltd.

Forward-Looking Statements

In addition to historical facts, this annual repont Form 20-F contains forwatdeking statements within the safe harbor provisioi
the U.S. Private Securities Litigation Reform Aétl®95. We have based these forwhrdking statements on our current expectations
projections about future events. These statemeahgde but are not limited to:

statements regarding the expected growth in thefparticular broadband applicatior

statements as to our ability to meet anticipatesth ceeeds based on our current business

statements as to the impact of the rate of inftatind the political and security situation on ousihess

statements regarding auct-rate securities and their expected impact on quidity;

statements regarding the price and market liquinfityur ordinary share:

statements as to our ability to retain our cursaqpliers and subcontracto

statements regarding our future performance, sgless margins, expenses (including s-based compensation expen
and cost of revenues; a

. statements regarding whether we will be classifigé passive foreign investment compi

These statements may be found in the sectionsgoatinual report on Form 20-F entitled “ITEM 3: Kiyormation—Risk Factors,”
“ITEM 4: Information on Allot,” “ITEM 5: Operatingand Financial Review and Prospects,” “ITEM 10: Atdial Information—Taxation-
United States Federal Income Taxation—Passive orgivestment Company Consideratioasid elsewhere in this annual report, inclu
the section of this annual report entitled “ITEM lformation on Allot—Business Overview—Overviewha “ITEM 4. Information ol
Allot—Business Overview—Industry Backgroundyhich contains information obtained from indeperndimaustry sources. Actual rest
could differ materially from those anticipated hrese forwardeoking statements as a result of various factoduding all the risks discuss
in “ITEM 3: Key Information—Risk Factors” and elsbere in this annual report.

In addition, statements that use the terms “bejletexpect,” “plan,” “intend,” “estimate,” “anticipte” and similar expressions i
intended to identify forward-looking statements! fdrward4ooking statements in this annual report reflect ourrent views about futu
events and are based on assumptions and are stubjesits and uncertainties that could cause otwahcesults to differ materially from futt
results expressed or implied by the forwérdking statements. Many of these factors are beéymur ability to control or predict. You sho
not put undue reliance on any forwdoaking statements. Unless we are required to dansler U.S. federal securities laws or other appli
laws, we do not intend to update or revise any &vdaMooking statements.
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PART |

ITEM 1: Identity of Directors, Senior Management ard Advisers

Not applicable.
ITEM 2: Offer Statistics and Expected Timetable

Not applicable.
ITEM 3: Key Information
A. Selected Financial Data

You should read the following selected consoliddtedncial data in conjunction withTEM 5: Operating and Financial Review i
Prospects” and our consolidated financial statemamd the related notes included elsewhere in ahisual report on Form 2B- The
consolidated statements of operations data foy#laes ended December 31, 2007, 2008 and 2009 erabtisolidated balance sheet data
December 31, 2008 and 2009 are derived from ouitexl@donsolidated financial statements includedITEM 18: Financial Statements,”
which have been prepared in accordance with gdpeaaatepted accounting principles in the Unitedt€aThe consolidated statement
operations for the years ended December 31, 2002606 and the consolidated balance sheet dathscember 31, 2005, 2006 and 2
have been derived from our audited consolidateahfiral statements which are not included in thisuahreport.

Year ended December 31
2005 2006 2007 2008 2009
(in thousands of U.S. dollars, except per share arghare data)

Consolidated Statements of Operations

Revenues

Products $ 18,49¢ $ 28,75¢ $ 25,070 % 27,127 $ 29,64:

Services 4,47 5,38¢ 7,42¢ 9,98( 12,11(
Total revenues 22,97 34,14« 32,50 37,10: 41,75:
Cost of revenues(1

Products 4,481 6,43t 6,60: 8,19¢ 10,09

Services 93¢ 1,162 1,41¢ 1,49¢ 1,741
Total cost of revenues 5,41¢ 7,591 8,01¢ 9,69¢ 11,83t
Gross profil 17,55 26,54 24,48 27,40¢ 29,91¢
Operating expense
Research and development, gr 6,652 9,34( 11,75t 14,63t 11,70¢
Less royalty-bearing participation 727 1,811 2,371 2,671 2,44(
Research and development, net(1) 5,92¢ 7,52¢ 9,384 11,96¢ 9,26¢
Sales and marketing( 11,88} 15,45} 18,08: 19,78: 20,40¢
General and administrative( 2,38( 3,46¢ 5,58 6,17¢ 5,541
In process research and developn - - - 244 -
Total operating expenses 20,19: 26,45( 33,04¢ 38,16: 35,21
Operating income (los: (2,639 97 (8,56%) (20,759 (5,29¢)
Financing and other income (expenses), 45 63C (84%) (5,517 (2,317)
Income (loss) before income tax expenses (ber (2,599 727 (9,410 (16,27%) (7,609
Income tax expenses (bene (21€) 111 53C 22C 63
Net income (loss $ (2,376 $ 61€ $ (9,940 $ (16,499 $ (7,672)
Basic and diluted net earnings (loss) per share $ (0.8)) $ 0.0/ $ (0.46) $ (0.7 $ (0.35)
Weighted average number of shares used in com

basic net earnings (loss) per share 2,943,501 14,402,33 21,525,82 22,054,21 22,185,70
Weighted average number of shares used in comj

diluted net earnings (loss) per share 2,943,50! 16,423,22 21,525,82 22,054,21 22,185,70
Q) Includes stoc-based compensation expense related to optionsegrémemployees and others as follo




Year ended December 31
2005 2006 2007 2008 2009
(in thousands of U.S. dollars

Cost of revenue $ — 3 15 % 48 $ 50 $ 104
Research and development expenses 12 157 23C 321 357
Sales and marketing expen: 251 65C 34C 46t 77t
General and administrative expen 42 53¢ 745 86€ 1,062
Total $ 30 $ 1,361 $ 1,361 $ 1,702 $ 2,29¢

At December 31,
2005 2006 2007 2008 2009
(in thousands of U.S. dollars

Consolidated balance sheet date

Cash and cash equivale $ 3,671 $ 7117 % 28,10. $ 40,02¢ % 36,47(
Marketable securitie 4,581 76,11« 42,61« 15,31¢ 14,49(
Working capital 4,27¢ 75,18: 37,22¢ 40,68t¢ 38,17¢
Total asset 17,59: 99,50¢ 94,65¢ 82,85 82,94!
Total liabilities 11,46¢ 15,31¢ 17,47( 19,67: 22,53:
Accumulated defici (37,889 (37,26%) (47,209 (63,709 (63,699
Total shareholde’ equity 6,12¢ 84,18’ 77,18t 63,17¢ 60,41:
B. Capitalization and Indebtedness

Not applicable.
C. Reasons for Offer and Use of Proceeds

Not applicable.




D. Risk Factors

Investing in our ordinary shares involves a higlgae of risk. You should consider carefully thé&sislescribed below, together v
the financial and other information contained istannual report, before deciding to invest in @udinary shares. If any of the following ri
actually occurs, our business, financial conditamd results of operations would suffer. In thisegathe trading price of our ordinary sha
would likely decline and you might lose all or paftyour investment. The risks described belownatethe only ones we face. Additional r
that we currently do not know about or that we eumtty believe to be immaterial may also impair business operations.

Risks Relating to Our Business
We have a history of losses, may incur future loss@nd may not achieve profitability.

We have incurred net losses in each fiscal yearesive commenced operations in 1997 through 200@r ¢han 2006. We had a
loss of $7.7 million in 2009 of which $3.0 milliesulted from a net impairment charge related tianHate securities, or ARS, compare:
a net loss of $16.5 million in 2008 of which $7.7lion resulted from an impairment charge relateddRS and a net loss of $9.9 millior
2007 of which $4.9 million resulted from an impaént charge related to ARS. We can provide no assarthat we will be able to achie
profitability and we may incur losses in the negveral years as we continue to expand our salesvenlleting activities and to invest
research and development. We may also incur additionpairment charges related to ARS. We mayritasses in the future and may
generate sufficient revenues in the future to aghfofitability.

We may be unable to compete effectively with othecompanies in our market who offer, or may in the fture offer, competing
technologies.

We compete in a rapidly evolving and highly comipeti sector of the networking technology marketr @tincipal competitors a
Cisco Systems, Inc. (through the acquisitions dfube and Starent Networks, Corp.) and Sandvine imdhe service provider mark
including the segment of the largest service prenddreferred to as Tier 1 operators, and Blue Ggatems, Inc. (through its acquisitior
Packeteer Inc.) in the enterprise market. Our caitope have also identified the potential markepopunity of Tier 1 operators and
therefore expect intensive competition in this seghin the future. We also compete with a numbesmadiller competitors, such as CloudSt
Technologies, Inc. and Procera Networks, Inc., wedcompete indirectly with router and switch infrasture companies with features 1
address some of the problems that our productseasdiWe also face competition from companies tHat partial or alternative solutio
addressing only one aspect of the challenges fabmgdband providers, such as network monitoringsexurity. Our competitors m
announce new products, services or enhancemertbeltar meet the needs of customers or changidgstry requirements, or may ol
alternative methods to achieve customer objecti@ee of our direct competitors, Cisco Systemsulsstantially larger than we are and
significantly greater financial, sales and markgtitechnical, manufacturing and other resources. €iitry of new competitors into our mal
and acquisitions of our existing competitors by pames with significant resources and establisle¢ationships with our potential custorr
could result in increased competition and harmbusginess. Increased competition may cause prieetieds, reduced gross margins and
of market share, any of which could have a matedakrse effect on our business, financial conalitioresult of operations.




If current unfavorable global economic conditions grsist or worsen, our business, operating resultsnd financial condition could be
adversely effected.

The crisis in the financial and credit marketshie tUnited States, Europe and Asia that began i18 2@8 led to a global econotr
slowdown, with economies in those territories shasignificant weakness. If the economies of any pathe world continue to be weak
further deteriorate, many enterprises, telecomnatitios carriers and service providers may reduc@ostpone their capital investme
significantly. This could result in reductions ialas of our products or services and longer saleles, slower adoption of hew technologies
increased price competition. We continuously manittarket trends and intend to take such steps asleeen appropriate to adjust
operations, including measures to lower our exgeanes. Since a substantial portion of our operagirgenses consist of salaries, we ma
be able to reduce our operating expenses in litie aiy reduction in revenues or may elect not tesador business reasons. We will nee
continue to generate increased revenues and managests to achieve profitability. If global ecanic and market conditions do not imprc
or continue to deteriorate, it may lead to incre@mseur inventories, decrease our revenues, réswuddditional pressure on the price of
products, prolong payment terms, and increaseighalrat we incur bad debts, each of which wouldeha material adverse effect on our re!
of operations and cash flow from operations.

The market for our products is still in its early gage and our growth may be harmed if Tier 1 operats and midsize service provider:
do not adopt our solutions.

Our portfolio of hardware platforms and softwarglagations uses our technology to transform broadbgipes into smart netwol
that can rapidly and efficiently deploy value addettrnet services. We believe that the markebfartechnology is still in its early stage.
believe that the Tier 1 operators and midsize sergroviders, present a significant market oppdtguand are an important element of our |
term strategy. Nevertheless, they may decide thvikibility into their networks or highly granat control over content based applicatiot
not critical to their business. They may also deiee not to adopt the value added services we offénat certain applications, such as Vol
Internet video, can be adequately prioritized wittmetworks using router and switch infrastructpreducts without the use of our technolc
They may also, in some instances, face regulatonsteaints that could change the characteristichefmarkets. They may also seel
embedded deep packet inspection, or DPI, solutiazapital equipment devices such as routers raltzer the standlone solution offered |
us. Furthermore, widespread adoption of our pradbygtTier 1 operators and midsize service providesy require that they migrate to a t
business model based on offering subscriber anlicapipn-based tiered services and market these new sestmegssfully to consumers
they decide not to adopt our technology, our maokgortunity would be reduced and our growth rasy tme harmed.

Demand for our products depends in part on the ratef adoption of bandwidth-intensive broadband applications, such as Internetidec
and online video gaming applications and applicatios highly sensitive to network delays such as voiower Internet protocol (VolP).

Our products are used by service providers andrgiges to monitor and manage bandwiilttensive applications that cal
congestion in broadband networks and impact thétyud experience of users. Demand for our produstdriven particularly by the growth
applications, which are highly sensitive to netwddays and therefore require efficient network aggment. These applications include V
Internet video and television and online video gagrapplications. If the rapid growth in adoption\é§IP and in the popularity of Interr
video and online video gaming applications doescoatinue, the demand for our products may not gaewanticipated.




Our revenues and business will be harmed if we dooh keep pace with changes in broadband applicationand with advances il
technology.

We will need to invest heavily in developing ouchaology in order to keep pace with rapid changesyplications, increas
broadband network speeds and with our competitffetts to advance their technology. Designersrofiliband applications that our prod
identify and manage are using increasingly soptattd methods to avoid detection and managememebyork operators. Even if ¢
products successfully identify a particular apgiima, it is sometimes necessary to distinguish ketwdifferent types of traffic belonging t
single application. Accordingly, we face signifitashallenges in ensuring that we identify new apgilons as they are introduced witt
impacting network performance, especially as nete/twecome faster. This challenge is increased aseefe to expand sales of our produc
new geographic territories because the applicatimry from country to country and region to regidhwe fail to address the needs
customers in particular geographic markets andeffail to develop enhancements to our productsriteroto keep pace with advance:
technology, our business and revenues will be agdherffected.

The network equipment market is subject to rapid tehnological progress and to compete we need to aete widespread marke
acceptance.

The network equipment market is characterized tpidraechnological progress, frequent new produttodfuctions, changes
customer requirements and evolving industry statglddevelopments in routers and routing softwarddcalso significantly reduce deme
for and sales of our products, and cause our ptsdadecome obsolete, which may result in invgntarite downs. Alternative technolog
could achieve widespread market acceptance anthdésghe technology on which we have based ourystodrchitecture. We can give
assurance that our technological approach will @aehibroad market acceptance or that other techpatogievices will not supplant ¢
products and technology.

Demand for our products may be impacted by governm@ regulation of the telecommunications industry.

Carriers are subject to government regulatioa humber of jurisdictions in which we sell ouogucts. There are several propo
in the United States and Europe for regulatingiserproviders’ability to prioritize applications in their netwakAdvocates for regulating tl
industry claim that collecting premium fees fronrtae “preferred’applications would distort the market for Interagplications in favor «
larger and bettefunded content providers and would impact end usérs purchased broadband access only to experiiffeeing respons
times in interacting with various content provide@pponents believe that content providers who stuppandwidthintensive applicatior
should be required to pay service providers a premin order to support further network investmeriise U.S. Federal Communicatic
Commission held hearings to discuss “net neutralityhich has been defined as service providers trgdtiternet content equally and
interfering with download speeds, regardless ofdize or source of content. To date, the Federah@onications Commission has iss
limited guidance on this issue and is currentlyigeing it on a case-bgase basis. In August 2008, the Federal CommuaoitaCommissic
issued a ruling prohibiting Comcast, the seconddat broadband provider in the United States, fdetaying some peer-toeer traffic on it
network. Comcast filed a court appeal in Septen2088 seeking a review of such ruling. In April 20&0federal appeals court ruled that
Federal Communications Commission had limited posxar Web traffic under current law. This rulinguée prompt efforts in Congress
amend the law in order to give the Federal Comnatitins Commission explicit authority to regulatéehnet service. Demand from carriers
the traffic management and subscriber managematitrés of our products could be adversely affeiftegfjulations prohibit, or limit, servir
providers from managing traffic on their networksdecrease in demand for these features could selyempact sales of our products.




We need to increase the functionality of our produts and offer additional features and value added seices in order to maintain or
increase our profitability.

The market in which we operate is highly competitand unless we continue to enhance the functignafliour products and a
additional features, our competitiveness may benbdrand the average selling prices for our prodwidtsiecrease over time. Such a decr
generally results from the introduction by commettof competing products and from the standandimadf DPI technology. To counter t
trend, we endeavor to enhance our products by ioffenigher system speeds, and additional featunesvalue added services, suct
additional security functions, supporting additibgplications and enhanced reporting tools. We raBp need to reduce our per
manufacturing costs at a rate equal to or fasin the rate at which selling prices decline. If ave unable to reduce these costs or to
increased functionally and features, our profiigbihay be adversely affected.

Under the current laws of some jurisdictions in whth we operate, we may not be able to enforce empk®s’ covenants not to compel
and therefore may be unable to prevent our competitrs from benefiting from the expertise of some ofur former employees.

It is our practice to have our employees sign appate noneompete agreements where permitted under applidable Thes
agreements prohibit our employees, if they ceasking for us, from competing directly with us or kg for our competitors for a limit:
period. Under the current laws of some jurisdicdiam which we operate, we may be unable to enftirese agreements and it may be diffi
for us to restrict our competitors from gaining thepertise our former employees gained while warkor us.

We may become dependent on one or more significaatistomers, and the loss of any such significant doesner could harm our results
of operations.

The loss of any significant customer or a significdecrease in business from any such customed d¢@uwn our results of operatic
and financial condition. In addition, revenues framdividual customers may fluctuate from time tmei based on the timing and the te
under which further orders are received and thatdur of the delivery and implementation of sucHess. During 2007 and 2008, no sir
customer accounted for more than 10% of our revenne?009, we had a significant customer, whiatpaated for 15% of our revenues.




We depend on third parties to market, sell, installand provide initial technical support for our products.

We depend on third party channel partners, sudhisasbutors, resellers, OEMs and system integsatior market and sell our prodt
to endeustomers. Our channel partners are also respenfiblinstalling our products and providing initi@istomer support for them. A
result, we depend on the ability of our channetrmas to market and sell our products successfallgndeustomers. We also depend on
ability to maintain our relationships with existimgpannel partners and develop relationships inrkaykets with new channel partners.
cannot assure you that our channel partners witketaur products effectively, receive and fulfilistomer orders of our products on a tir
basis or continue to devote the resources necessargvide us with effective sales, marketing gxhnical support. In addition, any failure
our channel partners to provide adequate initippsut to endsustomers could result in customer dissatisfactiith us or our products, whi
could result in a loss of customers, harm our r@jmr and delay or limit market acceptance of awdpcts. Our products are complex ar
takes time for a new channel partner to gain erpeg in their operation and installation. Therefdrenay take a period of time before a |
channel partner can successfully market, sell apgart our products if an existing channel parseases to sell our products.

Our agreements with channel partners are genaratigxclusive and our channel partners may marnketsall products that comp
with our products. Our agreements with our distidlosl and resellers are usually for an initial geer term and following the expiration of 1
term, they can be terminated by either party. Wegige no assurance that these agreements wibbentérminated upon proper notice and
such termination may adversely affect our profitgband results of operations.

Sales of our products to large service providers cainvolve a lengthy sales cycle, which may impaché timing of our revenues an
result in us expending significant resources withadumaking any sales.

The length of our sales cycles to large serviceigass, including carriers, mobile operators andleaperators, is generally leng
because these emdstomers consider our products to be capital egetip and undertake significant testing to assesgénformance of o
products within their networks. As a result, we miayest significant time from initial contact with large service provider until that end-
customer decides to incorporate our products imétsvork. We may also expend significant resouatésmpting to persuade large ser
providers to incorporate our products into theitwarks without success. Even after deciding to pase our products, initial netwe
deployment of our products by a large service mlewvimay last up to three years. If a competitoceads in convincing a large service prov
to adopt that competita’product, it may be difficult for us to displadeetcompetitor because of the cost, time, effort peteived risk t
network stability involved in changing solutionss A result, we may incur significant expense witlggnerating any sales.




We are dependent on our traffic management systermend network management application suites for theubstantial majority of our
revenues.

We currently derive the substantial majorityoofr revenues from sales of our NetEnforcer trafii@nagement system, NetXplc
and Subscriber Management Platform (SMP) networkageament application suites, the Service Gatewatfopms, and from maintenar
and support contracts related to these productthdrpast two years, we increased sales of ouricge@ateway platforms, which combine
powerful DPI engine and array of services into lfyfintegrated, carrieclass platform. In addition, in 2009 we experienoeteased dema
for our SMP network management application suitewkler, sales of our NetEnforcer traffic managensgstem and NetXplorer netwe
management system continued to account for a ggnif portion of our revenues in 2009 and we culyesxpect these systems will contit
to account for a significant portion of our revesder the immediate future. As a result, any faetdversely affecting our ability to sell, or
pricing of or demand for, our NetEnforcer traffimmagement system and NetXplorer network managesystém would severely harm i
ability to generate revenues.

We integrate various third-party solutions into, or together with, our products and may integrate or &er additional third- party
solutions in the future. If we lose the right to us such solutions, our sales could be disrupted ammde would have to spend addition:
capital to replace such components.

We integrate various third-party solutions intotagether with, our products and may integrateffar@dditional thirdparty solution
in the future. Sales of our products could be gitrd if such third party solutions were either ander available to us or no longer offered t
on commercially reasonable terms. In either cageywuld be required to spend additional capitaditber redesign our products to func
with alternate third party solutions or develop stitbte components ourselves. We might as a résutorced to limit the features available
our current or future product offerings.

Our products are highly technical, and any undetead software or hardware errors in our products coull have a material adverse effe
on our operating results.

Our products are complex and are incorporatedbim@dband networks which are a major source ofrmexdor service providers a
which support critical applications for subscribarsd enterprises. Due to the complexity of our pobsl and variations among customers’
network environments, we may not detect produceatsfuntil full deployment in our customergtworks. Regardless of whether warri
coverage exists for a product, we may be requivedietlicate significant technical resources to resahy defects. If we encounter signific
product problems, we could experience, among dtiiegs, loss of major customers, cancellation afdpict orders, increased costs, dele
recognizing revenue, and damage to our reputdtioaddition, we could face claims for product ligj tort, or breach of warranty. Defend
a lawsuit, regardless of its merit, is costly arayrdivert managemestattention. In addition, if our business liabilihsurance is inadequate
future coverage is unavailable on acceptable temas all, our financial condition could be harmed.

The complexity and scope of the solutions and sepés we provide to larger service providers is incesing. Larger projects entai
greater operational risk and an increased chance déilure.

The complexity and scope of the solutions and sessiwe provide to larger service providers is iasieg. The larger and mq
complex such projects are, the greater the opedtiosks associated with such projects. Thesesrisklude failure to fully integrate
products into the service providerhetwork, with third party products and complexisnments, and our dependence on subcontractal
partners for the successful and timely completibauch projects. Failure to complete a larger priogeiccessfully could expose us to pote
contractual penalties, claims for breach of contead in extreme cases, to cancellation of theeptioject, or increase the likelihood we
difficulty in collecting payment and recognizingremues.




We currently depend on a single subcontractor to maufacture and provide hardware warranty support for our legacy NetEnforce
traffic management systems and another subcontractoto provide similar services for our Service Gateway platforms and newe
NetEnforcer traffic management systems. If either gbcontractor experiences delays, disruptions, qudlf control problems or a loss it
capacity, it could materially adversely affect ouroperating results.

We currently depend on a single subcontractor, Eldctronics Ltd., to manufacture, assemble, f@stkage and provide hardw
warranty support for our legacy NetEnforcer AC-48@-800, AC-1000 and A@500 traffic management systems, and another striaotor
Flextronics (Israel) Ltd., a subsidiary of Flexties) a global electronics manufacturing, servicempgany, to provide similar services for
Service Gateway platforms and our newer NetEnfofc@r1400, AC-3000, AC-5000 and ADI000 traffic management systems. In addi
our agreements with Flextronics (Israel) and R.kecEonics require them to procure and store kempmments for our products at tf
facilities. If either of them experiences delayisrdptions or quality control problems in manufaittg our products, or if we fail to effective
manage the relationship with them, shipments oflpcts to our customers may be delayed and ourtyabilideliver products to custom
could be materially adversely affected. Our agregmwith Flextronics (Israel) and R.H. Electronar® automatically renewed annually
additional oneyear terms. R.H. Electronics may elect not to reenw agreement with them by giving us at least 89sdprior notice to tt
expiration of any such term. Furthermore, R.H. Etadcs may terminate our agreement with them gttame during the term upon 120 d.
prior notice. Flextronics (Israel) may terminate agreement at any time during the term upon 188 gaior notice. We expect that it wo
take approximately six months to transition mantufeng of our products to an alternate manufactaret our inventory of completed prodt
may not be sufficient for us to continue deliverpr@ducts to our customers on a timely basis duaimg such transition. Therefore, the los
either R.H. Electronics or Flextronics (Israel) Wwbadversely affect our sales and operating resaiftd harm our reputation.

The facilities of both R.H. Electronics and Flextics (Israel) are located in northern Israel arediarrange of rockets that were fi
during 2006 from Lebanon into Israel. In the evibratt the facilities of either contractor are danthge a result of hostile action, our abilit
deliver products to customers could be materiadlyeasely affected. See also ‘Genditions in Israel could adversely affect ouribass, an
—Our operations may be disrupted by the obligatm@fii@ersonnel to perform military service.”

Certain hardware components for our products comerbm single or limited sources, and we could lose l&s if these sources fail 1
satisfy our supply requirements.

Certain hardware components used in our ptsdae obtained from single or limited sources.c8iour systems have b
designed to incorporate these specific componamtg,change in these components due to an intesruti supply or our inability to obte
such components on a timely basis would requiréneeging changes to our products before we cowddrjpporate substitute components. £
changes could be costly and result in lost safepatticular, the central processing unit for owtBhforcer AC-400 and our NetEnforcer AC-
800 is from Intel Corporation, the network procestw our NetEnforcer AC-1000 and our NetEnforceC-2500 is from Hifn Inc., and tl
central processing unit for our Service Gatewayf@liens and our NetEnforcer AC-1400, AC-3000, AC-8Ghd AC10000 is from NetLog
Microsystems, Inc. (through the acquisition of Rafiaroelectronics, Inc.). We do not have a suppyeament with Intel Corporation and
agreements with our other suppliers do not corgainminimum purchase or supply commitments.




If we or our contract manufacturer fail to obtaomponents in sufficient quantities when requirad, lnusiness could be harmed.
suppliers also sell products to our competitorst @uppliers may enter into exclusive arrangemerits aur competitors, stop selling th
products or components to us at commercially resslerprices or refuse to sell their products or jponents to us at any price. Our inabilit
obtain sufficient quantities of single-source onitedsourced components, or to develop alternative ssui@ components or products wc
harm our ability to maintain and expand our busines

If we fail to attract and retain skilled employeeswe may not be able to timely develop, sell or suppt our products.

Our success depends in large part on the conticoetlibution of our research and development, satesmarketing and manage
personnel. If our business continues to grow, wk méed to hire additional qualified research amvelopment, sales and marketing
managerial personnel to succeed. The processinfihtraining and successfully integrating quatifigersonnel into our operation is a leng
and expensive one. The market for qualified perebisnvery competitive because of the limited numiifepeople available with the neces:
technical skills, sales skills and understandingwf products and technology. This is particulane in Israel, where competition for qualif
personnel is intense. Our failure to hire and retpialified personnel could cause our revenuestdiree and impair our ability to meet 1
research and development and sales objectives.

We may expand our business or enhance our technolghrough acquisitions that could result in diverson of resources and extr
expenses. This could disrupt our business and adwsly affect our financial condition.

Part of our strategy is to selectively pursue gaghips and acquisitions that provide us accesooplementary technologies ¢
accelerate our penetration into new markets. In820@& acquired the business of Esphion, a developeetwork protection solutions 1
carriers and internet service providers, whichéased the scope of our product offering. The natjoti of acquisitions, investments or j
ventures, as well as the integration of acquiredoortly developed businesses or technologies, ccalivert our managemest'time an
resources. Acquired businesses, technologies miryentures may not be successfully integrated withproducts and operations. We may
realize the intended benefits of any acquisitiongestment or joint venture and we may incur fulosses from any acquisition, investmer
joint venture.

In addition, acquisitions could result in:

. substantial cash expenditur
. potentially dilutive issuances of equity securiti
. the incurrence of debt and contingent liabiliti
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. a decrease in our profit margins; ¢
J amortization of intangibles and potential impairmehgoodwill.
If acquisitions disrupt our operations, our businesy suffer.

Carriers, especially in North America, may condition a purchase of our products upon our receipt of &ertification that such products
meet the Network Equipment Building System (NEBS) &quirements.

Carriers, especially in North America, often requihat products they purchase meet Network Equipmaitding System (NEB¢
certification requirements, which relate the religp of telecommunications equipment. Our Servisateway platforms are designed to r
NEBS certification requirements, but carriers may choose to use our systems until we receiveehtication.

If we are unable to successfully protect the intedictual property embodied in our technology, our busess could be harme
significantly.

Know-how relating to networking protocols, buildilegrriergrade systems and identifying applications is apartant aspect of o
intellectual property. To protect our kndvew, we customarily require our employees, distobs resellers, software testers and contract
execute confidentiality agreements or agree toidenfiality undertakings when their relationshiptwus begins. Typically, our employm
contracts also include the following clauses: assignt of intellectual property rights for all int&ms developed by employees, ndigelosur
of all confidential information, and nozempete clauses, which generally restrict the epggofor six months following termination
employment. The enforceability of n@empete clauses in certain jurisdictions in which @perate may be limited. We cannot provide
assurance that the terms of these agreementsiagediiserved and will be observed in the futurecdese our product designs and softwar
stored electronically and thus are highly portable,attempt to reduce the portability of our designd software by physically protecting
servers through the use of closed networks, whielrtgmt external access to our servers. We cannoettain, however, that such protec
will adequatelydeter individuals or groups from wrongful accesotw technology. Monitoring unauthorized use okileictual property
difficult, and some foreign laws do not protectpgmietary rights to the same extent as the law efuhited States. We cannot be certain the
steps we have taken to protect our proprietaryrinétion will be sufficient. In addition, to proteotr intellectual property, we may becc
involved in litigation, which could result in substial expenses, divert the attention of managenoanise significant delays, materially dis
the conduct of our business or adversely affectrexenue, financial condition and results of ogerst.

As of December 31, 2009, we had a limited patentfgam. We had two issued U.S. patents and twodpan U.S. patent applicatiol
While we plan to protect our intellectual propentigh, among other things, patent protection, thee be no assurance that:

. current or future U.S. or foreign patents applmagi will be approvec
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. our issued patents will protect our intellectuadgerty and not be held invalid or unenforceablshillenged by third partie

J we will succeed in protecting our technology adéelyan all key jurisdictions in which we or our mpetitors operate

. the patents of others will not have an adverseceffe our ability to do business;

. others will not independently develop similar omgmeting products or methods or design around atgngmthat may t
issued to us

The failure to obtain patents, inability to obtgatents with claims of a scope necessary to cawetezhnology, or the invalidation
our patents, may weaken our competitive positiahraay adversely affect our revenues.

We may be subject to claims of intellectual propest infringement by third parties that, regardless ofmerit, could result in litigation and
our business, operating results or financial condion could be materially adversely affected.

There can be no assurance that we will not recawemunications from third parties asserting thatmoducts and other intellect:
property infringe, or may infringe their propriefaiights. We are not currently subject to any pesitags for infringement of patents or ot
intellectual property rights and are not aware rof parties that intend to pursue such claims agaisisAny such claims, regardless of m
could result in litigation, which could result intsstantial expenses, divert the attention of mamage, cause significant delays and mater
disrupt the conduct of our business. As a consemehn such claims, we could be required to paylstautial damage award, develop non-
infringing technology, enter into royalty-bearirngdnsing agreements, stop selling our products-brand our products. If it appears neces:
we may seek to license intellectual property thatase alleged to infringe. Such licensing agreemeray not be available on terms accep
to us or at all. Litigation is inherently uncertand any adverse decision could result in a lossuofroprietary rights, subject us to signific
liabilities, require us to seek licenses from oshend otherwise negatively affect our businesghénevent of a successful claim of infringen
against us and our failure or inability to develgm-infringing technology or license the infringed amgar technology, our business, opera
results or financial condition could be materiatjversely affected.

We use certain “open source”software tools that may be subject to intellectuaproperty infringement claims, the assertion of whi
could impair our product development plans, interfee with our ability to support our clients or require us to pay licensing fees.

Certain of our products contain open source codevanmay use more open source code in the futygen®@ource code is code th:

covered by a license agreement that permits thetadierally copy, modify and distribute the sefire without cost, provided that users
modifiers abide by certain licensing requiremefmtge original developers of the open source codeigeono warranties on such code.
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As a result of our use of open source softwarecoudd be subject to suits by parties claiming owhgr of what we believe to be of
source code and we may incur expenses in deferfiims that we did not abide by the open source dognse. If we are not successft
defending against such claims, we may be subjectaoetary damages or be required to remove the spamce code from our products. S
events could disrupt our operations and the sdlesiroproducts, which would negatively impact oevenues and cash flow. In addition, ur
certain conditions, the use of open source codeetate derivative code may obligate us to makedbelting derivative code available to ott
at no cost. If we are required to publicly disclélse source code for such derivative products dicemse our derivative products that us
open source license, our previously proprietaryvwganfe products would be available to others, iniclgebur customers and competitors witt
charge.

We monitor our use of such open source code todasobjecting our products to conditions we do né¢rid. The use of such oy
source code, however, may ultimately subject sofreupproducts to unintended conditions so thataneerequired to take remedial action
may divert resources away from our developmentrffo

We have invested a substantial portion of our casim auction-rate securities, or ARS, which subjects us to liqdity and investment risk.
Due to uncertainties in the capital markets regardig auctionrate securities, we recorded impairment charges i2007, 2008 and 200
and, if the fair value of these investments were tdecline further, we could be required to record futher impairment charges related tc
these investments.

As of December 31, 2009, we had $27.9 million ahgipal invested in ARS, which consist of interegtscollateralized de
obligations supported by pools of residential anthmercial mortgages or credit cards, insurancergations and other structured crec
including corporate bonds. We determined thealue of the ARS based on a third party valuatisimgi a discounted cash flow model,
inputs and assumptions for which include the macketditions related to such security as well asuth@erlying structure of the security,
financial standing of the issuer, stated maturitesdimates of the probability of the issue beialled at par prior to final maturity, estimate:
the probability of defaults and recoveries, audidailure and successful auction or repurchaseaatfqr each period, expected change
interest rates paid on the securities, interestsragid on similar instruments. Unobservable inpumig assumptions used in these model
significant to the fair value of the investments 2009, we recorded an impairment charge of $3lBomiresulting from further devaluation
our ARS portfolio. In addition, during 2009 we reded an unrealized gain of $2.2 million to othempoehensive income in our balance s
for appreciation of certain ARS in our portfolio.sff December 31, 2009, the fair value of the ARSoar balance sheet was $1
million. See “—Critical Accounting Policies andtibsates— Marketable Securities” below.

We cannot predict if or when the liquiddf these ARS will improve. We continue to monitbetmarket for ARS although there
currently a very limited secondary market for sselturities. If these investments continue to expee further devaluation, we will rec
further impairment charges that could adverselgaféur consolidated financial condition and resaoftoperations. In addition, if the fair va
of certain investments that have not experienceddmavaluation were to decline, management wouldeggired to evaluate whether s
decline related to credit losses. The amount ofiampairment loss which is determined to be cremislwould be immediately recorded in
consolidated statement of operations. Such an mmeait charge could materially and adversely aféectconsolidated financial condition &
results of operations. See Notes 2(g) and 4 taonsolidated financial statements for further infation, including changes in the accoun
treatment of ARS.
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Our international operations expose us to the rislof fluctuation in currency exchange rates.

Our revenues are generated primarily in U.S. deliard partially in euros and other currencies. Aomportion of our expenses i
denominated in U.S. dollars. As a result, we cagrsile U.S. dollar to be our functional currencthé significant portion of our expenses
denominated in shekels and to a lesser extentrioseand other Asian currencies. Our shaletominated expenses consist principall
salaries and related personnel expenses. We atédipat a material portion of our expenses wilitce to be denominated in shekels. If
U.S. dollar weakens against the shekel or otherengies we are exposed to, there will be a negatiyact on our results of operations
addition, since a portion of our revenue is notiined in dollars, therefore, fluctuations in exchamates between the dollar and the curre
in which such revenue is incurred may have a nadteffect on our results of operations and finahotendition and if we wish to maintain 1
dollar-denominated value of our products in ndu$. markets, devaluation in the local currenciesw customers relative to the U.S. dc
could cause our customers to cancel or decreasgsoot default on payment. SE@FEM 11: Quantitative and Qualitative Disclosurdsa
Market Risk.”

We may receive much lower interest income on our terest bearing investments due to changes in inteserates.

We have significant amount of cash that is curgeitested primarily in interest bearing investngentich as bank time depo:
money market funds, U.S. government treasury hild ARS. These investments expose us to the chamdeterest rates. If interest ra
further decline, our results of operations may theeesely affected due to lower interest income ftbese investments.

Risks Related to Our Ordinary Shares
The share price of our ordinary shares has been anghay continue to be volatile.

Our quarterly financial performance is likely toryan the future, and may not meet our expectatmmthe expectations of analyst:

investors, which may lead to additional volatilityour share price. The market price of our ordinglrares may be volatile and could flucti

substantially due to many factors, including, bet limited, to_:

. announcements or introductions of technologicabyations or new products, or product enhancemeamnpsicing policies b
us or our competitor:

. disputes or other developments with respect tamowur competitor intellectual property rights

. announcements of strategic partnerships, jointurestor other agreements by us or our compet
. recruitment or departure of key personi

. regulatory developments in the markets in whichse#our products

. our sale of ordinary shares or other securitighénfuture;

. changes in the estimation of the future size aog/tir of our markets
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. market conditions in our industry, the industri€®er customers and the economy as a whol
J implementation of a share buyback pl

Share price fluctuations may be exaggerated itrénding volume of our ordinary shares is too loweTack of a trading market rr
result in the loss of research coverage by seearéthalysts. Moreover, we cannot assure you tlyasecurities analysts will initiate or maint
research coverage of our company and our ordinaayes. If our future quarterly operating results below the expectations of securi
analysts or investors, the price of our ordinargrel would likely decline. Securities class acfitigation has often been brought aga
companies following periods of volatility. In Apr@007, we announced that our revenue and earnsigsates for the first quarter of 2007 .
that the 2007 fiscal year would be lower than presly projected. The closing price of our ordinatyares on the date following
announcement was $2.04, or 22%, lower than théng/gmice on the previous day. Subsequently, in Magt June 2007, we and certain of
officers and directors were named as defendardasnimber of purported securities class action lgw/éiled in the United States District Co
for the Southern District of New York. See “ITEMRBnancial Information—Consolidated Statements @tiger Financial Information+ega
Proceedings.”

If we cannot meet NASDAQS5 continued listing requirements, NASDAQ may delisbur ordinary shares, which would have an advers
impact on the liquidity and market price of our ordinary shares.

Our ordinary shares are currently listed on the RA® Stock Market. Under NASDAQ rules, shares cardéksted and not allow:
to trade on NASDAQ if the closing bid price of ts®ck over a 30 consecutive tradidgy period is less than $1.00. If the price of outinary
shares decline below the minimum listing requiretgémmay be delisted from the NASDAQ Stock Mark&tdelisting of our ordinary shar
could negatively impact us by reducing their ligtyidand market price and the number of investorlingi to hold or acquire our ordine
shares. This could negatively impact our abilityase equity financing.

Our shareholders do not have the same protectiondfarded to shareholders of a U.S. listed company lbause we have elected to use
exemption available to foreign private issuers frontertain NASDAQ corporate governance requirements.

As a foreign private issuer, we are permitted undaSDAQ Marketplace Rule 5615(a)(3) to follow Isliagorporate governan
practices instead of the NASDAQ Stock Market regiumients that apply to U.S. listed companies. Asralition to following Israeli corpora
governance practices, we must disclose which reménts we are not following and the equivalentel$r@quirement. We must also prov
NASDAQ with a letter from our outside counsel inrduwome country, Israel, certifying that our corgergovernance practices are
prohibited by Israeli law. We rely on this “foreigrivate issuer exemptionkith respect to the following two items: First, vi@low the
requirements of Israeli law with respect to therguo requirement for meetings of our shareholdetdclwvare different from the requireme
of Rule 5620(c). As a result, the quorum requiradain ordinary meeting of shareholders consist tdast two shareholders present in pe
by proxy or by written ballot, who hold or represbetween them at least 25% of the voting powerusfshares. Second, we follow Israel
requirements with respect to the requirement td& sbareholder approval for equity compensation glavhich are significantly different t
requirements of Rule 5635(c). Under Israeli law, way amend our 2006 Incentive Compensation Plaappyoval of our board of directt
and without shareholder approval as is generatiyired under Rule 5635(c). As a result of thesergt®ns, our shareholders do not have
same protections as are afforded to shareholdeadb$. listed company. We may in the future pleMNASDAQ with an additional letter
letters notifying NASDAQ that we are following oltome country practices, consistent with Israeli lamd practices, in lieu of otf
requirements of Rule 5600.
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Defending securities class action litigation requigs extensive management attention and resources,daan unfavorable outcome coul
materially adversely affect our business, resultsfmperations and financial condition.

Defending the purported securities class actiorslats to which we are subject could be expensiemgthy and disruptive to norn
business operations, and could require extensiveageanent attention and resources, regardless ohéhni¢ of these lawsuits. Moreover,
cannot predict the results of legal proceedingd, @m unfavorable resolution of these lawsuits assalt of a settlement, or a court decis
could materially adversely affect our businessylteof operations and financial condition.

A small number of significant beneficial owners ofour shares acting together will have a significaninfluence over matters requiring
shareholder approval, which could delay or prevena change of control.

Our executive officers and directors and thditiates beneficially own approximately 21.5%air outstanding ordinary shares.
a result, these shareholders, acting togetherdcexércise significant influence over our operagi@nd business strategy and will t
sufficient voting power to influence the outcomentdtters requiring shareholder approval.

These matters may include:

. the composition of our board of directors which tresauthority to direct our business and to appaia remove our officer
. approving or rejecting a merger, consolidation theo business combinatio

J raising future capital; an

. amending our articles of association which govlmrights attached to our ordinary sha

This concentration of ownership of our ordinary relsacould delay or prevent proxy contests, mergergjer offers, opemarke
purchase programs or other purchases of our osdsteares that might otherwise give you the oppdtgtuo realize a premium over the then-
prevailing market price of our ordinary shares.sI¢tobncentration of ownership may also adversebcafiur share price.
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Future sales of our ordinary shares in the public rarket and low trading volume could adversely affecbur share price.

As of December 31, 2009, we had 22,3 ,06rdinary shares outstanding. Approximately 23.6f these shares aree'trictel
securities”available for resale on the NASDAQ Stock Marketjeah however, to volume limitations under Rule 1¥¥bst of these restrict
securities are held by the largest beneficial owrmérour shares. Future sales of these restridtarkes, or the perception that these sales
occur, could adversely affect the market pricewfardinary shares. We have experienced a lowrtgadolume of our ordinary shares since
initial public offering and if one or a small numtzf parties buys or sells a large number of odirary shares, we may experience volatilit
our share price and the price and liquidity of sliares may be adversely affected.

Our U.S. shareholders may suffer adverse tax conseences if we are characterized as a passive foreigivestment company

Generally, if for any taxable year 75% or more of gross income is passive income, or the averageeptage of our assets wt
produce passive income or which are held for tloelypction of passive income (“passive assdsgt least 50%, we would be characterized
passive foreign investment company (“PFI@Jy U.S. federal income tax purposes for such thexgear. Publicly traded corporations n
determine the percentage of assets on the bagi®ofalue of their assets. No definitive guidanes been issued by the U.S. governr
concerning how to value the assets of a foreigdipgbmpany for PFIC testing purposes. It can beried from the legislative history that
fair market value of the total assets of a publithded foreign corporation can be more easily meas and is therefore likely to be |
burdensome to taxpayers, by applying the “markeitakzation” method. Under the market capitalization method, thtal asset value o
company would be considered to equal the aggrdgatmarket value of its outstanding stock (i.ts,market capitalization) plus its outstanc
liabilities, as of a relevant testing date. Howevke legislative history did not specify the cmtstances under which it would be appropria
use the “market capitalizatiomiethod, or that such method was an exclusive meanaluing the total assets of a publicly tradedporation
Accordingly, if the market capitalization approashfound to be insufficient in the context of tteectis and circumstances of a particular «
other reasonable valuation methods may be emplayetbtermine the fair market value of a corporasiaassets. In certain circumstan
including extremely volatile market conditionspily be appropriate to apply alternative valuaticgthods, to more accurately determine
fair market value of our assets, such as a valuaifathe assets by an independent qualified exp&#. obtained an opinion from a U.S.
advisor providing the reasoning for adoption of approach other than the market capitalization agograand applying the results of
valuation study that was conducted by an indepemndgoator. In view of certain estimates of our ggancome and the average value of
gross assets, the latter supported by said thiry paluation and opinion, we believe that we sldoubt be a PFIC for the taxable year er
December 31, 2009. There can be no certaintythiea).S. Internal Revenues Service (“IR®) not challenge such a position, however,
determine that based on the IRSterpretation of the asset test, we were a PFIZ0BO. Thus, there can be no assurance that waatibe
considered a PFIC for 2009 or for any other taxafgdar. We are not providing any U.S. tax opinionahy U.S. Holder concerning ¢
potential PFIC status of our company, and U.S. Eigdhould consult their own tax advisors concertie implication of the PFIC rules
his, her or its particular circumstances. See MIEO: Taxation—United States Federal Income Taxeti®assive Foreign Investmi
Company Considerations.”

17




If we were characterized as a passive foreign invest company, a U.S. Holder (as defined und@EM 10: Additiona
Information—Taxation—United States Federal Inconexdfion—Passive Foreign Investment Company Coredideis”) could avoid certai
adverse passive foreign investment company consegady making a qualified electing fund electioté taxed currently on its proportior
share of the passive foreign investment compamytinary income and net capital gains. Howewer,do not intend to comply with t
necessary accounting and record keeping requirentieait would allow a U.S. Holder to make a quatifedecting fund election with respec
the Company. See “ITEM 10: Additional InformatioffFaxation—United States Federal Income Taxatidtassive Foreign Investmi
Company Considerations.”

Risks Relating to our Location in Israel
Conditions in Israel could adversely affect our buimess.

We are incorporated under Israeli law and our ppacoffices, and research and development faeditare located in Isra
Accordingly, political, economic and military cotidins in Israel directly affect our business. Sittoe State of Israel was established in 19
number of armed conflicts have occurred betweeselsand its Arab neighbors. In recent years, thagebeen an escalation in violence an
Israel, Hamas, Hezbollah, the Palestinian Authaitg other groups. Furthermore, several counfpigscipally in the Middle East, still restr
doing business with Israel and Israeli companies, additional countries may impose restrictionsdoing business with Israel and Isr.
companies if hostilities in Israel continue or iease. These restrictions may limit materially obititg to sell our solutions to companies
these countries. Any hostilities involving Israeltbe interruption or curtailment of trade betwdsrael and its present trading partners,
significant downturn in the economic or financiahdition of Israel, could adversely affect our gems and product development, cause
revenues to decrease and adversely affect the phiaeeof publicly traded companies having opergio Israel, such as us. Additionally,
hostilities involving Israel may have a materiaVese effect on either of our principal subcontestind their facilities in which event, all ¢
portion of our inventory may be damaged, and oilitalo deliver products to customers may be mathradversely affected.

Our operations may be disrupted by the obligation®f personnel to perform military service.

As of December 31, 2009, we employed 252 peopleyhmim 170 were based in Israel. Some of our exeewtificers and employe
in Israel are obligated to perform annual militaegerve duty in the Israel Defense Forces, depgmaintheir age and position in the ar
Additionally, they may be called to active resedugy at any time under emergency circumstanceexXtanded periods of time. Our operati
could be disrupted by the absence for a signifiganiod of one or more of our executive officerkey employees due to military service,
any significant disruption in our operations cohlakrm our business. The full impact on our workfoocebusiness if some of our execu
officers and employees will be called upon to perfanilitary service, especially in times of natibreamergency, is difficult to predi
Additionally, the absence of a significant numbérttee employees at either of our principal subcactors related to military service n
disrupt their operations in which event our abititydeliver products to customers may be materediyersely affected.
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The tax benefits that are available to us require sito meet several conditions and may be terminatear reduced in the future, whicl
would increase our costs and taxes.

Our investment program in equipment at our facilityHod-Hasharon, Israel has been granted approved ersersatus and we are there
eligible for tax benefits under the Israeli Law fime Encouragement of Capital Investments, 195@rnedl to as the Investments Law.
expect to utilize these tax benefits after we zdilour net operating loss carry forwards. As ofddeloer 31, 2009, our net operating 10ss ¢
forwards for Israeli tax purposes amounted to axprately $46 million. To remain eligible for thetax benefits, we must continue to
certain conditions stipulated in the Investments laand its regulations and the criteria set fortthia specific certificate of approval, includi
among other conditions, that the approved enterfirésoperated over a sewsar period and that at least 30% of our investrirefiked asse
of the approved enterprise be funded by additipa&d-up ordinary share capital. If we do not meet theditions stipulated in the Investme
Law and its regulations and the criteria set fanttthe specific certificate of approval in the freuthe tax benefits would be canceled an
could be required to refund any tax benefits thathave received. These tax benefits may not benc@tt in the future at their current level:
at any level.

Effective April 1, 2005, the Investments Law wasesutled. As a result, the criteria for new investraeuialified to receive tax bene
were revised. No assurance can be given that weinvthe future, be eligible to receive additiotak benefits under this law. The termina
or reduction of these tax benefits would increase tax liability in the future, which would reduamur profits or increase our loss
Additionally, if we increase our activities outsidélsrael, for example, by future acquisitionsy mcreased activities might not be eligible
inclusion in lIsraeli tax benefit programs. See “MELO: Additional Information—Taxation4sraeli Tax Considerations and Governn
Programs—Law for the Encouragement of Capital Itmests, 1959.”

The government grants we have received for researdnd development expenditures restrict our abilityto manufacture products anc
transfer technologies outside of Israel and requirais to satisfy specified conditions. If we fail teomply with such restrictions or thes
conditions, we may be required to refund grants preiously received together with interest and penalés, and may be subject to crimin:
charges.

We have received royaltyearing grants from the government of Israel thiotlge Office of the Chief Scientist of the Ministo§
Industry, Trade and Labor, for the financing ofatn of our research and development expenditirésrael, pursuant to the provisions
The Encouragement of Industrial Research and Dpuedat Law, 1984, referred to as the Research andlB@ment Law. In 2007, 2008 ¢
2009, we received and accrued grants totaling 24, and $2.4 million from the Office of the Ch&€ientist, representing 20.2%, 18.3%
20.8%, respectively, of our gross research andldpreent expenditures in these periods. We may ecive future grants or may rece
significantly smaller grants from the Office of ti@&hief Scientist and our failure to receive graintghe future could adversely affect
profitability.
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The terms of the grants prohibit us from manufaotumproducts outside of Israel or transferring lilettual property rights
technologies developed using these grants insideitside of Israel without special approvals. Eifeme receive approval to manufacture
products outside of Israel, we may be requiredaty gn increased total amount of royalties, whicly lm&up to 300% of the grant amount |
interest, depending on the manufacturing volume thgperformed outside of Israel. This restrictioray impair our ability to outsour
manufacturing or engage in similar arrangementstfose products or technologies. Knbaw developed under an approved researcl
development program may not be transferred to kingt parties, except in certain circumstances anjest to prior approval. In addition, if
fail to comply with any of the conditions and régions imposed by the Research and Development diaty the specific terms of unt
which we received the grants, we may be requireckfiond any grants previously received togethehiterest and penalties, and ma
subject to criminal charges. In recent years, thvegiment of Israel has accelerated the rate @fyrapnt of the Office of Chief Scientist gre
and may further accelerate them in the future.

It may be difficult to enforce a U.S. judgment agaist us, our officers and directors in Israel or theUnited States, or to assert U..
securities laws claims in Israel or serve procesa@ur officers and directors.

We are incorporated in Israel. The majority of executive officers and directors are not residefitthe United States, and -
majority of our assets and the assets of thes@peiae located outside the United States. Thereifiomay be difficult for an investor, or ¢
other person or entity, to enforce a U.S. courgjudnt based upon the civil liability provisionstbé U.S. federal securities laws against
any of these persons in a U.S. or Israeli courtpaeffect service of process upon these persotiseirunited States. Additionally, it may
difficult for an investor, or any other person atigy, to assert U.S. securities law claims in ovéd actions instituted in Israel. Israeli courtay
refuse to hear a claim based on a violation of Se8urities laws on the grounds that Israel istim@tmost appropriate forum in which to b
such a claim. Even if an Israeli court agrees far lzeclaim, it may determine that Israeli law aod d.S. law is applicable to the claim. If L
law is found to be applicable, the content of agglie U.S. law must be proved as a fact which @a imeeonsuming and costly proce
Certain matters of procedure will also be goverbhgdsraeli law. There is little binding case law Israel addressing the matters desci
above.

Provisions of Israeli law and our articles of assaation may delay, prevent or make undesirable an ayiisition of all or a significant
portion of our shares or assets.

Our articles of association contain certain pravisi that may delay or prevent a change of conimoluding a classified board
directors. In addition, Israeli corporate law reggak acquisitions of shares through tender offacsraergers, requires special approvals
transactions involving significant shareholders agglulates other matters that may be relevantdsetitypes of transactions. These provis
of Israeli law could have the effect of delayingpseventing a change in control and may make itentbificult for a third party to acquire 1
even if doing so would be beneficial to our shaléérs, and may limit the price that investors maywvilling to pay in the future for o
ordinary shares. Furthermore, Israeli tax constimra may make potential transactions undesirablestor to some of our shareholders.
“ITEM 10: Additional Information—Memorandum of Assiation and Articles of Association—Anti-Takeoverelsures” and “-Acquisition:
under Israeli Law.”
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If the price of our ordinary shares declines, we ny@be more vulnerable to an unsolicited or hostile gyuisition bid.

Notwithstanding provisions of our articles of adation and Israeli law, a decline in the price of @rdinary shares may result in
becoming subject to an unsolicited or hostile asitjoih bid. In the event that such a bid is pullidisclosed, it may result in increa
speculation regarding our company and volatilitypim share price even if our board of directordaiscnot to pursue a transaction. If our b
does wish to pursue a transaction, there can bassorance that it will be consummated successtullthat the price paid will represer
premium above the original price paid for our skag all of our shareholders. See “ITEM 10: Additi Information—Pescription of Shal
Capital—Anti-Takeover Measures” and “—Acquisitiamsder Israeli Law.”

ITEM 4: Information on Allot
A. History and Development of Allot
Our History

Our legal and commercial name is Allot Communiaaidtd. We are a company limited by shares organireder the laws of tl
State of Israel. Our principal executive offices focated at 22 Hanagar Street, Neve Ne’eman Irndugbne B, HodHasharon 45240, Isra
and our telephone number is +972 (9) B2D0. We have irrevocably appointed Allot Commuti@ss, Inc. as our agent to receive servic
process in any action against us in any UnitedeStigderal or state court. The address of Allot @amications, Inc. is 300 TradeCenter, S
4680, Woburn, MA 01801-7422.

We were incorporated in late 1996 as “Ariadne Lahtl commenced operations in 1997. In September, 189 ¢hanged our name
“Allot Communications Ltd.” In 2007, we introduced our Service Gateway platftiat enables broadband providers to build effigisecure
manageable and profitable intelligent networks #ratoptimized to deliver Internbsed content and services. In January 2008, weletet
the acquisition of the business of Esphion Limiedeveloper of network protection solutions farriesis and internet service providers.

We paid for capital expenditures of $2.7 million2009, $1.7 million in 2008 and $3.5 million in Z00Ne have financed our cap
expenditures with cash generated through net pdscieem our initial public offering and private pments of our equity securities.

Our capital expenditures during 2007, 2008 and 2060@sisted primarily of investments in lab equipinéor research ar
development, as well as customer support and derit®. u

B. Business Overview
Overview

We are a leading provider of intelligent IP servimgtimization solutions for mobile, DSL and wiredeBroadband carriers, ca
operator service providers, and enterprises. Outfgio of hardware platforms and software applicas utilizes advanced deep pa
inspection, or DPI, technology to transform broaubgipes into smart networks that can rapidly affidiently manage data over mobile ¢
wireline networks and deploy value added Interrgvises. Our scalable, carrigrade solutions provide the visibility, securitypéicatior
control and subscriber management that are vitatdoaging Internet service delivery, guaranteeimality of experience, or QoE, contain
operating costs, and maximizing revenue in broadiveworks.
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Industry Background

The rapid proliferation of broadband networks ioemet years has been largely driven by demand freensufor faster and more relia
access to the Internet and by the proliferatiotha number and complexity of broadband applicati@sswell as the proliferation of mok
data-enhanced smart phones such as the iPhone.

Rising Network Operational Costs Due to the Rapidtion of Broadband Applicatiot

The increasing adoption of broadband access haslezhaignificant advances in the sophisticationapplications delivered ov
broadband networks. In contrast to traditional eyapions, such as e-mail and wetpwsing, many newer applications, such as P2Rrrie
video, online gaming and online content sites, ireglarge amounts of bandwidth and are highly smsto network delays. In response
these challenges, service providers have beenddecmvest heavily in network infrastructure updga and customer support services in (
to maintain the quality of experience for subsasbe

Rising Data Traffic in Mobile Networl

The mobile data market is growing very rapidly,hnthe advent of the iPhone and other dathanced handsets, as well as the ri
use of mobile modems in laptop computers (“donglesid netbooks. To put this into perspective, theraye smartphone user genet
multiple times as much data traffic as the non-$phame user.

The cost of deploying mobile bandwidth at the asgesint, or the GGSN, in mobile networks is sigrdfitly higher than that
wireline networks. As a result, mobile operators @ready beginning to feel economic and infrastmécchallenges in meeting the rising tid
data traffic over their networks. In addition, agpacity increases in mobile networks, smartphomesuwill have increased expectations 1
respect to speed and performance.

It is becoming increasingly apparent that unmana&fédand even 4G mobile networks will not be abledpe with the rising tide
data traffic.

Service Providers Demand for the Ability to Offeefium and Differentiated Services

Most service providers offer fldee broadband access, regardless of the type dicafipns and data used by subscribers. T
operators provide the same level of service tawiscribers and do not guarantee access qualigrdiess of a subscriberivillingness to pe
for premium services and network performance. lditawh, competition among service providers haseéased because of multiple broadk
delivery options, such as cable, DSL, wireless satdllite. As a result of these factors, broadterwess has become a commodity, contrib
to downward price pressure and high churn rates.

To address these issues and increase thegavezaenue per user, or ARPU, service providers lmgun to offer premiul
differentiated services, such as improved qualdy ¥olP and Internet video. By offering such tierservices and charging subscril
according to the value of these services or acngrdd accumulated usage, service providers cartatiapi on the revenue enhancen
opportunities enabled by broadband applicationsoffer premium services and to guarantee servieeldefor those services, service provi
need enhanced visibility into and control of netivtraffic, including visibility into the type of ggications used on the network and level
traffic generated by different subscribers.
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Increasing Enterprise Demand for Visibility and ety of Missio-Critical Applications

The proliferation of network applications also mets significant challenges for enterprises opegatiide-area networks. Applicatio
such as email, customer relationship management, or CRMgerpnise resource planning and other online traiwaalt and busine
applications are critical to enterprisedility to operate efficiently. Enterprises havecabecome increasingly dependent on broadbanché
and Intranet access, as content distribution betwssrtners and customers, employee remote accedseven VolP, have become m
common. At the same time, the openness of thenetallows employees to use a wide variety of r@aal and norbusiness applications
enterprise networks, resulting in network congestiod negatively impacting employee productivitg. éresult, enterprises have experie
diminished performance of their mission-criticappations.

Network Security Threa

As reliance on the Internet has grown, service igerg and subscribers have become increasinglyevaiite to a wide range
security threats, including denial of service dttacThe attacks hinder the ability of service pdevs to provide high quality broadband ac
to subscribers, prevent enterprises from usingionissitical applications and compromise network anthdategrity. We believe that us
increasingly expect service providers to prote@nthfrom these threats. Therefore, it has becomeeratipe for service providers &
enterprises to identify and block malicious trafiicvery early stages.

The Challenge of Implementing Intelligent Networks

Service providers are seeking to transform genaciess broadband networks into intelligent broadbaetworks. The ability
identify, distinguish and prioritize different ajpgtions plays a major role in intelligent netwarlkanagement, allowing service provider
optimize bandwidth usage and reduce operationalscaghile maintaining high quality of service. Amaltion designers are employ
increasingly sophisticated methods to avoid deatectby network operators who desire to manage né&twme. Traditional netwo
infrastructure devices, such as routers and swstcbe not generally have sufficient computing reses or the required algorithms
distinguish between different and rapidly evolviagplications. The dilemma of implementing inteltigeetworks is further complicated
today’s higher speed broadband networks, which carryanelbus amounts of data and serve millions of custenunlike traditional netwo
infrastructure devices, such as switches and reutenich can perform only a very limited examinatiaf packets, DPI solutions offer act
management of each application and subscribereéméiwork requiring significant processing powed apeed, greater memory and spt
algorithms.
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The Allot Solution

Our solutions enable service providers torojze and monetize their wireline and mobile datavoeks. These solutions emp
advanced deep packet inspection, or DPI, whichtifies applications by examining the content enciégted in packets, including header
application information. By correlating data frorultiple packets and flows, searching for applicatgignatures and recognizing applica
behavior, our solutions identify each subscribat application in the network and providedepth, real time information about their beha
Once an application has been identified, it cambe@aged using predetermined policies that deterthiméevel of network resources alloce
for that application based on the business stratédlye service provider or enterprise. We haveettmed marketeading DPI technology th
accurately identifies hundreds of application pcots at higher speeds and creates customizedetbtzshge analyses and reports. Our visi
that our technology will become a platform for aga of valueadded services, rather than an added feature amerr Once our DPI engine
able to provide information regarding applicationaning over the network, we believe our platforitl @nable service providers to use
information to drive additional revenues by enatpledditional functionalities on our DPI platforrm RO08, we acquired the busines:
Esphion, a developer of network protection soligidor carriers and internet service providers, Whitcreased the scope of our prot
offering. In 2009, we announced the Allot MediaSywéf solution designed to save backhaul cost weproviders and to enhance QoE to
users by caching and accelerating popular intendeo, and the Allot WebSafe, a network serviceigiesd to block access to illegal webs
defined by the Internet Watch Foundation (IWF).

Our Products
Traffic Management Systems
Our traffic management systems consist of the Ser@iateway platform and the NetEnforcer produet.lin

The Service Gateway platform is an open standaaded platform for broadband service control anthvpation based on DPI. It
based on an AdvancedTCA®-compliant chassis withutasgdhotswappable DPI blades. A single platform providesawa6 Gigabit Ethern
ports or eight 10 Gigabit Ethernet ports, suppgrtip to 60 Gigabits per second (Gbps) of throughithin the Service Gateway, 1
application and subscriber information for eacfffitdlow is identified by a single DPI process ti@an then dispatch the flow to an arra
additional services and actions. These actions niapugh additional blades on the platform, includafic prioritization and Quality «
Service, or QoS, optimization, filtering (includingarental control), blocking security threats (@ldane and denial-of-servicgrevention)
media caching or collecting records for real-tirharging or offline usage-based charging.

The Service Gateway is designed to reduce thearastcomplexity of developing new services. It ilrs®s operation efficiency
enabling service providers to deploy multiple seesi through a single mulpdrpose platform rather than by using multiple Engurpos
appliances. Using the Service Gateway, serviceigeos are able to manage all services using the gaoticy control rules and managern
application. The Service Gateway enables providersninimize the number of packets handled by egaplieation for all services |
leveraging a single DPI process.

The Service Gateway platform also leverages ourepfulvNetXplorer centralized management softward @nfully integrated wit
our Subscriber Management Platform, described helow
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Our NetEnforcer traffic management system inspeuntmitors and controls network traffic by applicatiand by user. NetEnfort
devices are positioned at multiple strategic nekwlocations where the most traffic traverses and lba monitored and managed. Tt
locations include network access points, or “peepmoints,” where the networkonnects to other networks and data centers. Neté&m
includes its own management software and can asmdnaged by other vendor management applicatiwosgh an interface that integre
with the end-customes’ operating environment. These applications inclpdicy servers, provisioning systems, customee cand billing

applications.

Our traffic management devices are available iressh\different models to address the needs of & wadge of service providers

enterprises:

Series Target Market Operation Speeds Subscribers(1)

NetEnforcer A(-400 Small to medium enterprise networks and se Up to 200 Mbps Up to 4,00C
provider network:

NetEnforcer A(-800 Medium and large enterprise networks and me Up to 620 Mbp: Up to 28,00(
service provider network

NetEnforcer A(-1000/ AC. Carrierclass solutions used by medium and | Up to 2 Gbps and 5 Gb] Up to 80,000

2500 service provider network respectively

NetEnforcer A(-1400/ AC- Carriei-class solutions used by large enterf Up to 2 Gbps and 8 Gb] 160,000

3000 networks and medium and large service prov respectively
networks

NetEnforcer A(-5000 Carrierclass solutions used by medium and | Upto 15 Gbps 400,000

service provider networks with 1G and 10GE netw

NetEnforcer A(-10000 Carrier-class solutions used by medium and | Up to 30 Gbp: Up to 800,00(
service provider networks with 1G and 10GE netw

Service Gateway - Carrieclass solutions used by medium and | Up to 60 Gbp: Up to 2,000,00(

Omega/Sigmi service provider network

@ Represents the maximum number of subscribers theyseem can handle simultaneously. Typically, doen¢twork topolog)

redundancy requirements and other constraints, asi¢htal bandwidth available per subscriber, tttaa number per product unit

lower

Our Service Gateway platforms are designed to neBS Level 3 certification requirements to ensuperation in extrerr

environmental conditions.

Network Management Application Suites

Our network management application suites condisthe NetXplorer management application and thesStiber Manageme

Platform.
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The NetXplorer management application suite pravisiervice providers and enterprise customers dyhgghnular, real time view
all traffic on the network. This centralized managat suite, works in conjunction with our Servicat@vay and NetEnforcer products
provide network traffic intelligence and enableegptises and service providers to effectively mankgpadband services and set policie:
the use of their networks. The data provided fronitiple systems are aggregated, analyzed and cedvaging our NetXplorer managerr
application suite.

NetXplorer architecture consists of four elemefitst, the client element is the NetXplorer gragtiaser interface application; secc
the server element consisting of the actual Netdéplapplication, including the database; third, dp&onal collector element, which assist
collecting large amounts of data from multiple SegvGateways or NetEnforcers; and fourth, an agkmhent that is an aduh to the Servic
Gateway or the NetEnforcer that enables them tm&eaged by the NetXplorer and support all netwoskagement functions.

Our Subscriber Management Platform, or SMP, isadabte system that helps service providers buildngglligent service netwo
designed to deliver the QoE that each subscribpeatx, while allowing providers to manage netwoskage. The SMP monitors subscr
behavior to identify, track and report short- ondderm usage trends. Behavior can be tracked on dividnal basis or for groups
subscribers. By analyzing these trends, providarsknow which services are the most popular and whiom. This allows the provider
quickly roll out new or packaged services basedhdividual subscriber demand and preferred delivéhye SMP supports psubscriber Qo
policy definition, enabling providers to rapidlyeaite and deploy tiered service plans that allofeint subscribers to have different qui
parameters on a per-service basis. This capalitigether with the SMB’tiered services control and quota managemenirisgtcreate
opportunity for innovative service packaging anitipg based on individual subscriber demand andemed delivery. This flexible a1
customized delivery helps service providers in@eARPU, reduce churn and facilitate the introductid new revenugenerating servic
without service interruption.

Value Added Services
ServiceProtector
Our ServiceProtector ensures service continuityguatds network integrity against known and unknafneats. Through immedi:
identification of Denial of Service (DoS/DDoS) atks, Zero Day attacks, worms, zombie and spambuaier, the ServiceProtector enal
fast, surgical mitigation by automatically blockjrgniting or isolating only the offending traffiwhile allowing legitimate traffic to flow. Tt
ServiceProtector’s scalable, carrier-grade perfocaasupports up to 10GBPS throughput and is cobiipatiith 1 GE and 10 GE networks.
MediaSwift
The solution synergizes our DPI and caching conrmgete and is designed to save backhaul cost toceepvoviders and to enhal

QOoE to end users by caching and accelerating pomiénet video. MediaSwift is offered as an emtdrsolution with our Service Gateway
it is also offered as a solution with other Alldagiorms. The MediaSwift is planned to be offeredaa internal blade with our Service Gatev
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WebSafe

The solution is a network service designed to blackess to illegal websites defined by the Inte¥datch Foundation (IWF). At tl
same time, it allows operators to comply with enrggglegislation surrounding online child sexual séuimages and other illel
content. WebSafe is offered as an integrated s@within our Service Gateway and it is also offeas a solution with other Allot platforms.

Customers

We have a global, diversified emtdistomer base consisting primarily of service ptews and enterprises. Our direct customer
generally distributors, resellers, OEMs and systgegrators, who we refer to as our channel pastriar2009, we derived 52% of our rever
from Europe, the Middle East and Africa, 26% fromighand Oceania and 22% from the Americas. We gépemly have direct contact w
end-customers in the case of larger projects, as snmaibgects are driven by our channel partners.0092 we had a significant customer wt
accounted for 15% of our revenues.

Channel Partners

We market and sell our products to endstomers both by direct sales and through ourragoartners, which include distributc
resellers, OEMs and system integrators. Our chapaghers generally purchase our products from penueceiving orders from end-
customers and are responsible for installing aodigding initial customer support for our produd®ur channel partners are located aroun
world and address most major markets. Our chararéhgrs target a range of enders, including carriers, alternative carrierbleaperator:
private networks, data centers and enterprisesvinida range of industries, including governmentaficial institutions and education. (
agreements with channel partners that are distnibudr resellers are generally nexelusive and are for an initial term of one yead
automatically renew for successive oresar terms unless terminated. After the first ysach agreements may be terminated by either
upon ninety days prior notice.

We offer support to our channel partners. This supimcludes the generation of leads through margetvents, seminars and web-
based leads and incentive programs as well asitedland sales training.

Our sales staff's direct contact with eadstomers consists mainly of developing leads torahannel partners. A vast majority of
sales occur through our channel partners.

Sales and Marketing

The sales and deployment cycle for our productgesdrased upon the intended use by theceristbmer. The sales cycle for ini
network deployment may generally last between arkthree years for large and medium service preosjdgx to twelve months for sm
service providers, and one to six months for emnisep. Followen orders and additional deployment of our produstgally require short
cycles. Large and medium service providers genetale longer to plan the integration of our san$ into their existing networks and to
goals for the implementation of the technology.
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We focus our marketing efforts on product positimpiincreasing brand awareness, communicating ptadlvantages and genera
gualified leads for our sales organization. We retya variety of marketing communications channiglsluding our website, trade sho
industry research and professional publicatiors piiess and special events to gain wider markeisexp.

We have organized our worldwide sales efforts th®following three territories: North and South Amca, Europe the Middle E:i
and Africa, and Asia and Oceania. We have regioffales in the U.S., Israel, France, Spain, UnKéigdom, Singapore, Japan and China,
a dedicated regional presence in Germany, ItalyGhech Republic, India, Hong Kong and Australi® &0 maintain a regional presenc
Mexico and Brazil.

As of December 31, 2009, our sales and marketad, #tcluding product management and businessldpueent functions, consist
of 57 employees.

Service and Technical Support

We believe our technical support and professioealises capabilities are a key element of our satestegy. Our technical st
assists in presales activities and advises charamgiers on the integration of our solutions intd-aser networks. Our basic warranty exter
to end-customers through our channel partnerséetmonths for software and twelve months for haréwGenerally, endustomers are al
offered, through our channel partners, a choicenaf year or thregear customer support programs when they purchaseroducts. The:
customer support programs can be renewed at thefehdir terms. Our end-customer support plansrdfie following features:

. expedited replacement units in the event of a wayrelaim; anc
. software updates and upgrades offering new featurésiddressing new network applicatic

Our channel partner support plans are designedataomize network ugime and minimize operating costs. Our channelngast an
their end-customers are entitled to take advantdgeur around-theslock technical support which we provide through &aur help desk
located in France, Israel, Singapore and the Ur8tates. We also offer our channel partners 24-hocess to an external wehsed technic
knowledge base, which provides technical suppdorination and enables them to support their custsrimelependently and obtain follow
and support from us. We manage our channel pagndrcustomer support efforts through a single deabwvhich enables us to tr.
seamlessly any response provided to a channelgoanimendeustomer from a different office and to escalateomatically any custom
inquiry after a predetermined period of time.

The expenditures associated with the technical atigpaff are allocated in our statements of opematbetween sale and marke
expenses and cost of goods sold based on theofodesl tasks performed by personnel.

As of December 31, 2009, our technical staff caadi®f 57 employees.
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Research and Development

Our research and development activities take pladsrael and New Zealand. As of December 31, 2@29¢f our employees we
engaged primarily in research and development. @vete a significant amount of our resources towaedsarch and development to introc
and continuously enhance products to support auwwilyr strategy. We have assembled a core team efriexgged engineers, many of whom
leaders in their particular field or discipline ahdve technical degrees from top universities axgkegence working for leading Isra
networking companies. These engineers are invdlvedivancing our core technologies, as well aspjplyang these core technologies to
product development activities. Our research anetldpment efforts have benefited from royattyaring grants from the Office of the Cl
Scientist. The State of Israel does not own anypetary rights in technology developed with thei€¥ of the Chief Scientist funding a
there is no restriction related to the Office of tBhief Scientist on the export of products manwiae using technology developed with Of
of the Chief Scientist funding. For a descriptidirestrictions on the transfer of the technology arith respect to manufacturing rights, ple
see “ITEM 3: Key Information—Risk FactorsFhe government grants we have received for researdidevelopment expenditures restrict
ability to manufacture products and transfer tetbgies outside of Israel and require us to sassfgcified conditions. If we fail to comply w
such restrictions or these conditions, we may logired to refund grants previously received togethi¢h interest and penalties, and ma
subject to criminal charges.”

Manufacturing

We subcontract the manufacture and repair of agade NetEnforcer products (AC-400, AC-800, AC-1G0@l AC2500) to R.F
Electronics, an Israeli manufacturer and manufacturd repair of our Service Gateway platforms amdnewer NetEnforcer products (AC-
1400, AC-3000, AC-5000 and ACB000) to Flextronics (Israel) Ltd., a subsidiafyFtextronics, a global electronics manufacturirgvice:
company. This strategy enables us to reduce oed foosts, focus on our core research and develdmumpetencies and provide flexibility
meeting market demand. R.H. Electronics and Fleitso(Israel) are contractually obligated to previgs with manufacturing services base
agreed specifications, including manufacturingeadding, testing, packaging and procuring the ramtemals for our devices. We are
required to provide any minimum orders. Our agregmeth each contractor is automatically reneweduatly for additional onerear terms
R.H. Electronics may elect not to renew our agregméth them by giving us at least 90 days priotice®to the expiration of any such te
Furthermore, R.H. Electronics may terminate oueagrent at any time during the term upon 120 daigs potice. Flextronics (Israel) m
terminate our agreement with them at any time dutire term upon 180 days prior notice. We reta@right to procure independently any
the components used in our products. Both contrauttave U.S. affiliates to which they can, with gréor consent of the Office of the CF
Scientist, transfer manufacturing of our produ€tseicessary, in which event we may be requiredaipipcreased royalties to the Office of
Chief Scientist. We expect that it would take apprately six months to transition manufacturingoof products to an alternate manufacturer.
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We design and develop internally a number of thg é@mponents for our products, including printectwit boards and softwa
Some of our produdd’ hardware components are obtained from singlenited sources. Since our products have been degigmincorpora
these specific components, any change in these @oenps due to an interruption in supply or our iligbto obtain such components ol
timely basis would require engineering changesuioppoducts before we could incorporate substita@ponents. In particular, we purch
the central processing unit for our Service Gatewkforms and for our NetEnforcer AC-1400, AC-3p@IC-5000 and ACEO000 fron
NetLogic Microsystems, Inc. (through the acquisitaf Raza Microelectronics, Inc.) and for our Ndtiner AC-400 and our NetEnforcer AC-
800 from Intel Corporation and we have agreed tehmse the network processor for our NetEnforcerl@G0 and our NetEnforcer A250(
from Hifn Inc. We carry approximately three to sponths of inventory of key components. We also wadsely with our suppliers to moni
the end-oflife of the product cycle for integral componerasd believe that in the event that they announcedériife, we will be able t
increase our inventory to allow enough time forlaejng such components. We do not have a suppleagent with Intel Corporation and
agreements with our other suppliers do not coraaiy minimum purchase or supply commitments. We Hmeen informed by Hifn that it
their general policy to provide their customershaat six-month last-timéuy option and twelve months to take delivery a firoduct in th
event that Hifn decides to discontinue productibhe network processor. Product testing and gqualiisurance is performed by our con
manufacturer using tests and automated testingoeganit and according to controlled test documentatie specify. We also use inspec
testing and statistical process controls to asheeuality and reliability of our products.

Competition

Our principal competitors are Cisco Systems (thiotlge acquisitions of Bube and Starent Networks, Corp.) and Sandvinée
service provider market, and Blue Coat Systems, (tihcough its acquisition of Packeteer) in theegmtise market. We also compete wi
number of smaller competitors such as CloudShigdhfologies, Inc. and Procera Networks, Inc., anccampete indirectly with router &
switch infrastructure companies that offer featuseich address some of the problems that our mtsdaddress. We also face compet
from companies that offer partial solutions addressnly one aspect of the challenges facing braadlproviders, such as network monito
or security. We compete on the basis of produdop@iance, such as speed and number of applicatiemsified, ease of use and installat
and customer support. Price is also an importdtitp@gh not the principal, basis on which we corep&ee “ITEM 3: Key Information-Risk
Factors—We may be unable to compete effectively with otbempanies in our market who offer, or may in thaurfe offer, competin
technologies.”

Intellectual Property

Our intellectual property rights are very importéamtour business. We believe that the complexitpwf products and the knolew
incorporated in them makes it difficult to copy ither replicate their features. We rely on a comtiimaof confidentiality and other protect
clauses in our agreements, copyright and tradentarksotect our knowhtow. We also restrict access to our servers phiysiaad throug!
closed networks since our product designs and softare stored electronically and thus are higblygble.

We customarily require our employees, distributoesellers, software testers and contractors toutgeconfidentiality agreements
agree to confidentiality undertakings when thelatienship with us begins. Typically, our employmeontracts also include the followi
clauses: assignment of intellectual property rigotsall inventions developed by employees, migtlosure of all confidential information, &
non-compete clauses, which generally restrict thpleyee for six months following termination of elmyment. The enforceability of non-
compete clauses in certain jurisdictions in whiah aperate may be limited. Because our product desigd software are stored electronic
and thus are highly portable, we attempt to redbeeportability of our designs and software by pbglly protecting our servers through
use of closed networks, which prevent external sst@ our servers.
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The communications equipment industry is charamterby constant product changes resulting from teelnological developmen
performance improvements and lower hardware cd¥ts.believe that our future growth depends to adaggtent on our ability to be
innovator in the development and application ofdlare and software technology. As we develop thé generation products, we intenc
pursue patent protection for our core technologiebe telecommunications segment. We plan to gegdnt protection in our largest marl
and our competitorsnarkets, for example in the United States and Erés we continue to move into markets, such asnladorea ar
China, we will evaluate how best to protect ouhtexogies in those markets. We intend to vigoroystysecute and defend the rights of
intellectual property.

As of December 31, 2009, we had two U.S. patentstan pending patent applications in the Unitedt€¥taWe expect to formali
our evaluation process for determining which iniem to protect by patents or other means. We ddmnagertain that patents will be issue
a result of the patent applications we have filed.

We have obtained U.S. trademark registrations éotain of our key marks that we use to identify prtoducts or services, includi
“NetEnforcer” and “Allot Communications.”

Government Regulation

See “ITEM 5: Overview—Government Grant&r a description of grants received from the Qffiof the Chief Scientist of t
Ministry of Industry, Trade and Labor.

C. Organizational Structure

We conduct our global operations throughngiolly-owned subsidiaries: (1) Allot Communications, Ifeadquartered in Wobu
Massachusetts; (2) Allot Communication Europe SARtadquartered in Sophia, France; (3) Allot Commations Japan K.K., headquarte
in Tokyo, Japan; (4) Allot Communication (UK) Lired, headquartered in Guildford, England; (5) AlBd@mmunications (Asia Pacific) P
Ltd., headquartered in Singapore; and (6) Allot Gamications (New Zealand) Limited, headquartereduckland, New Zealand. Our U
subsidiary commenced operations in 1997 and engagibe sale, marketing and technical support sesvin the United States, Canada
Central and Latin America of products manufactubsd and imported from our company. Our French, U.Jkapanese and Singag
subsidiaries engage in marketing and technical aiipgervices of our products in Europe, Japan asih ARacific, respectively. Our N
Zealand subsidiary engages in development and itdlsupport services.

D. Property, Plants and Equipment
Our principal administrative and research and dgueknt activities are located in a 39,245 squank (8,646 square meter) facility

Hod-Hasharon, Israel. The lease for this facility comoesl in July 2006 and will expire in July 2013. \Welieve that this facility will b
adequate to meet our needs in Israel for at lbastéxt twelve months.
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We also lease a 5,862 square foot (545 square yrfegdlity in Woburn, MA, for the purposes of our.&l sales and marketi
operations pursuant to a lease that expires in s8tugQ014. We lease other smaller facilities for ghepose of our development, sales
marketing and support activities in France, thetéthKingdom, Italy, Germany, the Czech Republieg@pore, Spain, China, Japan and
Zealand.

ITEM 4A: Unresolved Staff Comments
Not applicable.
ITEM 5: Operating and Financial Review and Prospecs
A. Operating Results
Overview

We are a leading provider of intelligent IPvaee optimization solutions for DSL, wireless anabile broadband carriers, ca
operator service providers, and enterprise. Outfg@ir of hardware platforms and software applioat utilizes advanced DPI technolog
transform broadband pipes into smart networksdhatrapidly and efficiently manage data over moaiid wireline networks and deploy ve
added Internet services. Endstomers use our solutions to create sophistigaddidies to monitor network applications, enforpaality of
service policies that guarantee missaritical application performance, mitigate securigks and leverage network infrastructure investis
Our carrier-class products are used by serviceigeoy to offer subscriber-based and applicabased tiered services that enable the
optimize their service offerings, reduce churn saéed increase ARPU. We market and sell our predtiobugh a variety of channe
including direct sales and through our channelneat, which include distributors, resellers, OEMd aystem integrators. End customers o
products include carriers, mobile operators, calplerators, wireless, wireline and satellite Intéservice providers, educational institutic
governments and enterprises.

There has been a rapid proliferation of broadbastaorks in recent years, which has been largelyedriby demand from users
faster and more reliable access to the Internetbgnithe proliferation in the number and complexafybroadband applications. The Inter
which was designed originally to support web sgfand email applications, now supports humerous advaneedces, such as interact
gaming and video conferencing. In addition, theas been an exponential increase in ovendipelnternet services, such VolP and vi
streaming. These new applications are driving lagerice providers to explore ways to efficientlamage bandwidth resources in viev
these and other bandwidtieavy applications. As a result, a number of tlseseice providers are considering deploying DPhtexdtogy in thei
networks. We believe that large service providasswell as cable and mobile operators, presengrdfisant market opportunity and are
important element of our long term strategy.
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In 2009, the primary driver of our growth was thelite market, which was highlighted by our signmrame agreement towards
end of the second quarter with a global Tier 1 fdeobperator group. Revenues in 2009 from this enstoaccounted for 15% of our tc
revenues.

Revenues

We generate revenues from two sources: (1) salesuohetwork traffic management systems and outicadjon suites, and (
maintenance and support services, including irtafi and training. We generally provide mainteraand support services pursuant to a one
or three-year maintenance and support program,hahizy be purchased by customers at the time ofugtqalirchase or on a renewal basis.

We recognize revenues from product sales when asitsievidence of an agreement exists, deliveth®fproduct has occurred,
significant obligations with respect to implemematremain, the fee is fixed or determinable, aalflection is probable. We grant a opeal
hardware warranty and a three-month software wgrran all of our products and record a liability the time the produd’ revenue
recognized. We estimate the liability of possiblartanty claims based on our historical experieWearranty claims have to date b
immaterial to our results of operations. Maintereaand support revenues are recognized on a stilaightasis over the term of the applici
maintenance and support agreement.. See “—Criicabunting Policies and Estimates—Revenue Recamriitielow.

Customer concentrationln 2009, we derived 15% of our revenues fronbgldlier 1 mobile operator group. In 2008 and 20
single customer accounted for 10% or more of ovemeaes.

Geographical breakdown The following table sets forth the geographiedikdown of our revenues for the periods indicated:

Year Ended December 31

2007 2008 2009
United States 20 21 15
Europe 33 33 45
Asia and Oceania 30 30 26
Middle East and Africa 6 7 7
Americas (excluding United State 11 9 7
Total 10C% 10(% 10(%

Cost of revenues and gross margins

Our product cost of revenues consists primarilgadts of materials, manufacturing services andhmast, warehousing, testing i
royalties paid primarily to the Office of the Chigtientist of the Israeli Ministry of Industry, T and Labor. Our services cost of reve
consist primarily of salaries and related persomosts for our customer support staff as well gsltg payments mentioned above. We ex
cost of revenues to increase as a result of theedse in our product and service revenues, theased sales of our higher end prod
primarily consisting of our Service Gateway plather and the NetEnforcer ACB000 and sale of extended service suites to laogéd
customers that will require additional personneinigi and other expenditures. This increase mayffsetoby increased sales of our netw
management application suites as their direct obsevenues are expected to be lower. As a result,gross margins as a percentag
revenues may decrease.
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Operating expenses

Research and developmenOur research and development expenses consisdrgy of salaries and related personnel coststscto
subcontractor services, depreciation, rent andsanfsinaterials consumed in connection with thegtesind development of our products.
expense all of our research and development castiey are incurred. Our net research and developm@enses are comprised of g
research and development expenses offset by fimguicrough royaltysearing grants from the Office of the Chief ScishtSuch participatic
grants are recognized at the time at which we atilex] to such grants on the basis of the costsried and included as a deduction of rese
and development expenses (See “—Government Graelsiv). We believe that significant investmentésearch and development is esse
to our future success and expect that in futur@gerour research and development expenses wi@se on an absolute basis.

Sales and marketing Our sales and marketing expenses consist ptiyradrsalaries and related personnel costs, traxpénses, cos
associated with promotional activities such as jguigllations, conventions and exhibitions, rentadenses, depreciation and commissions
to third parties. We intend to continue our acisgtto target the service provider market and fbegewe expect that sales and marke
expenses will increase on an absolute basis irfutuge as we hire additional sales, marketing arekgle support personnel, continu
promote our brand, establish marketing channelseapdnd our presence worldwide.

General and administrative Our general and administrative expenses coatisalaries and related personnel costs, rentaresqs
costs for professional services and depreciatioa.elpect these expenses to increase on an abbakiteas we hire additional personnel
incur additional costs related to the growth of business as we increase our global presence. @eamat administrative expenses also inc
costs associated with corporate governance, taxpliamee, compliance with the rules implemented bg t.S. Securities and Excha
Commission and NASDAQ, premiums for our directod afficer liability insurance and for defending tbkass action lawsuit filed against
and certain of our directors and officers. See MI'B: Financial Information—Consolidated Statemeatsi Other Financial Informatien
Legal Proceedings.”

Financial expenses, net

Financial expenses, net consists primarily of egerarned on our cash balances and other finangiedtments, foreign currer
exchange gains or losses, devaluation of marketaalerities and bank fees.
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As of December 31, 2009, we held $27.9 million ohgipal invested in ARS, which were rated AAA afd at the time of purchas
Due to the continued deterioration of, and uncetigs in, the credit and capital markets, our ARSehexperienced multiple failed auctions
to a lack of liquidity in the market. A number afr)ARS have had their credit rating downgradeddate, our ARS have paid all their inte
payments. Based on an analysis of their fair value,have recorded in 2009 an impairment charge$3d® million to financial and oth
expenses, net, in our statement of operations regpect to devaluation, which is considered “othan temporary.'f the credit and capit
markets further deteriorate or we experience amjtiadal ratings downgrades on any ongoing investsian our portfolio, including of AR
we may incur additional impairments to our investimgortfolio and record further impairment chargesur financial and other expenses,
in our statement of operations. See “—Ciritical Aatting Policies and Estimates— Marketable Secufitilow.

In addition, the financial and other income (exg=)snet, may fluctuate due to foreign currencyharge gains or losses, as we
the interest rate changes. See “ITEM 11: Quanti#adind Qualitative Disclosures About Market Riskereign Currency Exchange Risk” and
Risk of Interest Rate Fluctuation.”

Approved and Privileged Enterprise

Our facilities in HodHasharon, Israel have been granted Approved Eigerptatus under the Investments Law and enjoicerd
benefits. We expect to utilize these tax benefiterave utilize our net operating loss carry fordsr As of December 31, 2009, our
operating loss carry forwards for Israeli tax pusg® amounted to approximately $46 million. Incoraeved from other sources, other than
“Approved Enterprise,’tluring the benefit period will be subject to taxtla¢ regular corporate tax rate. For more infororatbout the te
benefits available to us as an Approved and Pgeite Enterprise see “ITEM 10: Additional InformatieiTaxation and Governme
Programs—Law for the Encouragement of Capital Itmests, 1959.”

Government Grants

Our research and development efforts have beendath in part, through grants from the Office of fhief Scientist under ¢
approved plans in accordance with the Israeli LamEncouragement of Research and Development imthestry, 1984, or the Research
Development Law. Through December 31, 2009, wereadived approval and recorded in our books graréding $19.2 million from th
Office of the Chief Scientist, excluding $4.1 nulii attributed to NetReality products. Under Isréeli and the approved plans, royalties or
revenues derived from sales of all of our prodacespayable to the Israeli government, generalthatate of 3.0% during the first three y
and 3.5% beginning with the fourth year, up to dnsount of the received grants as adjusted fordhtain in the U.S. dollar/shekel excha
rate. The amounts received after January 1, 1989 ibéerest at twelve month LIBOR as at the begignof the year in which a grant
approved. Our obligation to pay these royaltiesastingent upon actual consolidated sales of oadyets and no payment is required it
sales are made. As of December 31, 2009, we hadtatanding contingent obligation to pay royaltie¢the amount of $10.4 million.

The government of Israel does not own proprietayfyts in knowledge developed using its funding drete is no restriction related
such funding on the export of products manufactwsithg the know-how. The knohew is, however, subject to other legal restricdi
including the obligation to manufacture the prodoased on the know-how in Israel and to obtainQffece of the Chief Scientist’ consent 1
transfer the knovirow to a third party, whether in or outside Isrddlese restrictions may impair our ability to outstTe manufacturing or en
into similar arrangements for those products ohtetogies and they continue to apply even afterhage paid the full amount of royalt
payable for the grants.
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If the Office of the Chief Scientist consents te thmanufacture of the products outside Israel, dyailations allow the Office of t
Chief Scientist to require the payment of increass@lties, ranging from 120% to 300% of the amaafithe grant plus interest, depending
the percentage of foreign manufacture. If the mactufing is performed outside of Israel by us,rdite of royalties payable by us on revet
from the sale of products manufactured outsidesoddl will increase by 1% over the regular ratésthé manufacturing, marketing ¢
distribution is carried outside of Israel, the rafeoyalties payable by us on those revenuesheiltalculated in accordance with the propo
between the grant received and the grant plus theuat of our own investments in research and deweémt for such technology. T
Research and Development Law further permits tHe®©®bf the Chief Scientist, among other thingsapprove the transfer of manufactul
or manufacturing rights outside Israel in exchafagean import of certain manufacturing or manufaictg rights into Israel as a substitute
lieu of the increased royalties.

The Research and Development Law provides thatahsent of the Office of the Chief Scientist foe tnansfer outside of Israel
know-how derived out of an approved plan may only benigmh under special circumstances and subject fiiriént of certain conditior
specified in the Research and Development Law ksafe: (a) the grant recipient pays to the Offidetee Chief Scientist an amount baset
the scope of the support received, the royaltiasulere paid by the company, the amount of timedlepsed since the date on which the g
were received, and the sale price (according ttaiceformulas), except if the grantee receives fritra transferee of the knoloew ar
exclusive, irrevocable, perpetual unlimited licetsdully utilize the know-how and all related righ (b) the grant recipient receives knbaw
from a third party in exchange for its Office oktlChief Scientist funded knotww; or (c) such transfer of Office of the Chiefetist funde
know-how arises in connection with certain types@dperation in research and development activities

In September 2002, we acquired the assets of NE#Remn Israeli manufacturer, from a receiver anst to a court ruling.
connection with the NetReality acquisition, we ased a commitment to pay royalties to the Officahaf Chief Scientist up to the amoun
the contingent liabilities derived from the grathsit had been received by NetReality prior to tbquésition. Following the acquisition
NetReality, the Office of the Chief Scientist meigbe NetReality approved plans with our other apped plans under a unified file. In Ag
2007, the Office of the Chief Scientist notified afsits decision, per our request, to separateNbEReality related approved plans from o
approved plans. The Office of the Chief Scientisbapproved the discontinuation of the NetReakfated approved plans and as a resu
were released from the obligation to pay the baarfdhe royalties in the amount of $4.7 million.

Factors Affecting Our Performance

Our business, financial position and results ofrapens, as well as the periodperiod comparability of our financial results,
significantly affected by a number of factors, sooh&hich are beyond our control, including:
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Size of end-customers and sales cyclége have a global, diversified esdstomer base consisting primarily of service piexs an
enterprises. We are making efforts to increasesales to large service providers. The deploymenbusfproducts by small and mids
enterprises and service providers can be complefatively quickly with a limited number of NetEnmfer and/or Service Gateway syst
compared to the number required by large servioeigers. Large service providers take longer ta pkee integration of our solutions into tt
existing networks and to set goals for the impletagon of the technology. Sales to large serviaeviglers are therefore more complicate
they involve a relatively larger number of netwalements and solutions, as well as NetEnforcercargérvice Gateway systems. We
seeking to achieve further significant customerswimthe large service provider market that wouditively impact our future performan
However, our performance is also influenced bysaleles for our products, which typically fluctediased upon the size and needs of
customers that purchase our products. We expetirtbeased sales to large service providers ofi&erGateway platforms will result
longer sales cycles that will increase unprediditshiegarding the timing of our sales and may eaasr quarterly and annual operating re:
to fluctuate if a significant customer delays itgghasing decision and/or defers an order. Furtbe¥monger sales cycles may result in de
from the time we increase our operating expenseésnaake investments in inventory, until the timetthe generate revenue from rele
product sales.

Average selling prices Our performance is affected by the selling pii¢eour products. We price our products based omerse
factors, including manufacturing costs, the staigite products life cycle, competition, technical complexitytbe product, discounts given
channel partners in certain territories, custonraand other special considerations in conneatiith larger projects. We typically are able
charge the highest price for a product when iirs fntroduced to the market. We expect that therage selling prices for our products
decrease over the productife cycle as our competitors introduce new puatsliand DPI technology becomes more standardiredrder t
maintain or increase our current price, we expkeat tve will need to enhance the functionality of edisting products by offering higt
system speeds, additional value added servicesfemtdres, such as additional security functiongpstting additional applications &
enhanced reporting tools. We also from time to tinmieoduce enhanced products, typically higher ewudiels that include new architecture
design and new capabilities, primarily to highed enodels. Such enhanced products typically increaseaverage selling price. To furt
offset such declines, we sell maintenance and stppagrams on our products, and as our custormss Bad number of field installations g
our related service revenues are expected to iserea

Cost of revenues and cost reduction®ur cost of revenues as a percentage of totehtees was 24.7% for 2007, 26.1% for 2008
28.3% for 2009. Our products use off-thleelf components and typically the prices of suompgonents decline over time. However,
introduction and sale of new or enhanced produntssgrvices may result in an increase in our aafstsvenues. We make a continuous e
to identify cheaper components of comparable perémce and quality. We also seek improvements inneegng and manufacturi
efficiency that will reduce costs. Since our castavenues also include royalties paid to the @ffi€ the Chief Scientist, our cost of sales
be impacted positively or negatively by actionstloé Israeli government changing the royalty ratar @roducts incorporate features
require payment of royalties to third parties. tidition, new products, such as the Service Gateseaigs, usually have higher costs during
initial introduction period. We generally expectthucosts to decline as the product matures and saleme increases. Introduction of r
products may also involve a significant decreasgeimand for older products. Such a decrease mait iesa devaluation or writeff of suct
older products and their respective component2009, we recorded a wrieff of $0.8 million of inventory to our cost of remues fc
products and components, out of which $0.3 milioattributable to components that became obsdigteto the introduction of new produ
The growth of our customer base is usually coupligh increased service revenues primarily resulfiogn increased maintenance and sup
In addition, the growth in our installed base wiltinge service providers may result in increased ateimfor professional services suct
training and installation services. Increase in dedhfor such services may require us to hire aafthti personnel and incur other expenditt
However, these additional expenses, handled aiffigiemay be utilized to further support the growthour customer base and increase se
revenues.
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Currency exposuréd majority of our revenues and a substantial partsd our expenses are denominated in the U.S.rdbllawever
a significant portion of the expenses associatdtl air global operations, including personnel aadilities related expenses, are incurre
currencies other than the U.S. dollar. This is tlase primarily in Israel and to a lesser extenotiner countries in Europe and A
Consequently, a decrease in the value of the Wardrelative to local currencies will increasee tHollar cost of our operations in th
countries. A relative decrease in the value oful®. dollar would be partially offset to the extéimat we generate revenues in such currer
In order to partially mitigate this exposure we mad the past and may decide from time to timeniereinto hedging transactions. We r
discontinue hedging activities at any time. As sdehisions involve substantial judgment and assestprimarily regarding future trends
foreign exchange markets which are very volatilevel as our future level and timing of cash floefghese currencies, we cannot provide
assurance that such hedging transactions will fiettaour results of operations when they are nigteed. See Note 14 to our consolidz
financial statements for further information.

Interest rates exposur&/e have a significant amount of cash that is culydanvested primarily in interest bearing vehiglasich a
bank time deposits, money market funds, U.S. gouent treasury bills and ARS. These investments &xps to the risk of changes in inte
rates.

Critical Accounting Policies and Estimates

The preparation of financial statements in confeymiith U.S. generally accepted accounting priresplequiresnanagement to ma
estimates and assumptions that affect the repartezlints of assets, liabilities, revenues and exgseand disclosure of contingent assets
liabilities at the date of the financial statemeautsl the reported amounts of revenues and expensiag the reporting period. These estim
and judgments are subject to an inherent degremadrtainty and actual results may differ. Our gigant accounting policies are more fi
described in Note 2 to our consolidated financtatesnents included elsewhere in this annual re@ettain of our accounting policies
particularly important to the portrayal of our fir@al position and results of operations. In appdythese critical accounting policies,
management uses its judgment to determine the ppat® assumptions to be used in making certaimatts. Those estimates are base
our historical experience, the terms of existingtcacts, our observance of trends in our indusifgrmation provided by our customers .
information available from other outside sourcesappropriate. With respect to our policies on nexerecognition and warranty costs,
historical experience is based principally on operations since we commenced selling our products9098. Our estimates are prima
guided by observing the following critical accoungtipolicies:

e Revenue Recognitic
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Allowance for Doubtful Account

Stock Based Compensati

Inventories

Marketable Securitie

Impairment of Goodwill and other Long Lived Ass
Contingencie:

Since each of the accounting policies listed abozguire exercise of certain judgment and use tifnages, actual results may di
from our estimations and as a result would increaskecrease our future revenues and net income.

Revenue recognition We generate revenues primarily from the saldaflware and software products and from the prowisi
maintenance and support services. We sell our ptedwimarily through resellers, distributors, OEMgstem integrators and value ac
resellers, all of whom are considered endtomers from our perspective. We recognize rea®imom sales of our products in accordance
the Accounting Standards Codification No. 985-6€&nferly, Statement of Position SOP 2y-When an arrangement does not rel
significant production, modification or customizatiof software or does not contain services consitléo be essential to the functionality
the software, revenue is recognized when the fatigvfour criteria are met: (i) persuasive eviden€an arrangement exists; (ii) delivery
occurred; (i) the fee is fixed and determinalaad (iv) collection is probable.

Many of our product sales include multiple elemer8sch elements typically include several or alltlé following: hardwar
software licenses, hardware and software maintenaachnical support and training services. Fortiplelelement arrangements that do
involve significant modification or customizatiofthe software and do not involve services thatcamesidered essential to the functionalit
the software, we use the residual method to akocalue to each element when sufficient specifiectve evidence exists for all undelive
elements, but does not exist for the delivered etentypically the hardware appliance and softwiense. Under the residual method, ¢
undelivered element is allocated with a value bagedendor specific objective evidence of fair \eafar that element and the remainder o
total arrangement fee is allocated to the delivetechent(s).

Maintenance and support revenue, including anyigortdeferred from multiple element arrangementsetiasn the principle
mentioned above are recognized on a straight-lastskover the term of the applicable maintenandesapport agreement.

We provide a provision for sales incentives, pradeturns and stock rotation based on the speaifiangements, if any, and «
experience with historical sales returns, stocktrohs and other known factors, in accordance wibounting Standards Codification No. €
“Revenues Recognition When Right of Return Existsimerly known as Statement of Financial AccougtBtandard No. 48 (“ASC No. 605"
at the time the related revenue is recognized.

We grant a one-year hardware warranty and thmeath software warranty on all of our products. @g&imate the costs that may

incurred under our warranty arrangements and readlidbility in the amount of such costs at thediproduct revenue is recognized.
periodically assess the adequacy of the recordednty liabilities and adjust the amounts as neargss

39




Allowance for Doubtful AccountsWe evaluate the collectability of our accountsereable on a specific basis. We estimate
allowance based on our judgment as to our abibttycdllect outstanding receivables. We primarily ebdisis judgment on an analysis
significant outstanding invoices, the age of theereables, our historical collection experience andent economic trends. In circumstar
where we are aware of a specific custom@rability to meet its financial obligations to, wge record a specific allowance against amoung
to reduce the net recognized receivable to the amee reasonably believe will be collected.

Accounting for Stock-Based Compensatidie account for stock based compensation in aecoelwith ASC No. 718. ASC No. 7
requires companies to estimate the fair value aftedpased payment awards on the date of grangusinoptionpricing model. The value
the portion of the award that is ultimately expecte vest is recognized as an expense over thasiegservice periods in the Compasay’
Consolidated Statement of Operations. We recogoirapensation expenses for the value of its awardsted based on the straidime
method over the requisite service period of eacthefawards, net of estimated forfeitures. ASC N8 requires forfeitures to be estimate
the time of the grant and revised, if necessarguinsequent periods if actual forfeitures diffemirthose estimates. We applies ASC No.
and Accounting Standards Codification No. 505-%0r(ferly, EITF No. 96-18), “Equity-Based Paymentd\ton-Employees” (“ASC No. 505-
50") with respect to options and warrants issueddieemployees. Accordingly, option valuation modelsieasure the fair value of the opti
and warrants at the measurement date as defir®8@nNo. 505-50.

We recognize compensation expenses for the valaeafds granted based on the stralgitg-method over the requisite service pe
of each of the awards, net of estimated forfeitufSC No. 718 requires forfeitures to be estimaedhe time of the grant and revisec
necessary, in subsequent periods if actual forestdiffer from those estimates.

On May 18, 2009, we granted 343,297 new optiorexthange for 381,440 of our employees' stock opfipreviously granted on t
occasions during the years 20P808. We accounted for the exchange of options ntigeprovisions of ASC No. 718 as a modificatifs. e
result of the modification, our incremental compaion cost of $0.1 million will be recognized owee new service period beginning on
modification date. The unrecognized compensati@t maining from the original grant date valuatiorthe amount of $0.6 million shall
recognized over the remainder of the original reiiiperiod. For the year ended on December 319,200 recorded an additional expens
$16,000 in our consolidated statements of operatigth respect of this modification.

In connection with the grant of options, we recardetal stockbased compensation expense of $1.4 million in 28Q77 million ir
2008 and $2.3 million in 2009. In 2009, $0.1 miflj0.3 million, $0.8 million and $1.0 of our stebksed compensation expense resulted
cost of revenue, research and development expesaes,and marketing expenses and general and igttatine expenses, respectively, bz
on the department in which the recipient of thd@pgrant was employed. As of December 31, 2009haak an aggregate of $3.0 millior
deferred unrecognized stock-based compensationimgmgato be recognized. We estimate that this deterunrecognized stodiase
compensation balance will be amortized as folldls7 million in 2010, $0.8 million in 2011 and $GvBllion in 2012 and thereafter
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Inventories. We value our inventories at the lower of cosestimated market value. Cost being determinecherbasis of First |
First Out (“FIFO”) cost method for raw materialsdaaut-ofpocket manufacturing costs. Indirect costs arecatked on average basis.
estimate market value based on our current priaimgrket conditions and specific customer informatid/e write off inventory for slow-
moving items or technological obsolescence. We atsess our inventories for obsolescence basedagsomptions about future demand
market conditions. Actual future results may diffesm our assessments and result in further detiahgor writedowns that will affect ot
future results of operations. Once inventory istten off, a new cost basis for these assets iblegiad for future periods. Inventory write ¢
totaled $0.2 million in 2007, $0.2 million in 20@8d $0.8 million in 2009. The write-offs we incudrim 2009 consist of a $0.5 million writet
of old products that based on our estimation hasoine obsolete due to introduction of newer praduct

Marketable securities We account for our investments in marketable séesl using Accounting Standards Codification N@C
(formerly, Statement of Financial Accounting Stamdido. 115), “Investments — Debt and Equity Se@sft(“ASC No. 3207).

We determine the appropriate classification of ratakle securities at the time of purchase and atealsuch designation as of e
balance sheet date. We classify all of our marltetsécurities as available for sale. Availabledale securities are carried at fair value, witt
unrealized gains and losses, reported in “accudlather comprehensive income (loss)” in sharemglaguity. Realized gains and losse:!
sale of investments are included in earnings aaddarived using the specific identification mettiod determining the cost of securities.
amortized cost of debt securities is adjusted foprization of premiums and accretion of discountsnaturity. Such amortization toget
with interest and dividends on securities are idetliin financial income, net, if any.

Until 2009, we recognized an impairment charge waeecline in the fair value of our investmentobethe cost basis is judged to
other-thantemporary. The entire difference between amortcaest and fair value is recognized in earnings. dtaatonsidered in making suc
determination include the duration and severitthefimpairment, the reason for the decline in valne the potential recovery period.

In April 2009, we adopted the FASB’s updated gu@arelating to investments and debt securitiesclvhimends the other-than-
temporary impairment ("OTTI") guidance in U.S. GAAPnhder the updated guidance, if other-than-temmydmapairment occurs, and it is
more likely than not that we will not sell the irstment or debt security before the recovery oditertized cost basis, then the other-than-
temporary impairment is separated into (a) the athmepresenting the credit loss and (b) the ammlated to all other factors. The amount of
the total other-than-temporary impairment relatedredit loss is recognized in earnings. The amofitiie total other-than-temporary
impairment related to other factors is recognizeddcumulated other comprehensive income. As dtrefsthe adoption of this update
accounting guidance, we recorded a cumulative efféjustment of $7,7 million to reclassify the nonedit component of previously
recognized impairments from accumulated deficacoumulated other comprehensive income (loss)Neé&=4 to our consolidated financial
statements for further information .
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As of December 31, 2009, we held marketable séesrih U.S. dollars in the United States. Secwgittensisting of ARS we
classified as long term investments. We hold ARS war value of $27.9 million that bear intereskéd to LIBOR. We determined the 1
value of the ARS as of December 31, 2009, at $idlbon, based on a third party valuation usingiscdunted cash flow model for e:
security, whose inputs and assumptions includertaeket conditions related to such security as a®lihe underlying structure of the secu
the financial standing of the issuer, stated mtégii estimates of the probability of the issuengeaialled at par prior to final maturity, estim:
of the probability of defaults and recoveries, & failure and successful auction or repurchaggmafor each period, expected changt
interest rates paid on the securities, interessrphid on similar instruments. During 2009, weorded an impairment charge of $3.0 milliol
our statement of operations as a result of a fudbgaluation related to credit losses. In addjtituring 2009 we recorded an unrealized ga
$2.2 million to other comprehensive income in oalabce sheet for appreciation of certain ARS in partfolio. See ITEM 3: Key
Information—Risk Factors—We have invested a sultistiaportion of our cash in auctiomte securities, which subjects us to liquidity
investment risk. Due to uncertainties in the capitarkets regarding auctiomte securities, we recorded impairment charg@9@v, 2008 ar
2009, and, if the fair value of these investmengsemo decline further, we could be required toorédurther impairment charges relate:
these investmentslf the fair value of these ARS was to decline ferthwe could be required to record further impammeharges related
these ARS in the future.

Impairment of Goodwill and Long Lived AsseGoodwill represent the excess of the purchase mver the fair value of net asset
purchased businesses is recorded as goodwill. Ukdssunting Statement Codification No. 350, forrgethown as Statement of Account
Standards No. 142, “Goodwill and Other Intangibkséts” (“ASC No. 350"goodwill and intangible assets deemed to have inidefives ar
tested for impairment annually, or more often gréhare indicators to impairment present.

We perform our annual impairment analysis of godidaa of December 31 of each year, or more ofteapgdicable. The provisions
ASC No. 350 require that a twatep impairment test be performed on goodwill atldvel of the reporting units. In the first step,Step 1, w
compare the fair value of each reporting unit godarrying value. If the fair value exceeds theyiag value of the net assets, goodwi
considered not impaired, and we are not requirguetéorm further testing. If the carrying valuetbé net assets exceeds the fair value, the
must perform the second step, or Step 2, of thaimyent test in order to determine the implied falue of goodwill. If the carrying value
goodwill exceeds its implied fair value, then weulebrecord an impairment loss equal to the diffeeerif and when we are required to perf
a Step 2 analysis, determining the fair value ©hit assets and its dfélance sheet intangibles would require it to njalgments that invoh
the use of significant estimates and assumptions.

We believe that our business activity and managérsteacture meet the criterion of being a singlporéing unit for accountir
purposes.

Our long lived assets consist primarily of propeatd equipment and other intangible assets. Ougr livad assets are amortized u
the straightine basis over their estimated useful lives. Tagying amount of these assets to be held and issediewed whenever events
changes in circumstances indicate that the carryaige of an asset may not be recoverable. Redoilieraof these assets is measurec
comparison of the carrying amount of the asseti¢oftiture undiscounted cash flows the asset isct@gddo generate. If the asset is consic
to be impaired, the amount of any impairment is suead as the difference between the carrying vahgethe fair value of the impaired as
As this test requires considerable judgment arichasibn of future cash flows, changes in thesaresibns may affect our results of operat
significantly. Based on the impairment test perfednas of December 31, 2009, no impairment was iftbsht
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Contingencies From time to time, we are defendant or plairitifirarious legal actions, which arise in the nore@lrse of busines
We are required to assess the likelihood of angesgdvjudgments or outcomes to these matters aswelbtential ranges of probable losse
determination of the amount of reserves requirgdtese contingencies, if any, which would impast pesults of operations, is made ¢
considered analysis of each individual action togetwith our legal advisors. The required resemay change in the future due to r
developments in each matter or changes in circurostaand estimations. A change in the requiredrvesewould impact our results
operations in the period the change is made.

Recent Accounting Pronouncements

In April, 2009, we adopted the FASB’s updated gnick Accounting Standards Codification No. 820fbénterly, FSP No.1514),
related to fair value measurements and discloswureish provides additional guidance for estimatiaig value in accordance with the guida
related to fair value measurements when the volantk level of activity for an asset or liability regignificantly decreased. The upd:
standard also includes guidance on identifyingurirstances that indicate a transaction is not ordéfe adopted this standard effective A
1, 2009. The adoption of this guidance did not heweaterial effect on the consolidated financiateshents.

In May 2009, the FASB issued Accounting Standaraslifation No. 855 (formerly, FASB Statement Ndb)6“Subsequel
Events” ('"ASC No. 855"). This standard is intended to esshbfjeneral standards of accounting for and distdssof events that occur after
balance sheet date but before financial statenaptsssued or are available to be issued. Speltjfichis standard sets forth the period ¢
the balance sheet date during which managementrepearting entity should evaluate events or tratisas that may occur for potent
recognition or disclosure in the financial statetsethe circumstances under which an entity shoeddgnize events or transactions occul
after the balance sheet date in its financial siatés, and the disclosures that an entity shoukkermahout events or transactions that occl
after the balance sheet date. ASC No. 855 is @ffefdr fiscal years and interim periods endedraltme 15, 2009. We adopted this stan
effective June 15, 2009. The adoption of this gnak did not have a material effect on our conatdid financial statements.

In June 2009, the FASB issued a standard that le$tatd the FASB Accounting Standards Codificati®hSC”) and amended tl
hierarchy of generally accepted accounting primsgl'GAAP”) such that the ASC became the single source of atatiee U.S. GAAP. Rule
and interpretive releases issued by the SEC ungiiodty of federal securities law are also souroéghe authoritative GAAP for SE
registrants. All other literature is considered +authoritative. New accounting standards issuedesjuEnt to June 30, 2009 are communic
by the FASB through Accounting Standards Updatas(Js”). The ASC is effective for the Company from Septenthe2009. Throughout tl
notes to the consolidated financial statementgerates that were previously made to former authtiveg U.S. GAAP pronouncements h
been changed to coincide with the appropriate @ectf the ASC.
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In October 2009, the FASB issued an update to ASCI85-605, “Software-Revenue Recognition” (originéssued as EITF 0D).
In accordance with the update to the ASC, tangjbteducts containing software components and suftware components that funct
together to deliver the tangible product's esskefiiactionality are excluded from the scope of #Huftware revenue recognition guidance
addition, hardware components of a tangible prodootaining software component are always exclfdeu the software revenue guidar
The mandatory adoption is on January 1, 2011, edhier adoption permitted. We may elect to adbet ipdate prospectively, to new
materially modified arrangements beginning on theption date, or retrospectively, for all periodegented. We currently evaluating
impact on its consolidated results of operatiorssfarancial condition, and has not yet determirteslddoption date.

In October 2009, the FASB issued an update to ASC 605-25, “Revenue recognition — Multiple-Elemértangements,’thal
provides amendments to the criteria for separatingsideration in multiple-deliverable arrangemeats

e provide updated guidance on whether multiple dedibkes exist, how the deliverables in an arrangérsieould be separated, :
how the consideration should be alloca

e require an entity to allocate revenue in an arraregg using estimated selling pric¢ESF’) of deliverables if a vendor does
have vendc-specific objective evidence of selling pri¢‘VSOE”") or thirc-party evidence of selling pric“ TPE"); and

e eliminate the use of the residual method and recarrentity to allocate revenue using the rela@léng price methoc

e require expanded disclosures of qualitative amahtjtative information regarding application o&tmultipledeliverable revent
arrangement guidanc

We may elect to adopt the update prospectivelyneew or materially modified arrangements beginnimgtbe adoption date,
retrospectively, for all periods presented. We ently evaluating the impact on its consolidatediltssof operations and financial conditi
and has not yet determined the adoption date
Results of Operations

The following table sets forth our statements afraions as a percentage of revenues for the eindécated:

Year ended December 31

2007 2008 2009

Revenues

Products 77.1% 73.1% 71.(%

Services 22.¢ 26.¢ 29.C
Total revenue 100.C 100.C 100.C
Cost of revenues

Products 20.2 22.1 24.2

Services 4.4 4 4.2
Total cost of revenue 24.7 26.1 28.4
Gross profil 75.3 73.¢ 71.€
Operating expense:

Research and development, 28.€ 32.2 22.1

Sales and marketir 55.€ 53.Z 48.¢

General and administrati\ 17.2 16.€ 13.:

In Process Research and Development - 0.7 -
Total operating expenses 101.5 102.¢ 84.:
Operating los: (26.9) (28.9) (12.79)
Financing and other income (expenses), net (2.€) (14.9) (5.5)
Loss before income tax benefit (exper (29.0 (43.9 (18.2)
Income tax expense 1.6 0.6 0.1
Net income (loss (30.6) (44.5) (18.9)
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Year Ended December 31, 2009 Compared to Year Ended December 31, 2008
Revenues

Products. Product revenues increased by $2.5 million, % 80 $29.6 million in 2009 from $27.1 million ir0@8. The increase
primarily attributable to increased sales of owghhénd products, primarily the Service Gateway platf®rdriven by the agreement we sig
with a global Tier 1 mobile operator group. Thisrease was partially offset by a decrease in sdilear low-end products.

Services Service revenues increased by $2.1 million, 8%, to $12.1 million in 2009 from $10 million RD08. The increase
service revenues is primarily attributable to asréase in our installed base.

Product revenues, which comprised 71% of our tateénues in 2009, decreased by 2.1% compared ®, 2010le service revenu
increased by a similar percentage.

During 2009, revenues in Europe increased by $6GIkomor 53.3% compared to 2008, which was prifyaattributable to a
agreement signed with a global Tier 1 mobile opergtoup. Revenues in the Americas decreased 9/ illion or 17% compared to 20(
Revenues in Asia and Oceania decreased by $0.@midt 2% compared to 2008. Revenues in the Mididlst and Africa increased by $
million or 9% compared to 2008.

Cost of revenues and gross margin
Products. Cost of product revenues increased by $1.9anillor 23%, to $10 million in 2009 from $8.2 milian 2008. This increa
is consistent with the increase in product revenéesduct gross margin decreased to 65.9% in 2688 69.7% in 2008. This decreas
primarily attributable to higher sales volume of dtnigh-end products, which require higher material anadatosts as well as an increa
inventory write-off, of which $0.5 million is atbutable to the introduction of new products in 2009

Services. Service cost of revenues increased by $0.2anijllor 16.2 %, to $1.7 million in 2009 from $1.5llion in 2008. Thi
increase is primarily attributable to higher supgmrsonnel expenses. Services gross margin ired¢as85.6 % in 2009 from 85.0% in 2008.
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Total gross margin decreased to 71.6% in 2009 ff8r@% in 2008. This decrease is primarily attribléao the decrease in prod
gross margin as described above.

Operating expenses

Research and developmenBross research and development expenses dectaa$2d9 million, or 19.8%, to $11.7 million in 2@
from $14.6 million in 2008. This decrease is priityaattributable to a decrease in salaries andrl@bsts of approximately $2.7 million, wh
principally resulted from efficiency measures takgnmanagement, consisting primarily of a salaguogion and certain reductions in forc
the beginning of the year, as well as appreciatiotne U.S. dollar relative to the shekel and daseeof $0.2 million in maintenance car, wi
resulted from reduction in car leasing.

Research and development expenses, net of receivddaccrued grants from the Office of the ChiefeBtist, decreased
approximately $2.7 million, or 22.5%, to $9.3 nalliin 2009 from $12.0 million in 2008. Grants reesl from the Office of the Chief Scien
totaled $2.4 million in 2009 compared to $2.7 roifliin 2008. The decrease in grants received isgsilynattributable to the appreciation
U.S. dollar relative to the shekel. Research aneldpment expenses, net, as a percentage of revelegecased to 22.2% in 2009 from 32
in 2008.

Sales and marketing Sales and marketing expenses increased by $lliémor 3.2%, to $20.4 million in 2009 from $Bmillion in
2008. This increase is primarily attributable t@ragmsed commissions of approximately $0.5 millimereased stock based compensi
expenses of approximately $0.3 million, increaseadel expenses of approximately $0.5 million, btbulting from increased sales, incre:
depreciation primarily attributable to writdf of old demonstration units of approximately 4@nillion due to the introduction of new produ
partially offset by $1.1 million attributable to ctease in salaries and related expenses, prinratdied to salary reduction, appreciation o
U.S. dollar relative to the shekel and a decreaslea average level of employees compared to 2008.

Sales and marketing expenses, as a percentageeoiies decreased to 48.9% in 2009 from 53.3% i8.200

General and administrative General and administrative expenses decreas&d.@ymillion, or 10.3%, to $5.5 million in 2009 fm
$6.2 million in 2008. This decrease is primarilyrigitable to a decrease of approximately $0.4iomllin salaries and related exper
primarily due to salary reduction and appreciatbithe U.S. dollar relative to the shekel, decreas0.1 million in insurance expenses al
decrease of variable overhead and personnel expehsgproximately $0.4 million, partially offsey lan increase of $0.2 million stodase:
compensation expenses.

General and administrative expenses as a perceotageenues decreased to 13.2% in 2009 from 16n62008.

Financial and other income (expenses), f@tancial and other expenses, net decreased byndii@n to $2.3 million in 2009 frot
$5.5 million in 2008. The decrease in financial anlder expenses, net is primarily attributable tearease in net impairment charge of
related to our investment in ARS and a decreasgodf million in foreign currency transactions artiey related financial expenses, parti
offset by a decrease in interest received on caddinbes and marketable securities of $1.7 millmmmarily attributable to the decline
interest rates in 2009.
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Income tax expenselncome tax expense was $0.1 million in 2009 camgbdo an income tax expense of $0.2 million in&0Dhe
decrease is primarily attributable to a decreasmiirtax provisions in the United States.

Year Ended December 31, 2008 Compared to Year Ended December 31, 2007
Revenues

Products. Product revenues increased by $2.0 million, % & $27.1 million in 2008 from $25.1 million iD@7. The increase
primarily attributable to successful deploymenbaf first product of the Service Gateway series.

Services. Service revenues increased by $2.6 million, ®1%, to $10 million in 2008 from $7.4 million iM0@7. The increase
service revenues is primarily attributable to aréase in our installed base.

Revenues from products, which comprised 73.1% oft@ial revenues in 2008, decreased by 4% compar2d07, while the servi
revenues increased by a similar percentage.

Cost of revenues and gross margin
Products. Cost of product revenues increased by $1.6 anillor 24.2%, to $8.2 million in 2008 from $6.6 loih in 2007. Thi
increase is consistent with the increase in rev@nBeoduct gross margin was 69.7% in 2008 comptretB.7% in 2007. This decreas:

primarily attributable to higher sales volume of digh-end products, which require higher mateaiad labor costs.

Services Service cost of revenues increased by $0.1anjllor 7.1%, to $1.5 million in 2008 from $1.4 riwh in 2007. This increa
is primarily attributable to increased royalti€Services gross margin was 85.0% in 2008 compar8d.@ in 2007.

Total gross margin was 73.9% in 2008 compared t8%5n 2007.
Operating expenses
Research and developmenGross research and development expenses indrbgs®2.8 million, or 23.7%, to $14.6 million in
from $11.8 million in 2007. This increase is priihaattributable to an increase in salaries armbtacosts of approximately $1.3 million, wh
principally resulted from salary raises and theadigation of the U.S. dollar relative to the shekelwell as the acquisition of the busines

Esphion; an increase in other expenses, princigalhsisting of employee related expenses and oadrlud approximately $1.2 million; and
increase in depreciation of $0.3 million.
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Research and development expenses, net of receinddaccrued grants from the Office of the Chiefe8tst, increased |
approximately $2.7 million, or 28%, to $12.0 mitian 2008 from $9.3 million in 2007. Grants toth82.7 million in 2008 compared to $
million in 2007. The increase in grants receivegrisnarily attributable to the devaluation of U@llar relative to the shekel. Research
development expenses, net, as a percentage ofuevércreased to 32.2% in 2008 from 28.9% in 2007.

Sales and marketing Sales and marketing expenses increased by $illidhnmn 2008, or 9.4%, to $19.8 million in 2008Mm $18.:
million in 2007. This increase resulted from anr@ase in salaries and related expenses of $0.&milbrimarily related to an increase
presale support personnel, increased commissisudtirgy from increased sales, an increase of $0lé&min travel expenses primarily due
increased sales and an increase of $0.3 milliatepreciation.

Sales and marketing expenses, as a percentageeoiies decreased to 53.3% in 2008 from 55.6% ii.200

General and administrative General and administrative expenses increasekDI8/ million, or 10.7%, to $6.2 million in 20080fn
$5.6 million in 2007. This increase is primarilttrdboutable to an increase of $0.3 million in sedarand related expenses primarily du
devaluation of the U.S. dollar relative to the selan increase in employee relate expenses amhaaa expenses of $0.4 million anc
increase in bad debt expenses of $0.1 million pigrtoffset by a decrease in professional servicktaavel expenses of $0.2 million.

General and administrative expenses as a perceotageenues decreased to 16.6% in 2008 from 11h22007.

Financial and other income (expenses), R@tancial and other income, net was $5.5 millio2@®8 compared to $0.9 million in 20
The increase in financial and other income, nertimarily attributable to a net impairment charde®.7 million compared to a net impairm
charge of $4.9 million in 2007 related to our inwesnt in ARS, a decrease in interest received sh balances and marketable securitic
$1.6 million, which is primarily attributable todtdecline in interest rates in 2008, and an ineréainterest and other expenses partially c
by a decrease in foreign currency transactiongmiffces, net of $0.2 million.

Income tax expenseincome tax expense was $0.2 million in 2008 camgbdo an income tax expense of $0.5 million in 20Dhe
decrease is primarily attributable to a write-dasfra withholding tax asset in 2007.

B. Liquidity and Capital Resources

From inception until consummation of our initialkpiec offering we financed our operations primarihrough private placements
our equity securities and, to a lesser extent,uginoborrowings from financial institutions. Salek aur equity securities including t
consummation of our initial public offering resuti net proceeds to us of approximately $112.Tionil net of issuance expenses.

As of December 31, 2009, we had $36.4 million ishcand cash equivalents, $2.3 million in restriclegosits and short term b

deposits and $14.5 million in marketable securitegwesenting investments in ARS. As of December2809, our working capital, which
calculate by subtracting our current liabilitiesrfr our current assets, was $38.1 million.
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Based on our current business plan, we believedtlmagxisting cash balances, will be sufficientrteet our anticipated cash need:
working capital and capital expenditures for astedhe next twelve months. In addition, we beligvwat the current lack of liquidity of the Al
will not have a material impact on our liquidityash flow or our ability to fund our operations fatrr least the next twelve months. If
estimates of revenues, expenses or capital ordityurequirements change or are inaccurate andirmefficient to satisfy our liquidit
requirements, we may seek to sell additional equitarrange additional debt financing. In additisre may seek to sell additional equity
arrange debt financing to give us financial flekipito pursue attractive acquisition or investmeipportunities that may arise in the fut
although we currently do not have any specific &itjans or investments planned.

Operating activitiesNet cash used in operating activities in 2009 $@&g million. Net cash used in operating actigitt®nsisted
our net loss of $7.7 million, an increase of $0illiom in inventories, an increase of $1.7 milliontrade receivables, a $0.2 million increas
accrued severance pay net, an increase of $1.i@mifl other receivables and a capital gain adjestnto our net loss of $0.1 million partie
offset by noneash expenses primarily attributable to a $3.0ionillmpairment charge against ARS, depreciationandrtization of fixed ar
intangible assets, including fixed assets writeedf$3.0 million and $2.3 million of stodkased compensation expense, and changes in k
sheet items that included a decrease of $0.3 milidong term deferred taxes, an increase of $tlllfon in deferred revenues and an incre
of $2.3 million in trade and other payables.

Net cash used in operating activities in 2008 wag #illion. Net cash used in operating activitiess primarily attributable to our r
loss of $16.5 million and was partially offset byrmcash expenses consisting primarily of a $7.7 nmliimpairment charge, net against A
$2.4 million of depreciation and amortization ofaingible assets, including a writl®wn of in process research and development, $ilibm
of stockbased compensation expense. In addition, a decoé&2:6 million in other receivables and prepaigenses primarily attributable
collection of receivable from the Office of Chiefiéntist, an increase of $1.4 million in deferregenues and an increase of $1.0 millic
other payables and accrued expenses, a decre@8e3anillion in accrues severance pay and a deere&$0.2 million in other assets offsel
an increase of $0.5 million in trade payables abd $illion in employees and payroll accruals andrerease of $0.1 million in inventory.

Investing activities Net cash used in investing activities in 2009 $a million, primarily attributable to purchasiog property an
equipment of $3.6 million and $0.2 million increaseshortterm bank deposits and restricted cash and depffsest by $0.1 million procee
from sale of property and equipment. Net cash pi@diby investing activities in 2008 was $12.0 roilli primarily attributable to redempti
and sale of available-f@ale marketable securities in the amount of $19l6om partially offset by $3.8 million attributdd to the acquisitic
of Esphion, $1.7 million of capital investmentsateld primarily to research and development equipmemd a $1.1 million increase
restricted deposit primarily for securing hedgirgnsactions and $1.0 million investment in sharntbank deposits.
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We expect that our capital expenditures will tapproximately $2.5 million in 2010. We anticipatat these capital expenditures:
be primarily related to further investments in &uipment for research and development, as welistomer support and demo units.

Financing activities. Net cash provided by financing activities in 200as $0.5 million, which was attributable to tlssuance «
share capital through stock options and exerciSescash provided by financing activities in 2008sw$0.1 million and was generated by
issuance of share capital through stock optionsnardant exercises.

C. Research and Development, Patents ahidenses

Our research and development activities take pladsrael and New Zealand. As of December 31, 2829f our employees we
engaged primarily in research and development. @vete a significant amount of our resources towaedsarch and development to introc
and continuously enhance products to support cawtlr strategy.

Our research and development efforts have benefiad royaltybearing grants from the Office of the Chief ScisntiFor i
description of restrictions on the transfer of teehnology and with respect to manufacturing rigete “ITEM 3: Key Information-Risk
Factors—The government grants we have received for resemrdhdevelopment expenditures restrict our abititynanufacture products &
transfer technologies outside of Israel and requseto satisfy specified conditions. If we fail eomply with such restrictions or the
conditions, we may be required to refund grantsiptesly received together with interest and peraljtiand may be subject to crim
charges.”

Total research and development expenses, befosdtydyearing grants, were approximately $11.8 wnilli$14.6 million and $11
million in the years ended December 31, 2007, 288 2009, respectively. Royalty bearing grants artealito$2.4 million, $2.7 million ai
$2.4 million in 2007, 2008 and 2009, respectively.

D. Trend Information
See “ITEM 5: Operating and Financial Review andspexts” above.

E. Off Balance Sheet Arrangements

We are not a party to any material bfifance sheet arrangements. In addition, we hawsmoonsolidated special purpose financin
partnership entities that are likely to create mateontingent obligations.

50




F. Contractual Obligations

The following table of our material contractual igbkions known to us as of December 31, 2009, suimegthe aggregate effect t
these obligations are expected to have on ourft@sh in the periods indicated.

Payments due by peric

Less than 1
Contractual Obligations Total year 1- 3 years 3-5 years Over 5 years
(in thousands of U.S. dollar
Operating lease— offices(1) $ 3447 $ 1,04 $ 1,708 $ 69¢ $ -
Operating lease— vehicles 144 79 65 - -
Purchase obligations 1.80( 1,80( - - -
Accrued severance pay(2) 3,36¢ - - - 3,36¢
Other(3) 75 75 - - -
Total $ 8.83( $ 2997 $ 1,77C $ 69¢ $ 3,36¢
@ Consists primarily of an operating lease for facilities in HodHasharon, Israel, as well as operating leasesfilitfes leased by o
subsidiaries
2 Accrued severance pay relates to obligations tdsyaeli employees as required under Israeli lédows.
3 Exposure associated with tax position for currezary

ITEM 6: Directors, Senior Management and Employees
A. Directors and Senior Management

Our directors and executive officers, their ages positions as of April 1, 2010, are as follows:

Name Age Position

Directors

Shraga Kat: 57 Chairman of the Boar

Rami Hadal 46 Director, Chief Executive Officer and Presid

Dr. Eyal Kishon(1)(2 50 Director

Nurit Benjamini(1)(2) 43 Director

Shai Saul(1 48 Director

Steven D. Levy(2 53 Director

Yigal Jacoby 49 Director

Executive Officers

Amir Hochbaunr 50 Vice Presiden— Research and Developme

Anat Shenic 40 Vice Presiden— Human Resource

Andrei Elefani 36 Vice Presiden— Product Management and Marketi
Doron Arazi(3) 46 Chief Financial Office

Eli Cohen 41 Vice Presiden— International Sale

Jay Klein 46 Vice Presiden— Chief Technology Office

Lior Moyal 38 Vice Presiden— Business Developme

Pini Gvili 44 Vice Presiden— Operations

Ramy Moriah 54 Vice Presiden— Customer Care and Information Technolc
Vin Costello 52 Vice President and General Mana— The Americas
@ Member of our compensation and notdmacommittee.

2 Member of our audit committee.

3) Mr. Arazi will cease being our Chighancial Officer following the filing of this amml report on Form 20-F.
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Directors

Shraga Katz has served as the Chairman of our board of diredorce 2008. Mr. Katz is a Venture Partner of Magvientur:
Partners, a venture capital firm specializing ifyeatage investments in communication, semiconduciates;net and media. Mr. Katz has ¢
30 years of experience in the technology sectorrasdspecialized for over 20 years in the commtioies industry. In 1996, Mr. Katz founc
Ceragon Networks Ltd. (NASDAQ: CRNT), a global pidmr of high capacity wireless networking solutidas mobile and fixed operators ¢
private networks, and served as its President d&f@ @ntil mid 2005. Prior to founding Ceragon, MiatK served in the Israeli Defense Fo
for 17 years. Mr. Katz was head of the Electrongs&rch and Development Department of the Israigliskly of Defense. Mr. Katz is a two-
time winner of the Israel Defense Award, Israghiost prestigious recognition for research anceldbgwment. Mr. Katz holds a B.Sc. from
Technion — Israel Institute of Technology and aBM. from Tel Aviv University.

Rami Hadar has served as our Chief Executive Officer and Begsisince 2006 and is a member of our board etttirs. Prior t
joining us, Mr. Hadar founded CTP Systems, a dgai@f cordless telephony systems in 1989 and deaseChief Executive Officer until
acquisition by DSP Communications in 1995. Mr. Hadtantinued with DSP Communicatiagnéxecutive management team for two years
thereafter, in 1999, the company was acquired bgl.Iim 1997, Mr. Hadar céeunded Ensemble Communications, a pioneer in thadban
wireless space and the WiMax standard, where hveders Executive Vice President of Sales and Midkemtil 2002. Mr. Hadar also sen
as Chief Executive Officer of Native Networks frd&#802 to 2005, which was successfully sold and natiegl to Alcatel. Mr. Hadar hold:s
B.Sc. in Electrical Engineering from Technion —akskInstitute of Technology.

Dr. Eyal Kishon has served as a director since 1998. In 1996, Bhd& co-founded Genesis Partners, an Israeli tdogp-driver
venture capital fund, and currently serves as Feuadd Managing Partner. From 1993 to 1996, Détisserved as the Associate Directc
the Polaris Fund, now Pitango. Prior to that, Dsh$n served as Chief Technology Officer at Yoznestdre Capital from 1992 to 1993. Fr
1991 to 1992, he worked at the IBM Research Ceatat,from 1989 to 1991 he worked at the AT&T Bedbbratories’'Robotics Resear
Department. Dr. Kishon also serves as a directénuafioCodes Ltd. (NASDAQ: AUDC) and Celtro Inc. Helds a Ph.D. in Computer Scie!
and Robotics from the Courant Institute of MatheostSciences at New York University and a B.AQamputer Science from the Techr
— lIsrael Institute of Technology. Dr. Kishon has tetit a number of scientific publications and holdgatent for signature verification -
interactive security systems.

Nurit Benjamini has served as an outside director since 2007. ElsjaBiini has served as the Chief Financial Offafe€CopperGat
Communications Ltd., a system-chip company that develops markets and sells ctigeethe home networking and MDU/MTU Broadb
Access markets, since 2007. Previously, Ms. Bemjaggrved as the Chief Financial Officer of Compugéd. (NASDAQ: CGEN) from 20C
to 2007. Prior to her position with Compugen Lfdom 1998 to 2000, Ms. Benjamini served as the Chieancial Officer of Phon®r Ltd.
Between 1993 and 1998, Ms. Benjamini served a€tiief Financial Officer of Aladdin Knowledge Systertd.. Ms. Benjamini holds a B.
in Economics and Business and an M.B.A. in Finaho#) from Bar llan University, Israel.
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Shai Saulhas served as a director since 2000. Mr. Saulriectly Managing General Partner of Tamir Fishmandires. Durin
2001, he acted as interi@hief Executive Officer of CopperGate Communicasidrtd. From 1994 to 1999, Mr. Saul acted as Exeeutlice
President for Aladdin Knowledge Systems Ltd. (NASRAALDN, acquired by Vector in 2009), a leading yider of digital security solutior
From 1993 to 1994, he served as Chief Executivéc@fiof cleantech vendor Ganot Ltd., Mr. Saul asoves as Chairman of the Boar
CopperGate Communications Ltd., and as membereobttard of EZChip Semiconductor Ltd. (NASDAQ: EZCB)perFish Inc., Aniboo
Ltd., Polls Boutique Ltd., Internet Fields Forel¢d. and Tamir Fishman Ventures Management Il Md. Saul holds an LL.B. from Tel Av
University.

Steven D. Levyhas served as an outside director since 2007. Mvy Lserved as a Managing Director and Global Hef
Communications Technology Research at Lehman Bretinem 1998 to 2005. Before joining Lehman Brothévir. Levy was a Director
Telecommunications Research at Salomon Brothers #1897 to 1998, Managing Director and Head of tben@wunications Research Tear
Oppenheimer & Co. from 1994 to 1997 and a seniormanications analyst at Hambrecht & Quist from 1886994. Mr. Levy has served
a director of PCTEL, a broadband wireless technologmpany since January 2006. Mr. Levy holds acBiis Materials Engineering and
M.B.A., both from the Rensselaer Polytechnic st

Yigal Jacoby cofounded our company in 1996 and serves as memhmrrdfoard of directors. Mr. Jacoby was Chairmaowfboar
of directors until 2008. Prior to co-founding Alld¥ir. Jacoby served as General Manager of Bay NéfwdNetwork Management Division
Santa Clara from 1996 to 1997. In 1992, he fourfsedon Networking, a manufacturer of RMOb&sed network management solutions, w
was sold to Bay Networks in 1996. He also held augsiengineering and marketing management positngekelec, a manufacturer
Telecommunication monitoring and diagnostic equiptnéncluding Director, OSI & LAN Products from 1980 1992 and Engineeri
Manager from 1987 to 1989. Mr. Jacoby has foundsg sl startups in the communications field andexion their boards. Mr. Jacoby hi
B.A., cum laude, in Computer Science from Technierisrael Institute of Technology and an M.Sc. in Coep Science from University
Southern California.

Executive Officers

Amir Hochbaum has served as our Vice PresidentResearch and Development since 2008. Before joiAiltaf, Mr. Hochbaun
served as the Chief Operating Officer of Axerra vwagks. From 2005 to 2007, Mr. Hochbaum was Seniare\President, Resear
Development and Operations of Vyyo Israel (NASDAQXYO) where he also served as a member of Vgyexecutive management te
Prior to Vyyo, between 1994 and 2005, Mr. Hochbaweld a succession of management positions at A(faymerly Lucent, Madge ai
Lannet) including Managing Director and Vice Presitiof R&D. Between 1984 and 1994, Mr. Hochbaund leekuccession of managen
positions at ServiceSoft, including management dimeering, product development, product managenaet customer service . |
Hochbaum holds a B.S. in Mathematics and Computien8e and an M.S. in Computer Science from therélelniversity of Jerusalem.
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Anat Shenig joined our company in 2000 and has served as oce Yresident —Human Resources since 2007. Ms. Sher
responsible for human resources recruiting, welfarkcy and employeedtaining. Prior to joining us, Ms. Shenig servedHagnan Resourt
Manager for Davidoff insurance company and as ajarirzational consultant for Aman Consulting. Msefiy holds bachelor degrees
Psychology and Economics from Tel Aviv Universitydean M.B.A. in organizational behavior from TelidWniversity.

Andrei Elefant joined our company in 2000 and has served as ourP¥Rluct Management since 2007. Mr. Elefant ass
responsibility to our marketing activities in 2008r. Elefant is responsible for product managempriduct marketing and strategic pro
management. Prior to joining us, Mr. Elefant serasdfficer in the Israeli air force. Mr. Elefardltis a B.Sc. in Mechanical Engineering fi
the Technion — Israel Institute of Technology andVB.A. from Tel-Aviv University.

Doron Arazi has served as our Chief Financial Officer since72@ior to joining us, Mr. Arazi held various fimgial positions ¢
Verint Systems Ltd., one of the largest subsidgaatVerint System Inc., an analytic softwdr@sed solutions provider. For the last three y
Mr. Arazi has served as Vice President Finance efilY Systems Ltd. Mr. Arazi is a certified pubkccountant and he holds a B.A
Accounting and Economics and an M.B.A. from TehAuniversity.

Eli Cohen has served as our Vice President InternationakSaihee 2008. Prior to joining us, from 2006 thio@®08, Mr. Cohen wi
general manager of the Access Line business amutebéiiat the Vice President of Sales and Salesdfipas for the Broadband Acci
Division at ECI Telecom, a supplier of networkimgrastructure for carriers and service providemogks. Previously, Mr. Cohen held varic
senior positions in sales and marketing from 2@2006 at ECI. Before that, between 1999 and 2802 Cohen was CEO and Director
Sales & Marketing of GigaSpaces Technologies, @aormemerce stantip company in the field of infrastructure for biess and resident
applications. Mr. Cohen has a B.Sc. in ElectromigiBeering from Coventry University and an M.B.£orh Manchester University.

Jay Klein joined our company in 2006 and has served as ouamP CTO since 2007. Mr. Klein is responsible foividg out
technology strategy, expanding our core algorithocgimpetence and driving intellectual property depeient, industry standards involverr
and academic cooperation. Prior to joining us, ketw2004 and 2006, Mr. Klein served as VP at DSP@R and multimedia silicc
solutions) where he was responsible for strateggbiriology acquisitions. Between 1997 and 2003, Kigin was CoFounder and CTO
Ensemble Communications, a wireless access systamsafacturer and was one of the founders and eseafoWiMAX and IEEE 802.1!
Prior to that, between 1993 and 1997, he servetiTlday and VP of R&D at CPT Systems, a cellular systemanufacturer, which was acqui
by DSP Communications and later by Intel. Mr. Klboilds a B.Sc. in Electrical and Electronic Engiivegefrom Tel-Aviv University.

Lior Moyal has served as VP Business Development since 2009Mbyal is responsible for driving the compasiglobal busine:
development strategy including developing partripsstwith global system integrators, creating aties with value added network :
subscriber services partners, and recruiting angagiag worldwide OEM partners. Prior to joining frem 2008 to 2009, Mr. Moyal was
of Business Development of AudioCodes (NasdaqGSD&W Previously, from 2005 to 2007, Mr. Moyal wasddoCodes'VP of Marketing
Before that, from 2004 to 2005, Mr. Moyal was VPBifsiness Development at BridgeWave CommunicatiBnigr to that, Mr. Moyal he
variety of management positions in Orckit (Nasd@RCT), including VP of Product Management and VPBoEiness Development. |
Moyal holds a B.Sc. in Physics from the Hebrew @nity of Jerusalem and an M.B.A. from Tel Aviv Maisity.

54




Pini Gvili has served as our Vice PresidentGperations since 2006. Prior to joining us, fron02Qo 2006, he served as V
President Operations for Celerica, a stgpteompany specializing in solutions for cellulatwork optimization. From 2001 to 2004, Mr. G
was the Vice President -Operations and IT at Terayon Communication Systeand, from 1998 to 2000, held the position of Mamagf
Integration and Final Testing at Telegate. Mr. Gwiks also a hardware/software engineer at ComiEfrse, a world leader of voice mail ¢
digital recording systems, from 1994 to 1997. MwilGhas a B.Sc. in Computer Science from Champldimversity and was awardec
practical electronics degree from ORT Technicallé€y.

Ramy Moriah has served as our Vice PresidentGustomer Care & IT since 2005. Prior to joining Mg, Moriah was a foundir
member of Daisy System’'Design Center in Israel, in 1984. From 1991 t8419Mr. Moriah held the position of Manager of Sadte
Development at Orbot Instruments, a world leadeAatomatic Optical Inspection manufacturer for WieSI Chip Industry. Mr. Moriah we
also the acting General Manager at ACA, 3D CAD{satiodeling software for architecture from 1995 &9, and served there as \
President —Research and Development from 1995 to 1997. Mr.idhdnolds a B.Sc., cum laude , in Computer Engingerom the Technic
— lIsrael Institute of Technology and an M.Sc. in Mgerment and Information Systems from the Tel Avivivdrsity School of Busine
Administration.

Vin Costello has served as our VP and & General Managémericas since 2006. Mr. Costello began his cangtlr NYNEX anc
rapidly rose through the ranks achieving the tiie/ice President, Business Network Solutions amce\President Global Sales. Mr. Cost
founded and headed NYNEX Network Integration andrughe merger with Bell Atlantic, was named Presidend CEO of Bell Atlant
Network Integration. Mr. Costello departed Verizfam an optical networking st-up where he served as VP of Sales and assisteds
Corporation, in their successful initial public efing. Mr. Costello was subsequently named VP @Gaderal Manager of the Managed Sto
Division after Corvis purchased Broadwing and reimed itself as a service provider. Mr. Costelltdb@ B.Sc. in Computer Applications i
Information Systems as well as Business Managefdaentble major) from New York University and earred M.Sc. in Telecommunicatic
and Computing Management from Polytechnic Universit

B. Compensation of Officers and Directors

The aggregate compensation paid to or accrued loalfoef our directors and executive officers asraug during 2009 consisted
approximately $2.0 million in salary, fees, bonemnmissions and director8es and approximately $95,000 in amounts set asidecrued 1
provide pension, retirement or similar benefitst éxcluding amounts we expended for automobileseradhilable to our officers, expen:
including dues for professional and business aatons, business travel and other expenses, ard bémefits commonly reimbursed or
by companies in Israel.

We pay each of our outside directors an annuabfe®10,000, paid in four equal installments of $®5at the beginning of et
calendar quarter with respect to the precedingtguéwith a prorata payment for the first and last calendar qusauté service, to the extent-
outside director did not serve as such during tht¢e=calendar quarter). Each outside director alas granted upon his or her election
reelection options to purchase 15,000 of our omglishares, which vest on a quarterly basis oveara@ of three years.
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During 2009, our officers and directors receivedttie aggregate, options to purchase 372,748 oydsteares under our equity ba
compensation plans, of which 157,748 options weaatgd as part of stock option trade-in prograrexchange for the participanagreemer
to cancel underwater options that were previousiynigd to them. These options have a weighted geexgercise price of approximately $:
and the options will expire ten years after theedaé options were granted.

C. Board Practices
Corporate Governance Practices

As a foreign private issuer, we are permitted undaSDAQ Marketplace Rule 5615(a)(3) to follow Isliagorporate governan
practices instead of the NASDAQ Stock Market reguients, provided we disclose which requirementamgenot following and the equivali
Israeli requirement. See “ITEM 16F: Corporate Goeece Requirement$dr a discussion of those ways in which our corpigovernanc
practices differ from those required by NASDAQ flamestic companies.

Board of Directors
Terms of Directors
Our articles of association provide that we mayehawt less than five directors and up to nine dlnesc

Under our articles of association our directordié¢otthan the outside directors, whose appointnenéquired under the Compar
Law; see “—Outside Directors”) are divided intoglrclasses. Each class of directors consists,aby res possible, of oniird of the tote
number of directors constituting the entire boafddmectors (other than the outside directors). e&ich annual general meeting of
shareholders, the election orekection of directors following the expiration difet term of office of the directors of that clasdotctors, wil
be for a term of office that expires on the thirhaal general meeting following such election eelection, such that each year the ten
office of only one class of directors will expifghraga Katz who is a Class | director, will holficd until our annual meeting of shareholc
to be held in 2010. Class Il directors, consistfi@pr. Eyal Kishon and Shai Saul, will hold officatil our annual meeting of shareholders t
held in 2011. Class Il directors, consisting ofj&li Jacoby and Rami Hadar, will hold office untir@annual meeting of shareholders to be
in 2012. The directors shall be elected by a vdtéhe holders of a majority of the voting power geat and voting at that meeting. E
director, will hold office until the annual generaketing of our shareholders for the year in whithterm expires and until his success:
elected and qualified, unless the tenure of suddcttir expires earlier pursuant to the Companies daunless he resigns or is removed f
office as described below.

56




Under the Israeli Companies Law, a director (inzigdan outside director) may be appointed to sengepublic company only if he
she has declared in writing that he or she hasdtipgired skills and the ability to dedicate thedirequired to serve as a director, in view of :
company's requirements and scale and during thefipasyears he or she was not convicted in a farad nonappealable judgment of cert
criminal and securities law offenses. Additionaiydirector (including an outside director) mayappointed only provided that he or she i<
restricted by any court or executive authority freerving as a director, was never declared incoempdiy a court, and was either ne
declared bankrupt or was declared bankrupt butlatas discharged by the court. A director that esa® meet the statutory requirement:
his or her appointment must immediately notify 6ghe same and his or her office will become vataigon such notice.

Under our articles of association the approval aspacial majority of the holders of at least 75.684he voting rights present &
voting at a general meeting is generally requitedetove any of our directors (other than the detslirectors) from office. The holders ¢
majority of the voting power present and votin@aheeting may elect directors in their stead bafiy vacancy, however created, in our b
of directors. In addition, vacancies on our boafdlicectors, other than vacancies created by asideitdirector, may be filled by a vote ¢
simple majority of the directors then in office.director so chosen or appointed will hold officgiuthe next annual general meeting of
shareholders, unless earlier removed by the vote wiajority of the directors then in office priar such annual meeting. See Outsids
Directors” for a description of the procedure fegation of outside directors.

Outside Directors
Quialifications of Outside Directors

Under the Israeli Companies Law, companies incatear under the laws of the State of Israel thatublic companies,Wwhich alst
includes companies with shares listed on the NASCB6rk Market, are required to appoint at least twtside directors. Our outside direc
are Ms. Benjamini and Mr. Levy.

A person may not serve as an outside director tii@tdate of the persaappointment or within the prior two years, thespa, th
person’s relatives, entities under the persargntrol, any person or entity to whom such peissubordinated (whether directly or indirec
or the persors partners or employer, have or had any affiliatigih us or any entity controlled by or under commumntrol with us during tt
prior two years, or which controls us at the tiniswuch person’s appointment.

The term affiliation includes:

. an employment relationshi

. a business or professional relationship maintaored regular basi:

. control; anc

. service as an office holder, excluding service d&rector in a private company prior to the firgteoing of its shares to tl

public if such director was appointed as a direofdthe private company in order to serve as asidetdirector following th
public offering.

The term relative is defined as spouses, siblipgsents, grandparents, descendants, sppasscendants and the spouses of ez
these persons.
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The term office holder is defined as a directornagal manager, chief business manager, deputy @lemanager, vice gene
manager, executive vice president, vice presidgher manager directly subordinate to the geneeaiager or any other person assuming
responsibilities of any of the foregoing positiongthout regard to such person’s title. Each perbsted under “—Pirectors and Seni
Management” is an office holder.

No person can serve as an outside director if €negms position or other business create, or may createnflict of interests with tl
person’s responsibilities as a director or may tige interfere with the persanability to serve as a director. If at the timeoantside directc
is appointed all current members of the board fadors are of the same gender, then that outsidetor must be of the other gender.

The Companies Law provides that each outside direntist meet certain professional qualificationdhave financial and accounti
expertise, and that at least one outside directest iave financial and accounting expertise. Howefat least one of our directors meets
independence requirements of the Securities Exeh@ag of 1934, as amended, and the standards oNA®RDAQ Stock Market rules fi
membership on the audit committee and also haadiahand accounting expertise as defined in the@mies Law and applicable regulatic
then our outside directors are required to meefpthéessional qualifications only. Under applicabdgulations, a director with financial &
accounting expertise is a director who, by readdmsoor her education, professional experienceskilt] has a high level of proficiency in &
understanding of business accounting matters amzhdial statements. He or she must be able to dlgbtp comprehend the financ
statements of the company and initiate debate degathe manner in which financial information iepented. The regulations define a dire
with the requisite professional qualifications adiector who satisfies one of the following reguirents: (1) the director holds an acadt
degree in either economics, business administragiccounting, law or public administration, (2) thieector either holds an academic degre
any other field or has completed another form ghbr education in the compasyprimary field of business or in an area whichelgvant ti
the office of an outside director, or (3) the dioechas at least five years of cumulative expegeserving in one or more of the follow
capacities: (a) a senior business managementgogitia corporation with a substantial scope ofrimss, (b) a senior position in the company’
primary field of business or (c) a senior positiorpublic administration. An outside director tltaases to meet the statutory requiremen
his or her appointment must immediately notify éighe same and his or her office will become vagtatgon such notice.

Until the lapse of two years from termination oficd, a company may not engage an outside dir¢oteerve as an office holder ¢
cannot employ or receive professional servicespfyment from that person, either directly or indilg including through a corporati
controlled by that person.

Election of Outside Directors

Outside directors are elected by a majority vota sttareholders’ meeting, provided that either:

. the majority of shares voted at the meeting, inicigdt least one-third of the shares of rmamtrolling shareholders votec
the meeting, excluding abstentions, vote in favidhe election of the outside director;
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. the total number of shares of non-controlling shalders voted against the election of the outside diredtmas not excet
one percent of the aggregate voting rights in traany.

The initial term of an outside director is threeggeand he or she may be reelected to additiomaktef three years each by a majc
vote at a shareholdersieeting, subject to the conditions described alfjovelection of outside directors. Reelection tareadditional tert
beyond the first extension must comply with theldeing additional conditions: (1) the audit comreét and, subsequently, the boar
directors confirmed that the reelection for an &ddal term is for the benefit of the company, takiinto account the outside director’
expertise and special contribution to the functidrthe board of directors and its committees, &)dhe general meeting of the company’
shareholders, prior to its approval of the reetectf the outside director, was informed of thentgreviously served by him or her and of
reasons of the board of directors and audit comamiftbr the extension of the outside directdgérm. Outside directors may only be remove
the same majority of shareholders as is requiredhfeir election, or by a court, as follows: (1}life board of directors is made aware
concern that an outside director has ceased to theettatutory requirements for his or her appoanttnor has violated his or her duty
loyalty to the company, then the board of direcisrsequired to discuss the concern and determimetiver it is justified, and if the board
directors determines that the concern is justifieczall a special general meeting of the compsusyiareholders, the agenda of which incl
the dismissal of the outside director; and (2hatrequest of a director or a shareholder of tlmepamy, a court may remove an outside dire
from office if it determines that the outside di@chas ceased to meet the statutory requirementsis or her appointment, or has violatec
or her duty of loyalty to the company, or (3) a¢ trequest of the company, a director, a shareholdarcreditor of the company, a court 1
remove an outside director from office if it detémes that the outside director is unable to perfbisnor her duties on a regular basis,
convicted of certain offenses set forth in the Camges Law. In addition, an outside director thatsas to meet the statutory requirement
his or her appointment must immediately notify fithe same and his or her office will become vatatpon such notice. If the vacancy o
outside directorship causes the company to haverféhan two outside directors, a companyoard of directors is required under
Companies Law to call a special general meetinthefcompanys shareholders as soon as possible to appoint eontside director. Ea
committee of a company’s board of directors whichuthorized to exercise the board of directatghorities is required to include at least
outside director, except for the audit committebicl is required to include all outside director.

An outside director is entitled to compensationpesvided in regulations promulgated under the Camgsalaw and is otherwi
prohibited from receiving any other compensatiaredaly or indirectly, in connection with servicpsovided as an outside director.

NASDAQ Requirements

Under the rules of the NASDAQ Stock Market, a migjoof directors must meet the definition of indegdence contained in thc
rules. Our board of directors has determined thlabfaour directors, other than Shraga Katz, Yigalcoby and Rami Hadar, meet
independence standards contained in the rulesedl&SDAQ Stock Market. We do not believe that afyhese directors have a relations
that would preclude a finding of independence urntlese rules and, in reaching its determinatiom,bmard of directors determined that
other relationships that these directors have ugtdo not impair their independence.
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Audit Committee
Companies Law Requirements

Under the Companies Law, the board of directoramyf public company must also appoint an audit catemicomprised of at le:
three directors including all of the outside digest but excluding the:

. chairman of the board of directo
. controlling shareholder or a relative of a contnglshareholder; an
J any director employed by the company or who proviskervices to the company on a regular b.

NASDAQ Requirements

Under the NASDAQ Stock Market rules, we are reqlite maintain an audit committee consisting ofestst three independ
directors, all of whom are financially literate aode of whom has accounting or related financiahaggment expertise. Our audit comm
members are required to meet additional indeperstandards, including minimum standards set fortiales of the Securities and Excha
Commission and adopted by the NASDAQ Stock Market.

Approval of Transactions with Office Holders andn®olling Shareholders

The approval of the audit committee is requiredeffect specified actions and transactions with ceffholders and controllil
shareholders. The term controlling shareholder m@ashareholder with the ability to direct the dtiés of the company, other than by vit
of being an office holder. A shareholder is presdrtebe a controlling shareholder if the sharehold#ds 50.0% or more of the voting rig
in a company or has the right to appoint the mgjasf the directors of the company or its generanager. For the purpose of appro
transactions with controlling shareholders, thentafso includes any shareholder that holds 25.0%are of the voting rights of the compi
if the company has no shareholder that owns mae 89.0% of its voting rights. For purposes of dateing the holding percentage ste
above, two or more shareholders who have a persotegiest in a transaction that is brought for teenpanys approval are deemed as j
holders. The audit committee may not approve aomar a transaction with a controlling shareholdewith an office holder unless at the t
of approval two outside directors are serving ambyers of the audit committee and at least onearfhttvas present at the meeting at whicl
approval was granted.
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Audit Committee Role

Our board of directors has adopted an audit coramitharter setting forth the responsibilities @& #udit committee consistent w
the rules of the Securities and Exchange Commisaioithe NASDAQ Global Market rules, which include:

. retaining and terminating the comp!’s independent auditors, subject to shareholddicetton;

. pre-approval of audit and n-audit services provided by the independent auditord

. approval of transactions with office holders arnmhtcolling shareholders, as described above, aierotelatedharty
transactions

Additionally, under the Companies Law, the roletled audit committee is to identify irregularitiesthe business management of
company in consultation with the internal auditottte companys independent auditors and suggest an appropoatse of action to the boz
of directors, to approve relatgrty actions and transactions per the instructafitbie Companies Law and to approve the yearlgesiodic
work plan proposed by the internal auditor to tkeeet required. The audit committee charter stdtasin fulfilling this role the committee
entitled to rely on interviews and consultationshwoéur management, our internal auditor and ouepeeshdent auditor, and is not obligate
conduct any independent investigation or verifmati

Our audit committee consists of our directors, Mstrit Benjamini, Mr. Steven Levy and Dr. Eyal KishdThe financial expert on t
audit committee pursuant to the definition of tlee&ities and Exchange Commission is Ms. Benjamini.

Compensation and Nominating Committee

We have established a compensation and nominadimgnittee consisting of our directors, Dr. Eyal Kigh Ms. Nurit Benjamini ar
Mr. Shai Saul. This committee also oversees mattsleged to our corporate governance practices. lidard of directors has adopte
compensation and nominating committee chartemggftirth the responsibilities of the committee dstent with the NASDAQ Stock Mark
rules, which include:

. determining the compensation of our Chief Execu@®fficer and other executive officel

. granting options to our employees and the emplogéesr subsidiaries

. recommending candidates for nomination as membfeyardooard of directors; ar

. developing and recommending to the board corpagateernance guidelines and a code of business edinidsconduct i

accordance with applicable lav
Internal Auditor

Under the Companies Law, the board of directors qfublic company must appoint an internal auditomimated by the auc
committee. The role of the internal auditor is, agmther things, to examine whether a compamctions comply with applicable law ¢
orderly business procedure. Under the Companies tteninternal auditor may be an employee of thragany but not an interested party o
office holder or a relative of an interested pantyan office holder, nor may the internal auditerthe company independent auditor or
representative of the same. An interested parigfmed in the Companies Law as a holder of 5.0%are of the issued share capital or vc
power in a company, any person or entity who hagritht to designate one director or more or thiefatxecutive officer of the company
any person who serves as a director or as a ckéeluéive officer. In February 2007, our board ak&dtors approved the appointment of the
of Haikin, Rubin, Cohen & Gilboa as the internatitor of the Company.
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Exculpation, Insurance and Indemnification of Office Holders

Under the Companies Law, a company may not exaulgatoffice holder from liability for a breach tietduty of loyalty. However,
company may approve an act performed in breacheofiuty of loyalty of an office holder provided thhe office holder acted in good fa
the act or its approval does not harm the compang,the office holder discloses the nature of hibey personal interest in the act anc
material facts and documents a reasonable timegddfscussion of the approval. An Israeli compary rexculpate an office holder in adva
from liability to the company, in whole or in pafgr damages caused to the company as a resultbofaech of duty of care but only i
provision authorizing such exculpation is insertedts articles of association. Our articles ofasation include such a provision. An Isri
company may not exculpate a director for liabiéitysing out of a prohibited dividend or distributito shareholders.

An Israeli company may indemnify an office holderréspect of certain liabilities either in advadéean event or following an eve
provided a provision authorizing such indemnifioatiis inserted in its articles of association. @uiicles of association contain such
authorization. An undertaking provided in advangeal Israeli company to indemnify an office holdeth respect to a financial liabili
imposed on him or her in favor of another persorspant to a judgment, settlement or arbitratanvard approved by a court must be limite
events which in the opinion of the board of direstoan be foreseen based on the comaagtivities when the undertaking to indemnit
given, and to an amount or according to criteriéeeined by the board of directors as reasonabbieuthe circumstances, and s
undertaking shall detail the above mentioned eventsamount or criteria. In addition, a company ragertake in advance to indemnify
office holder against the following liabilities inwed for acts performed as an office holder:

. reasonable litigation expenses, including attorhdges, incurred by the office holder as a resultanfinvestigation ¢
proceeding instituted against him or her by an auitth authorized to conduct such investigation ogeeding, provided th
() no indictment was filed against such office ded as a result of such investigation or proceedamgl (i) no financie
liability, such as a criminal penalty, was imposgbn him or her as a substitute for the criminakpeding as a result of st
investigation or proceeding or, if such financiability was imposed, it was imposed with respectah offense that does
require proof of criminal intent; ar

. reasonable litigation expenses, including attor’ fees, incurred by the office holder or imposed bgoart in proceeding

instituted against him or her by the company, srbihalf or by a third party or in connection wittiminal proceedings
which the office holder was acquitted or as a ttesfud conviction for an offense that does not regjproof of criminal intent
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An Israeli company may insure an office holder agathe following liabilities incurred for acts femmed as an office holder if and
the extent provided in the company’s articles cbagtion:

. a breach of duty of loyalty to the company, to éixéent that the office holder acted in good faitld &ad a reasonable basi
believe that the act would not prejudice the congp

. a breach of duty of care to the company or to @ tharty, including a breach arising out of theliggmt conduct of the offic
holder; anc
. a financial liability imposed on the office holdarfavor of a third party

An Israeli company may not indemnify or insure &fice holder against any of the following:

. a breach of duty of loyalty, except to the extéuat the office holder acted in good faith and hadasonable basis to beli
that the act would not prejudice the compe

. a breach of duty of care committed intentionallyr@cklessly, excluding a breach arising out of iiegligent conduct of ti
office holder;

. an act or omission committed with intent to deiilegal personal benefit; ¢

J a fine or forfeit levied against the office hold

Under the Companies Law, exculpation, indemnifaratand insurance of office holders must be apprdyedur audit committee a
our board of directors and, in respect of our does; by our shareholders.

Our articles of association allow us to indemnifidansure our office holders to the fullest extpatmitted by the Companies Lz
Our office holders are currently covered by a doesand officersliability insurance policy. In May 2007, we and &@én of our officers ar
directors were named as defendants in a numbeurpiopted securities class action lawsuits filedha United States District Court for
Southern District of New York and that were condaled to “In re Allot Communications Ltd. Securities Litigati” under Master File N
07-cv-03455 (RJH). See “ITEM 8: Financial Infornmati—Consolidated Statements and Other Financialimition—Legal ProceedingsAs
of the date of this annual report, no other clafordirectors and officerdiability insurance have been filed under our pekcand we are n
aware of any pending or threatened litigation acpeding involving any of our directors or officémsvhich indemnification is sought.

We have entered into agreements with each of agactrs and with certain of our office holders dpating them, to the fullest exte
permitted by law, from liability to us for damagesused to us as a result of a breach of duty &f eard undertaking to indemnify them to
fullest extent permitted by law. This indemnifiaatiis limited to events determined as foreseeapléhb board of directors based on
activities, and to an amount or according to datetetermined by the board of directors as readenabder the circumstances, and
insurance is subject to our discretion dependingt®ravailability, effectiveness and cost. The eatrmaximum amount set forth in si
agreements is the greater of (1) with respectdermification in connection with a public offeriiod our securities, the gross proceeds re
by us and/or any selling shareholder in such puiffiering, and (2) with respect to all permittedi@mnification, including a public offering
our securities, an amount equal to 50% of the bareholdersequity on a consolidated basis, based on our negsint financial stateme
made publicly available before the date on whighittdemnity payment is made.
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In the opinion of the U.S. Securities and Excha@genmission, however, indemnification of directorsl affice holders for liabilitie
arising under the Securities Act is against pupdiicy and therefore unenforceable.

D. Employees

As of December 31, 2009, we had 252 employees ohwh70 were based in Israel, 29 in the United Statel the remainder in A
and Europe. The breakdown of our employees by tiepeat is as follows:

December 31

Department 2007 2008 2009

Manufacturing and operatiol 16 16 16
Research and developm 92 94 92
Sales, marketing, service and supj 10z 10z 114
Management and administration 32 31 30
Total 24z 243 252

Under applicable Israeli law, we and our employaes subject to protective labor provisions suchessrictions on working houi
minimum wages, minimum vacation, sick pay, sevesgray and advance notice of termination of emplayras well as equal opportunity ¢
anti-discrimination laws. Orders issued by the éirMinistry of Industry, Trade and Labor make eg@mtindustrywide collective bargainir
agreements applicable to us. These agreementd afégters such as cost of living adjustments targd, length of working hours and we
recuperation, travel expenses, and pension righis. employees are not represented by a labor uki@nprovide our employees with bene
and working conditions which we believe are comtpetiwith benefits and working conditions provideg similar companies in Israel. \
have never experienced labor-related work stoppagéselieve that our relations with our employaesgood.
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E.

Share Ownership

Beneficial Ownership of Executive Officers and Diretors

The following table sets forth certain informatimgarding the beneficial ownership of our ordinglmares as of April 1, 2010, of ei

of our directors and executive officers.

Number of
Shares

Beneficially  Percent of
Name of Beneficial Ownet Held(1) Class
Directors
Shai Saul(2 2,354,09: 10.4%
Yigal Jacoby(3 1,524,43. 6.€%
Rami Hadai 553,42 2.4%
Eyal Kishon *
Nurit Benjamini * *
Shraga Kat: * *
Steven D. Levy * *
Executive Officers
Amir Hochbaunr * *
Anat Shenic * *
Andrei Elefani * *
Doron Arazi * *
Eli Cohen * *
Jay Klein * *
Lior Moyal * *
Pini Gvili * *
Ramy Moriah * *
Vin Costello * *
All directors and executive officers as a grou| 4,887,86! 21.5%

1)

(2)

3)

Less than one percent of the outstanding ordinaayes.

As used in this table, “beneficial ownership&ans the sole or shared power to vote or direcwtting or to dispose or direct
disposition of any security. For purposes of thislé, a person is deemed to be the beneficial owihsecurities that can be acqui
within 60 days from April 1, 2010 through the exsecof any option or warrant. Ordinary shares stthije options or warrants that
currently exercisable or exercisable within 60 days deemed outstanding for computing the ownerpkigentage of the pers
holding such options or warrants, but are not deemeéstanding for computing the ownership percemtafyany other person. T
amounts and percentages are based upon 22,55%i88rg shares outstanding as of April 1, 2C

Consists of 2,331,593 shares held by the TamimikdghVentures and options to purchase 22,500 shatddy Shai Saul. Mr. Saul
a managing partner of Tamir Fishman and, by vidfidis position, may be deemed to have voting anv&stment power, and tr
beneficial ownership, with respect to the shardd bg the Tamir Fishman Ventures. Mr. Saul disckisuch beneficial ownersl
except to the extent of his pecuniary interestdime

Consists of 835,410 shares held by Odem Rotem rigddiLtd., a company who-owned and controlled by Yigal Jacoby, 58,
shares jointly held by Yigal Jacoby and his spouds®gt Jacoby, and an option to purchase 380,994esHzeld by Odem Rote
Holdings. Also consists of a right held by Mr. Jagdo purchase 246,479 shares currently held byistee. SeelTEM 7: Majol
Shareholders and Related Party Transac—Related Party Transacti—Escrow Agreement with Yigal Jaco”

Our directors and executive officers hold, in tlygr@gate, options exercisable into 2,243,063 orgishares. The 2,243,063 opti

have a weighted average exercise price of apprdglyn@3.08 per share and have expiration datet 200.

Share Option Plans

We have adopted four share option plans and, &pnlf 1, 2010, we had 4,759,373 ordinary shareseme=d for issuance under th

plans, with respect to which (i) options to pureh@s067,457 ordinary shares at a weighted averagesise price of $3.12 per share w
outstanding, and (ii) options to purchase 2,245d@nary shares were already exercised by ceofdine grantees and such shares were it
by us. As of April 1, 2010, options to purchasel3,058 ordinary shares were vested and exercisable.
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We will only grant options or other equity incergimwards under the 2006 Incentive Compensation Bldrough previouslgrante:
options will continue to be governed by our othiang.

2006 | ncentive Compensation Plan

The 2006 plan is intended to further our succesmtngasing the ownership interest of certain afand our subsidiarieg€mployee:
directors and consultants and to enhance our angulasidiaries’ ability to attract and retain enyaes, directors and consultants.

The number of ordinary shares that we mayeigsuder the 2006 plan will increase on the first dheach fiscal year during t
term of the 2006 plan, in each case in an amoumaleq the lesser of (i) 1,000,000 shares, (ii)8.&f our outstanding ordinary shares or
last day of the immediately preceding year, o) éii amount determined by our board of directole fumber of shares subject to the :
plan is also subject to adjustment if particulgpitzd changes affect our share capital. Ordinagret subject to outstanding awards unde
2006 plan or our 2003 plan or 1997 plans that absequently forfeited or terminated for any otresxrson before being exercised will agai
available for grant under the 2006 plan. As of Afti2010, options or other awards to purchase@®® ordinary shares had been gra
under the 2006 plan and 648,702 remained avaifablieiture options or other awards.

Israeli participants in the 2006 plan maygbented options subject to Section 102 of the Ishaeome Tax Ordinance. Section !
of the Israeli Income Tax Ordinance, allows empésalirectors and officers, who are not controléhgreholders and are considered Is
residents to receive favorable tax treatment fanmensation in the form of shares or options. Oun-@mployees service providers i
controlling shareholders may only be granted optionder another section of the Tax Ordinance, whicds not provide for similar t
benefits. Section 102 includes two alternativestéor treatment involving the issuance of optionsioares to a trustee for the benefit of
grantees and also includes an additional alteradtivthe issuance of options or shares directihéograntee. The most favorable tax treat
for the grantees is under Section 102(b)(2) of the Ordinance, the issuance to a trustee undefctiygtal gain track."However, under th
track we are not allowed to deduct an expense mgipect to the issuance of the options or shaneg.sfock options granted under the 2
plan to participants in the United States will lither “incentive stock optionsyvhich may be eligible for special tax treatment emthe U.<
Internal Revenue Code of 1986, or options othem theentive stock options (referred to as “nondiglistock options”)as determined by o
compensation and nominating committee and statdtkioption agreement.

Our compensation and nominating committee admirsistiee 2006 plan and it will select which of ourdaour subsidiariesanc
affiliates’ eligible employees, directors and/onsaltants shall receive options or otherards under the 2006 plan and will determine e
of the grant, including, exercise prices, methogayment, vesting schedules, acceleration of vgstimd the other matters necessary it
administration of the plan.

If we undergo a change of control, as defined @20806 plan, subject to any contrary law or rutethe terms of any award agreen
in effect before the change of control, (a)the pensation and nominating committee may, in its rdigon, accelerate the vesti
exercisability and payment, as applicable, of @utding options and other awards; and (b) the cosgiem and nominating committee, in
discretion, may adjust outstanding awards by sulisty ordinary shares or other securities of amgcessor or another party to the chang
control transaction, or cash out outstanding optiand other awards, in any such case, generallgdbas the consideration received by
shareholders in the transaction.
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Allot Communications Ltd. Key Employee Share I ncentive Plan (2003)

Our 2003 share option plan provides fa ¢inant of options to our and our affiliateshployees, directors, officers, consulte
advisers and service providers. As of April 1, 20ti&re were outstanding options to purchase 16588ordinary shares under the plar
which options to purchase 1,538,506 ordinary sharee vested and exercisable and options to puecha®&tl,367 ordinary shares w
already exercised for ordinary shares. We no loggant options under this plan, and ordinary sharekerlying any option granted under
plan that terminates without exercise become aviailtor future issuance under our 2006 plan.

The terms of the 2003 plan are in compliance waht®n 102 of the Israeli Income Tax Ordinance,clifallows employees, direct
and officers, who are not controlling shareholderd are considered Israeli residents to receiverédle tax treatment for compensation ir
form of shares or options. Our nemployees service providers and controlling shddsne may only be granted options under anothdios
of the Tax Ordinance, which does not provide farikir tax benefits.

We have elected to issue our options under theatagin track and, accordingly, all options grahteder this plan to Israeli reside
have been granted under the capital gain trackid®et02 also provides for an income tax track,amahich, among other things, the ben:
to the employees would be taxed as ordinary incamgewould be allowed to recognize expenses forptaposes and the minimum hold
period for the trustee will be twelve months frone £nd of the calendar year in which such optisaggeanted, and if granted after Janua
2006, twelve months after the date of grant. Ireotd comply with the terms of the capital gairckaall options, as well as the ordinary sh
issued uporexercise of these options and other shares recesiviesequently following any realization of right&hwrespect to such optiol
such as stock dividends and stock splits are giaiota trustee and should be held by the trustethélesser of thirty months from the dat
grant, or two years following the end of the taxaly@s which the options were granted and if grarafter January 1, 2006 only two years ¢
the date of grant. Under this plan, all optionsethler or not granted pursuant to said Section tH@2ordinary shares issued upon their exe
and other shares received subsequently followiygealization of rights are issued to a trustee.

The plan is administered by our board of directghsch has delegated certain responsibilities to @ampensation and nominat
committee.

In the event of our being acquired by means of erevgth or into another entity, in which our outstiédng shares are exchanged
securities or other consideration issued, or catrsdxe issued, by the acquiring company or its isidry, or in the event of the sale of all
substantially all of our assets, to the extenti hot been previously exercised, each vestedwasted option will terminate immediately pi
to the consummation of such transaction. The plathér provides that, in the event of our consaialaor merger with or into anott
corporation, the compensation committee may, inalisolute discretion and without obligation, agtieat instead of termination: (i) e¢
unexercised option, if possible, will be assumedroequivalent option will be substituted by ouceassor corporation or a parent or subsi
of our successor corporation; or (ii) we will paythe grantee an amount equivalent to the valuatidhe grantee unexercised options on
as converted basis at that time.
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Allot Communications Ltd. Key Employees Share Incentive Plan and Key Employees of Subsidiaries and Consultants Share I ncentive
Plan (1997)

Our Key Employees Share Incentive Plan, adoptetl9®i7, provides for the grant of options to any aof directors, officers ar
employees, and our Key Employees of SubsidiaridsGonsultants Share Incentive Plan, also adopté@%7, provides for the grant of optit
to any of our or our subsidiariedirectors, officers, employees, or consultants. fdmns of both plans are identical, except thatgrat o
options under the first plan was made in compliamitke the provisions of Section 102 of the Tax @atice, as was in effect in 1997 and |
to its amendments in 2003, which allows employeks are considered Israeli residents to receiverédble tax treatment.

As of April 1, 2010, there were outstandingdiaps to purchase 5,551 ordinary shares undemtbeptans, all of which were vest
and options to purchase 760,520 ordinary sharesatlige already exercised for ordinary shares. Wéonger grant options under these pl
and ordinary shares underlying any option grantedeuthese plans that terminate without exercisere available for future issuance ur
our 2006 plan.

The plans are administered by our compensatiomandnating committee.
ITEM 7: Major Shareholders and Related Party Transactions
A. Major Shareholders

The following table sets forth certain informatimygarding the beneficial ownership of our outstagdirdinary shares as of April
2010, by each person who we know beneficially o&1@8% or more of the outstanding ordinary shareshEd our shareholders has ident

voting rights with respect to its shares. All oétimformation with respect to beneficial ownersbfgghe ordinary shares is given to the be
our knowledge.

Percentage
Ordinary of Ordinary
Shares Shares
Beneficially Beneficially
Owned(1) Owned
Brookside Capital Fund(Z 3,426,63! 15.2%
Tamir Fishman Ventures(. 2,354,09: 10.4%
Zohar Zisapel(4 2,292,31! 10.2%
Diker Management(t 2,160,06. 9.€%
Yigal Jacoby(6 1,524,43. 6.€%
Gemini Group(7 1,702,67 7.€%
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1)

2)

3)

(4)

(5)
(6)

()

As used in this table, “beneficial ownership&ans the sole or shared power to vote or direcwtting or to dispose or direct
disposition of any security. For purposes of thislé, a person is deemed to be the beneficial owihsecurities that can be acqui
within 60 days from April 1, 2010 through the eise of any option or warrant. Ordinary sharesettiio options or warrants that
currently exercisable or exercisable within 60 days deemed outstanding for computing the ownerpkigentage of the pers
holding such options or warrants, but are not deemeéstanding for computing the ownership percemtafyany other person. T
amounts and percentages are based upon 22,55%darg shares outstanding as of April 1, 2C

Based on a Schedule 13G/A filed on February 1602Qbnsists of 3,426,638 shares held by Brooksmlgit@l Partners Fund, L.P.
Delaware limited partnership. Brookside Capitaldstors, L.P., a Delaware limited partnership is sh&e general partner of 1
Brookside Capital Partners Fund, L.P. Brooksideitahpanagement, LLC, a Delaware limited liabilidépmpany, is the sole gene
partner of Brookside Capital Investors, L.P. DonsehiFerrante is the sole managing member of BidelSapital Management, LL
The address of the Brookside entities and the fanggindividual is 111 Huntington Avenue, Bostonasgéachusetts 021¢

Based on a Schedule 13G/A filed on February 14820@nsists of 1,165,014 shares held by Tamir FishWentures Il L.P., 804,8
shares held by Tamir Fishman Venture Capital Il L1%$5,904 shares held by Tamir Fishman Venturéisidel) L.P., 138,310 sha
held by Tamir Fishman Ventures Il (Cayman Island®)., 54,543 shares held by Tamir Fishman VentlUr€&EO Funds (U.S.) L.F
12,980 shares held by Tamir Fishman Ventures Il Gla@ds L.P. and an option to purchase 22,500 sheldsby Shai Saul. Tan
Fishman Ventures Il, LLC is the sole general parbfeesach of the foregoing limited partnerships &iad management rights over
shares held by Tamir Fishman Venture Capital IL bivirtue of a management agreement with Tanshifian Ventures Il, LLC. Tl
managing members of Tamir Fishman Ventures Il, ldt€ Shai Saul, Michael Elias and Tamir Fishman & IGd. Eldad Tamir ar
Danny Fishman are Co-Presidents andGhief Executive Officers of Tamir Fishman & Co. L&hd, by virtue of their positions,
be deemed to be beneficial owners of the secufitdd thereby. Each of the foregoing entities amtlviduals disclaims benefic
ownership of these securities except to the exikits or his pecuniary interest therein. The addref the Tamir Fishman entities :
the foregoing individuals is 21 Haarbaa, Tel AvA789 Israel

Based on a Schedule 13G/A filed on March 30, 2@#hsists of 2,227,428 shares are held by Zohapgisand 64,891 shares
held by Lomsha Ltd., an Israeli company controllsd Zohar Zisapel. The address of Mr. Zisapel andhsloa Ltd. is 24 Raoc
Wallenberg Street, Tel Aviv 69719, Isra

Based on a Schedule 13G filed on February 16, 20i8.address of Diker Management, LLC is 745 Fiftlenue, Suite 1409, Ne
York, New York 10151

Based on a Schedule 13G/A filed on Februarg04,0 and to the Comparsybest knowledge. Consists of 58,528 ordinary shiae&
jointly by Yigal Jacoby and his wife, Anat Jacoyso consists of a right held by Mr. Jacoby to hase 246,479 shares currently |
by a trustee. Also consists of 835,410 shares hgl@dem Rotem Holdings Ltd., a company whallyned and controlled by M
Jacoby, and an option to purchase 380,994 shatésbiieDdem Rotem Holdings. The address of Mr. Jadel22 Hanagar Stre
Neve N¢eman Industrial Zone B, Holtasharon 45240, Israel. The address of Odem RoteMdirtgs Ltd. and Anat Jacoby is
Nordau Street, Rannana, Isre

Based on a Schedule 13G/A filed on February 14820@nsists of 880,295 shares held by Gemini IdtdeP., 690,669 shares hi
by Gemini Israel Il Parallel Fund L.P., 112,216 r&saheld by Advent PGGM Gemini L.P. and 19,499 ehidreld by Gemini Partr
Investors L.P. The board of directors of Gemina&rFunds Ltd. has sole investment control wittpees to these entities anc
comprised of Steve Kahn, Amram Rasiel, Dr. A.l. XBBtlavsky, Yossi Sela and David Cohen. These imtligls share voting pow
over the shares and held by the Gemini entitiesraayl be deemed to be the beneficial owners of ¢leargties held thereby. Ee
individual disclaims beneficial ownership of thesecurities except to the extent of his pecuniatgrest therein. The address of
Gemini entities and the foregoing individuals isl@Venofim Street, Herzliya Pituach 46725, Isr.

Significant Changes in the Ownership of Major Sharholders

As of April 1, 2010, Zohar Zisapel was the benefi@wner of 2,292,319, or 10.2%, of our ordinarargls, and Diker Managem

was the beneficial owner of 2,160,061, or 9.6%,0af ordinary shares. As of December 31, 2007 an@B2@ohar Zisapel and Dik
Management were not major shareholders. As of Mar@910 and as of December 31, 2009, GenesisdPardnd Partech International Gr
were no longer major shareholders. As of DecembgPB08, Genesis Partners was the beneficial oain2)042,260, or 9.3%, of our ordin:i
shares and Partech International Group was thefibheowner of 1,268,181, or 5.8%, of our ordinasfares. As of December 31, 2(
Genesis Partners was the beneficial owner of 2/@84,0or 9.2%, of our ordinary shares and Partetériational Group was the benefi
owner of 1,280,562, or 5.8%, of our ordinary shares
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Record Holders

Based on a review of the information provided tobysour transfer agent, as of April 1, 2010, thesere 32" record holders ¢
ordinary shares, of which 14 represented UniteteStaecord holders holding approximately 85% of ourstariding ordinary shares.

* Including the Depository Trust Company.
B. Related Party Transactions

Our policy is to enter into transactions with rethparties on terms that, on the whole, are no fiem@able, or no less favorable, ti
those available from unaffiliated third parties.sBd on our experience in the business sectors iohwke operate and the terms of
transactions with unaffiliated third parties, wdidee that all of the transactions described behoet this policy standard at the time t
occurred.

Registration Rights

We have entered into an amended and restated amgesghts agreement with certain of our sharehsldpursuant to which su
holders are entitled to certain registration righgsdescribed below. This amount does not inchlidees issuable upon the exercise of op
and warrants, which are also entitled to regigiratights as described under “— Registration Righf®rtain Options and Warrantsli
accordance with such agreement, the following iestitwhich beneficially own more than 5.0% of oudipary shares, are entitled
registration rights: the Tamir Fishman Ventureg @emini Group; the Partech International Groum aar founder and member of the bc
of directors, Yigal Jacoby and Odem Rotem Holdirmgspmpany wholly-owned and controlled by Mr. Jacob

Demand registration rightaVe are required to file a registration statemeniespect of ordinary shares held by our formeregret
shareholders as follows:

. two registrations at the request of one or morewf shareholders holding ordinary shares represgrnti the aggregate
majority of ordinary shares resulting from conversof our Series A preferred shares, Series B pexfeshares, collective
referred to as the B Registrable Securities, amieS€ preferred shares and all ordinary sharaseis$n respect of su
shares

. one registration at the request of one of more wf shareholders holding ordinary shares represgrtinthe aggregate
majority of ordinary shares resulting from conversof our Series D preferred shares and all orglishares issued in resp
of such shares

. one registration at the request of one of more wf shareholders holding ordinary shares represgrtinthe aggregate

majority of ordinary shares resulting from conversof our Series E preferred shares and all ordishares issued in resp
of such shares; ar
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. provided that (1) the aggregate proceeds from anf segistration are estimated in good faith tarbexcess of $5.0 millic
and (2) we are not required to effect a registratigthin 180 days after the effective date of muitial public offering or
registration statement for any subsequent offel

Following a request to effect a registration by shiareholders as described above, we are requireffier the other shareholders
are entitled to registration rights an opportunigyinclude their shares in the registration statgmia the event that the managing underw
advises the registering shareholders in writing tharketing factors require a limitation on the menof shares that can be included in
registration statement, certain preferences wiplypvith respect to the inclusion of the registeabecurities.

Registration on Form F-3Shareholders holding registrable securities mayestjthat we register such registrable securitia
Form F-3, provided that each such registration gegas proceeds of at least $2.0 million. This riglaly be exercised up to twice in any twelve-
month period. We are required to give notice of angh request to the other holders of registrabdeigties and offer them aypportunity tc
include their shares in the registration statemienthe event that the managing underwriter advisesriting that marketing factors requir
limitation on the number of shares that can beuitket! in the registration statement, the sharesbwilhcluded in the registration statement i
agreed order of preference between the sharehdid&img registrable securities.

Piggyback registration rightsShareholders holding registrable securities als hlae right to request that we include their reegide
securities in any registration statements filedubyn the future for the purposes of a public dffgr subject to specified exceptions. In the e
that the managing underwriter advises in writingt tnarketing factors require a limitation on thentner of shares that can be included ir
registration statement, the shares will be includethie registration statement in an agreed orflpreference between the shareholders ho
registrable securities.

Termination.All registration rights granted to holders of reable securities will terminate on the fifth anmisary of the closing
our initial public offering and, with respect toyaaf our holders of registrable securities, whea shares held by such shareholder can b
within a ninety-day period under Rule 144,

ExpensesWe will pay all expenses in carrying out the aboegistrations.

Certain optionsWe have also granted the following registratiorhtsgwith respect t0246,479 ordinary shares thaehmen issue
but are held in trust for the benefit of our foundad member of the board of directors, Yigal Jgcpending his payment of the purchase |
of such shares, will be entitled, upon the paynoéihe purchase price, to the same registratidnsigs the Series A preferred shares.

Agreements with Directors and Officers

Employment of Shraga Katn June 2008, we entered into an agreement withgghiKatz governing the terms of his employment
us for the provision of consulting services. Untltex terms of the agreement, Mr. Katz was requicedevote 20% of his time to his posit
with us. In November 2008, Mr. Katz was electedheesChairman of our board of directors and his migntompensation was increased.
agreement contains standard employment provisioeijding provisions relating to confidentiality drassignment of inventions. We n
terminate Mr. Katz's employment on a prior notiegguant to applicable law, or we may terminate K&tz's employment without notice if \
give a pay in lieu of notice.
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Employment of Yigal Jacobiyn October 2006, we entered into an agreement Miglal Jacoby governing the terms of his employr
with us for the provision of management and guigaservices with regard to our strategy, long teisiom and key objectives. Under the te
of the agreement, Mr. Jacoby was required to de¥®¥% of his time to his position with us. In Noveent2008, the agreement was amel
such that Mr. Jacobg’scope of engagement was reduced to 12.5% of sifid position and his monthly compensation waduoed. Th
agreement contains standard employment provisioefjding provisions relating to confidentiality darmssignment of inventions. We n
terminate Mr. Jacoby’s employment on thirty daysopnotice, or we may terminate Mr. Jacob¥mployment without notice if we give
thirty days’ pay in lieu of notice.

Prior to his transition to a direct employment tielaship, Mr. Jacoby provided substantially ideatiservices to us pursuant t
consulting agreement, dated December 2001. Themgmt was terminated in October 2006. The agreeamertained standard confidentia
provisions that survived the agreement’s termimatio

Escrow Agreement with Yigal Jacob4.right to purchase 246,479 ordinary shares wastgd to Mr. Jacoby in connection with our
Series A financing. The shares are issued, butelckin trust for the benefit of the Mr. Jacoby suant to an escrow agreement entered into on
January 28, 1998, amended on October 26, 2006 amdrhber 13, 2008, by and among the Company, Mobjaand an escrow agent.
Pursuant to the terms of this agreement, the esagant is holding such shares for which Mr. Jadudxy paid nominal value. While these
shares are held in trust, neither Mr. Jacoby netiistee has voting or economic rights with respesuch shares. Mr. Jacoby may exercis:
right to purchase the shares in trust, in wholmqrart, by paying any portion of the full $600,00@rchase price (less $475 previously paid in
respect of the nominal value of the shares) foréispective portion of the shares. Mr. Jacoby hasight to pay any portion of the purchase
price for the respective portion of shares by ‘westment” of his right to purchase. Mr. Jacoby'sititp purchase expires upon November 15,
2010. See Note 10c to our consolidated financa&estents for additional information.

Technical Training Services Agreement with Expenté&/e have received technical writing services fronp&xeam Ltd., a compa
owned and controlled by the wife of our founder ameimber of the board of directors, Yigal Jacoby. Mggan using Experteam in 2004
our expenses incurred in connection with the engage of Experteam were approximately $36,000 in72(#39,848 in 2008 and $6,13:
20009.

Employment Agreementié/e have entered into employment agreements with ekour officers who work for us as employees. Sk

agreements all contain provisions standard for mpamy in our industry regarding noncompetition, fentiality of information an
assignment of inventions. The enforceability of&oants not to compete in Israel may be limited.
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Exculpation, Indemnification and Insurand@ur articles of association permit us to exculpetdemnify and insure our office hold
to the fullest extent permitted by the Companiew.L&/e have entered into agreements with each ofdoactors and certain office holde
exculpating them from a breach of their duty ofectar us to the fullest extent permitted by law andertaking to indemnify them to the full
extent permitted by law, to the extent that thdabillties are not covered by insurance. SEEEM 6: Directors, Senior Management |
Employees—Board Practices—Exculpation, Insurancelademnification of Office Holders.”

C. Interests of experts and counsel
Not applicable.
ITEM 8: Financial Information
A. Consolidated Financial Statements an@ther Financial Information.
Consolidated Financial Statements
For our audited consolidated financial statememtshe year ended December 31, 2009, please ses pagto F-35 of this report.
Export Sales

See “ITEM 5: Operating and Financial Review andspezts” under the caption “Geographic BreakdowmRefenuesfor certair
details of export sales for the last three fiserg.

Legal Proceedings

On May 1, 2007, a securities class action compl&ritkman Investment Inc. v. Allot Communicationd. l&t al., was filed in th
United States District Court for the Southern Distof New York. At least three substantially sianicomplaints were filed in the same ci
after the original action was filed. We and certafrour directors and officers are named as defetsdd he securities class action complz
allege that the defendants violated Sections 111&naf the Securities Act of 1933 by making false anisleading statements and omissiol
our registration statement for our initial publifesing in November 2006. The claims are purpostelifought on behalf of persons v
purchased our stock pursuant to and/or traceabtbednitial public offering on or about Novembes, 12006 through April 2, 2007. T
plaintiffs seek unspecified compensatory damagemagthe defendants, as well as attoradges and costs. Motions for consolidation an
appointment of lead plaintiff were filed on July 2007 and were decided on March 27, 2008, with @erogranting consolidation a
appointing coead plaintiffs. The Consolidated Amended Compliar#ts served on June 9, 2008. The defendants mavetisiiss th
Consolidated Amended Compliant on August 8, 208&ile the defendantshotion to dismiss was still pending, the partiescheed on Marc
31, 2010 an agreement in principle to settle tigation. Pursuant to the terms of the agreentéet Company will pay to the plaintiffs, for 1
benefit of the class members, $1.3 million in caghich amount is to be funded by our insuranceiearthe settlement contemplated there
conditional upon approval by the court and othettiogencies. There is no assurance that final apptoval will be obtained. If such apprc
is not obtained, the parties to this litigation matyempt to reach agreement on alternative settlerrgems or resume the litigation. 1
Company has recorded a liability in its financi@tements for the proposed amount of the settlenhe@iddition, because the insurance ce
has agreed to pay the entire settlement amountesnayery from the insurance carrier is probablesaeivable has also been recorded fo
same amount. Accordingly, there is no impact toGoenpany$ statements of operations or cash flows becaesarttounts of the settlem
and the insurance recovery fully offset each other.

We may, from time to time in the future be invohiadegal proceedings in the ordinary course ofitess.
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Dividends

We have never declared or paid any cash dividendsuo ordinary shares and we do not anticipatengaginy cash dividends on «
ordinary shares in the future. We currently intémdetain all future earnings to finance our opierat and to expand our business. Any fL
determination relating to our dividend policy wile made at the discretion of our board of directord will depend on a number of fact
including future earnings, capital requirementsaficial condition and future prospects and othetofa our board of directors may de
relevant.
B. Significant Changes

Since the date of our audited financial statemamisided elsewhere in this annual report, thereehat been any significant chan
in our financial position.

ITEM 9: The Offer and Listing
Not applicable, except for Items 9.A.4 and 9.C,chhare detailed below.
Stock Price History
Our ordinary shares began trading publicly on Noveml6, 2006. Prior to that date, there was noipubhrket for our ordinal

shares. The following table lists the high and lolsing sale prices for our ordinary shares for pleeiods indicated as reported by
NASDAQ Stock Market

Year High Low
2006 $ 13.81 $ 10.1¢(
2007 11.t 4.3t
2008 4.8t 1.6
2009 4.2~ 1.4z
2010 5.01 4.0C
2008

First Quartel $ 48t 3 2.2¢
Second Quarte 3.5¢ 2.5(C
Third Quartel 2.8¢ 2.2¢
Fourth Quarte 2.4t 1.6C
2009

First Quartel $ 1.8 $ 1.4z
Second Quarte 3.0¢ 1.52
Third Quartel 4.2(C 3.0C
Fourth Quarte 4.2t 3.7
Most Recent Six Months

April 2010 $ 55t 3 5.11
March 201C 5.01 4.0t
February 201( 4.2z 4.0C
January 201! 4.4¢ 4.11
December 200 4.1% 3.72
November 200! 4.2¢ 3.92
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Markets
Our ordinary shares have been quoted on the NASB#&Qk Market under the symbol “ALLT” since NovemHi«, 2006.
ITEM 10: Additional Information
A. Share Capital
Not applicable.
B. Memorandum of Association and Article®f Association
Memorandum and Articles of Association
We are registered with the Israeli Registrar of @ames in Jerusalem. Our registration number i238477-6.

A description of our memorandum and articles ofoaigion was previously provided in our registratistatement on Form E-
(Registration Statement 3338313) filed with the Securities and Exchange Casion on October 31, 2006, and is incorporate@ihey
reference.

Acquisitions under Israeli Law

Full Tender OfferA person wishing to acquire shares of a publicdreompany and who would as a result hold ove®®0of the
target company’s issued and outstanding shareatapitrequired by the Companies Law to make a tewdfer to all of the company’
shareholders for the purchase of all of the issaraloutstanding shares of the company. A persohingigo acquire shares of a public Isr
company and who would as a result hold over 90.0%evissued and outstanding share capital of @iceclass of shares is required to ma
tender offer to all of the shareholders who holdrek of the same class for the purchase of alefdsued and outstanding shares of the
class. If the shareholders who do not accept tfer bbld less than 5.0% of the issued and outstangihare capital of the company or of
applicable class, all of the shares that the aequiffered to purchase will be transferred to thquirer by operation of law. However
shareholder that had its shares so transferred wityin three months from the date of acceptanc¢heftender offer, petition the court
determine that tender offer was for less thanvalue and that the fair value should be paid asrdehed by the court. If the shareholders
did not accept the tender offer hold at least 5d@f%he issued and outstanding share capital ofctrapany or of the applicable class,
acquirer may not acquire shares of the companywtiihincrease its holdings to more than 90.0% loé tompanys issued and outstand
share capital or of the applicable class from di@ders who accepted the tender offer.
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Special Tender Offelhe Companies Law provides that an acquisitiorhafas of a public Israeli company must be made égns c
a special tender offer if as a result of the adtjaisthe purchaser would become a holder of &tl@a.0% of the voting rights in the compe
This rule does not apply if there is already anoti@der of at least 25.0% of the voting rightgtie company. Similarly, the Companies 1
provides that an acquisition of shares in a putsimpany must be made by means of a tender oféey & result of the acquisition the purch
would become a holder of more than 45.0% of thengatights in the company, if there is no otherrshalder of the company who holds
than 45.0% of the voting rights in the company. SEheequirements do not apply if the acquisitiono@rurs in the context of a priv.
placement by the company that received sharehalperoval, (i) was from a shareholder holding aste25.0% of the voting rights in 1
company and resulted in the acquirer becoming denalf at least 25.0% of the voting rights in tloenpany or (ii) was from a holder of mu
than 45.0% of the voting rights in the company eggllted in the acquirer becoming a holder of mbes 45.0% of the voting rights in 1
company. The special tender offer may be consueunaly if at least 5.0% of the voting rights aktad to the compang’outstanding shat
will be acquired by the offeror.

In the event that a special tender offer is madmmpanys board of directors is required to express itsiopi on the advisability
the offer, or shall abstain from expressing anynimpi if it is unable to do so, provided that it gévthe reasons for its abstention. An o
holder in a target company who, in his or her cépas an office holder, performs an action theppge of which is to cause the failure o
existing or foreseeable special tender offer doisnpair the chances of its acceptance, is litédlthe potential purchaser and shareholdel
damages, unless such office holder acted in goitd énd had reasonable grounds to believe he om&seacting for the benefit of 1
company. However, office holders of the target camypmay negotiate with the potential purchaserdento improve the terms of the spe
tender offer, and may further negotiate with thiedties in order to obtain a competing offer.

If a special tender offer was accepted by a mgjafithe shareholders who announced their starglioh offer, then shareholders v
did not announce their stand or who had objectatid¢cffer may accept the offer within four daystivé last day set for the acceptance o
offer.

In the event that a special tender offer is acakpteen the purchaser or any person or entity odimyg it or under common conti
with the purchaser or such controlling person ditgshall refrain of making a subsequent tendéerofor the purchase of shares of the te
company and cannot execute a merger with the taagepany for a period of one year from the datéhefoffer, unless the purchaser or ¢
person or entity undertook to effect such an affemerger in the initial special tender offer.

Merger. The Companies Law permits merger transactions gramgd by each party’ board of directors and, unless cel
requirements described under the Companies Lamatga certain percentage of each pargfiareholders. The board of directors of a me
company is required pursuant to the Companies loadiscuss and determine whether in its opiniongtfexists a reasonable concern that
result of a proposed merger, the surviving compaitiynot be able to satisfy its obligations towaitiscreditors, such determination taking
account the financial status of the merging comgmnif the board has determined that such a coredsts, it may not approve a propc
merger. Following the approval of the board of dioes of each of the merging companies, the boemast jointly prepare a merger propc
for submission to the Israeli Registrar of Companie
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Under the Companies Law, if the approval of a galnereeting of the shareholders is required, metrgeisactions may be appro
by holders of a simple majority of our shares (dihg the separate vote of each class of sharésegbarty to the merger which is not
surviving entity) present, in person, by proxy gnxitten ballot, at a general meeting and votimgtloe transaction. In determining whethet
required majority has approved the merger, if shafe¢he company are held by the other party tontkeeger, or by any person holding at |
25.0% of the voting rights or 25.0% of the meangmbointing directors or the general manager ofaother party to the merger, then a
against the merger by holders of the majority efshares present and voting, excluding shareshlyellde other party or by such person, or
person or entity acting on behalf of, related tacontrolled by either of them, is sufficient toeej the merger transaction. If the transac
would have been approved but for the separate appod each class or the exclusion of the votesesfain shareholders as provided abo'
court may still approve the merger upon the reqoésiolders of at least 25.0% of the voting righfsa company, if the court holds that
merger is fair and reasonable, taking into accthmtalue of the parties to the merger and theideration offered to the shareholders.

Under the Companies Law, each merging company mfestm its secured creditors of the proposed memgans. Creditors a
entitled to notice of the merger pursuant to trgutations adopted under the Companies Law. Upomebeest of a creditor of either party
the proposed merger, the court may delay or pretrenmerger if it concludes that there exists a&aaable concern that, as a result o
merger, the surviving company will be unable tasfatthe obligations of any of the parties to therger, and may further give instruction:
secure the rights of creditors.

In addition, a merger may not be completed unlédsast fifty days have passed from the date thatoposal for approval of t
merger was filed with the Israeli Registrar of Ca@njges and thirty days from the date that sharelh@gdproval of both merging companies
obtained.

Anti-Takeover Measures

Undesignated preferred stockThe Companies Law allows us to create and issares having rights different to those attacheolt
ordinary shares, including shares providing cerfaeferred or additional rights to voting, distdilmms or other matters and shares ha
preemptive rights. We do not have any authorizegsired shares other than ordinary shares. Inutiieef, if we do create and issue a cla:
shares other than ordinary shares, such classaoéshdepending on the specific rights that magtteched to them, may delay or preve
takeover or otherwise prevent our shareholders frealizing a potential premium over the market eahf their ordinary shares. 1
authorization of a new class of shares will reqaireamendment to our articles of association whétjuires the prior approval of a sim
majority of our shares represented and voted anarmgl meeting.

Supermajority votingOur articles of association require the approvahefholders of at least two thirds of our combimeting powe
to effect certain amendments to our articles obeission.
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Classified board of directorfQur articles of association provide for a classifard of directors. SedTEM 6: Directors, Senic
Management and Employees—Board Practices—Termretioirs.”

Transfer Agent and Registrar

The transfer agent and registrar for our ordindrgres is American Stock Transfer & Trust Compats/alldress is 59 Maiden La
New York, New York 10038 and its telephone numbse(7il8) 92-8200.

C. Material Contracts

Summaries of the following material contracts amdeadments to these contracts are included in tmisia report in the plac
indicated:

Material Contract Location

Agreement with Flextronics (Israel) Ltd. “ITEMBt Information on the Company—Business OverviewrMacturing.”

Agreement with R.H. Electronics Ltd. “ITEM 4.Biformation on the Company—Business Overview—Magctufang.”

Esphion Limited “ITEM 5: Operating and Finandretview and Prospects—Operating Results—
Overview.”

Second Amended and Restated Investor Rights “ITEM 7. Major Shareholders and Related Party nBectionsRelated Part

Agreement Transactions—Registration Rights.”

D. Exchange Controls

In 1998, Israeli currency control regulations whiperalized significantly, so that Israeli residemgfenerally may freely deal in fore
currency and foreign assets, and mesidents may freely deal in Israeli currency asidhéli assets. There are currently no Israeli ogy
control restrictions on remittances of dividendstloa ordinary shares or the proceeds from the fallee shares provided that all taxes v
paid or withheld; however, legislation remains ffeet pursuant to which currency controls can bpased by administrative action at any ti

Non+esidents of Israel may freely hold and trade @ausities. Neither our memorandum of associatianawn articles of associati
nor the laws of the State of Israel restrict in argy the ownership or voting of ordinary sharesnbypresidents, except that such restrict
may exist with respect to citizens of countries ahhare in a state of war with Israel. Israeli resid are allowed to purchase our ordil
shares.
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E. Taxation
Israeli Tax Considerations and Government Programs

The following is a general discussion only andas exhaustive of all possible tax consideratiohss hot intended, and should not
construed, as legal or professional tax advice siralild not be relied upon for tax planning purpos$esaddition, this discussion does
address all of the tax consequences that may eeamrd to purchasers of our ordinary shares in kifhheir particular circumstances, or cer
types of purchasers of our ordinary shares sulifespecial tax treatment. Examples of this kindmvestor include residents of Israel .
traders in securities who are subject to speciaregimes not covered in this discussion. Eachviddal/entity should consult its own tax
legal advisor as to the Israeli tax consequencéseopurchase, ownership and disposition of ouinarg shares.

To the extent that part of the discussion is basectew tax legislation, which has not been subjecjudicial or administrativ
interpretation, we cannot assure that the tax aitigor the courts will accept the views expresisethis section.

The following summary describes the current tancitre applicable to companies in Israel, with sdeeference to its effect on
The following also contains a discussion of theariat Israeli tax consequences to holders of odinary shares.

General Corporate Tax Structurein I srael

Taxable income of Israeli companies is subjecttodt the rate of 27% in 2008, 26% in 2009, and 252010 and thereafter. In Ji
2009, Israel's Parliament (the Knesset) passedttio@aomic Efficiency Law (Amended Legislation for ptementing the Economic Plan
2009 and 2010), 2009, which prescribes, among dtfiegs, an additional gradual reduction in theaddir corporate tax rate and real ca|
gains tax rate starting from 2011 to the followtag rates: 2011 - 24%, 2012 - 23%, 2013 - 22%, 2%, 2015 - 20%, 2016 and thereafter -
18%.

Following an additional amendment to the Tax Ordo®gg which came into effect on January 1, 2009s&xeli corporation may elec
5% rate of corporate tax (instead of 25%) for inedfmtom dividend distributions received from a fgreisubsidiary which is used in Israe
2009, or within one year after actual receipt & tlividend, whichever is later. The 5% tax ratsubject to various conditions, which incl
conditions with regard to the identity of the camguion that distributes the dividends, the sourtéhe dividend, the nature of the use of
dividend income, and the period during which thaéd#ind income will be used in Israel.
Tax Benefits and Grants for Research and Development

Israeli tax law allows, under certain conditiongaa deduction for expenditures, including capiapenditures, for the year in wh
they are incurred. Expenditures are deemed retatsdientific research and development projects, if

. The expenditures are approved by the relevantligraeernment ministry, determined by the fieldre§earch
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. The research and development must be for the piomoft the company; ar
J The research and development is carried out by dretalf of the company seeking such tax deduc

The amount of such deductible expenses is redugdtebsum of any funds received through governrgemtts for the finance of su
scientific research and development projects. Ntudegon under these research and development dedudates is allowed if such deductior
related to an expense invested in an asset depleciader the general depreciation rules of therime Tax Ordinance, 1961. Expenditures
so approved are deductible in equal amounts ovee tyears.

From time to time we may apply the Office of thei@lScientist for approval to allow a tax deductfonall research and developm
expenses during the year incurred. There can lassrance that such application will be accepted.

Law for the Encouragement of | ndustry (Taxes), 1969

The Law for the Encouragement of Industry (Tax&889, generally referred to as the Industry Encgemeent Law, provides seve
tax benefits for industrial companies. We belielattwe currently qualify as an “Industrial Comparwithin the meaning of the Indus
Encouragement Law. The Industry Encouragement Lefimels “Industrial Companyds a company resident in Israel, of which 90% orenm
its income in any tax year, other than of incomenfrdefense loans, capital gains, interest and eldd is derived from anlridustria
Enterprise” owned by it. An “Industrial Enterprisis’defined as an enterprise whose major activitg given tax year is industrial product
activity.

The following corporate tax benefits, among othars,available to Industrial Companies:

. Amortization of the cost of purchased know-how gatents and of rights to use a patent and khow-which are used f
the development or advancement of the company, aveigh-year period

. Accelerated depreciation rates on equipment andibgs;
. Under specified conditions, an election to file solidated tax returns with additional related I§rbelustrial Companies; ar
. Expenses related to a public offering in Israel antecognized stock markets outside Israel, atclible in equal amour

over three year:

Under certain tax laws and regulations, an “IndaktEnterprise”may be eligible for special depreciation rates fieachinery
equipment and buildings. These rates differ bagedanious factors, including the date the operatibagin and the number of work shifts.
“Industrial Company’owning an approved enterprise may choose betwese tbpecial depreciation rates and the depreciation available
the approved enterprise.
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Eligibility for the benefits under the Industry Engagement Law is not subject to receipt of prippraval from any governmen
authority. We can give no assurance that we qualifyill continue to qualify as an “Industrial Coapy” or that the benefits described ab
will be available in the future.

Special Provisions Relating to Taxation Under I nflationary Conditions

The Income Tax Law (Inflationary Adjustments), 1988nerally referred to as the Inflationary Adjushts Law, represents an atte
to overcome the problems presented to a tradititaxatystem by an economy undergoing rapid inftatio

According to the Inflationary Adjustments Law, urD07, the results for tax purposes were adjufstethe changes in the Israeli C
In February 2008, the “Knessettie Israeli parliament, passed an amendment tmflagionary Adjustments Law, which limits the seopf th¢
law starting 2008 and thereafter. Starting 2008, résults for tax purposes are measured in nomalaks, excluding certain adjustments
changes in the Israeli CPI carried out in the mkrip to December 31, 2007. The amendment to thatibriary Adjustments Law includ:
inter alia, the elimination of the inflationary atlons and deductions and the additional dedudiomiepreciation starting 2008.

Tax Benefits Under the Law for Encouragement of Capital | nvestments, 1959
Tax benefits prior the 2005 amendment

The Law for the Encouragement of Capital Investseh®59, as amended (effective as of April 1, 2088herally referred to as
Investments Law, provides that a proposed capitabstment in eligible facilities may, upon applioatto the Investment Center of
Ministry of Industry and Commerce of the Statesyhkl, be designated as an “Approved Enterpri3éé Investment Center bases its dec
as to whether or not to approve an application,ragrather things, on the criteria set forth in thedstments Law and regulations, the polic
the Investment Center, and the specific objectaras financial criteria of the applicant. Each daxdite of approval for an Approved Enterp
relates to a specific investment program delineatst by its financial scope, including its capialurces, and by its physical characteris
such as the equipment to be purchased and utjlizesiiant to the program.

The Investments Law provides that an approved pnser is eligible for tax benefits on taxable in@wterived from its approv
enterprise programs. The tax benefits under thesimvents Law also apply to income generated bymgaay from the grant of a usage r
with respect to knovirow developed by the Approved Enterprise, inconmeegged from royalties, and income derived fronerise which i
auxiliary to such usage right or royalties, proddbat such income is generated within the Appraatkrprise$ ordinary course of busine
If a company has more than one approval or onlgréign of its capital investments are approvedeftsctive tax rate is the result of a weigt
average of the applicable rates. The tax benefiteuthe Investments Law are not, generally, abkdlavith respect to income derived fr
products manufactured outside of Israel. In addjtibe tax benefits available to an Approved Enteepare contingent upon the fulfillment
conditions stipulated in the Investments Law argutations and the criteria set forth in the spedirtificate of approval, as described ab
In the event that a company does not meet thesaitoons, it would be required to refund the amoahtax benefits, plus a consumer p
index linkage adjustment and interest.
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The Investments Law also provides that an Apprdeeterprise is entitled to accelerated depreciabiorits property and equipmt
that are included in an Approved Enterprise progirathe first five years of using the equipment.

Taxable income of a company derived from an Appdoiaterprise is subject to corporate tax at theimasn rate of 25%, rather th
the regular corporate tax rate, for the benefiiguerThis period is ordinarily seven years commegavith the year in which the approy
enterprise first generates taxable income aftercthamencement of production, and is limited to teelears from commencement
production or fourteen years from the date of applowhichever is earlier. This time limitation do@ot apply to the exemption per
described below.

Should we derive income from sources other thamAihygroved Enterprise during the relevant periodefefits, such income will
taxable at the regular corporate tax rates.

Under certain circumstances (as further detailelbw)e the benefit period may extend to a maximumtef years from tt
commencement of the benefit period.

A company may elect to receive an alternative pgekaf benefits. Under the alternative package afebits, a companyg’
undistributed income derived from the Approved Emtise will be exempt from corporate tax for a pdrbf between two and ten years fi
the first year the company derives taxable incoméeu the program, after the commencement of pramtyctiepending on the geograf
location of the Approved Enterprise within Israahd such company will be eligible for a reduced ri@be for the remainder of the bene
period. The year's limitation does not apply to the exempperiod.

A company that has elected the alternative packddeenefits, such as us, that subsequently paysidedd out of income derivt
from the approved enterprise(s) during the tax gté&m period will be subject to corporate tax ie trear the dividend is distributed in res
of the gross amount distributed, at the rate whvohild have been applicable had the company notezlehe alternative package of bene
(generally 10%-25%, depending on the percentagheftompanys ordinary shares held by foreign shareholdersg dikidend recipient
subject to withholding tax at the reduced rate 5#6lapplicable to dividends from approved entergriffethe dividend is distributed during
tax exemption period or within twelve years theteafin the event, however, that the company idifigm as a foreign investor€ompany
there is no such time limitation. This tax mustdthheld by the company at source, regardless @thdr the dividend is converted into fore
currency.

As of December 31, 2009, we believe that we ardlingeéhe aforementioned conditions.
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Foreign Investor's Company (“FIC”)

A company that has an Approved Enterprise progeadtigible for further tax benefits if it qualifies a foreign investorsompany. /
foreign investorscompany is a company of which, among other criteriare than 25% of its share capital and combiteglesand loan capi
is owned by non-Israeli residents. A company thetlifies as a foreign investorsbompany and has an approved enterprise progratigiisie
for tax benefits for a tegear benefit period. As specified above, dependimghe geographic location of the approved enteepriithin Israe
income derived from the approved enterprise progray be entitled to the following:

J Extension of the benefit period to up to ten ye

. An additional period of reduced corporate tax liggbiat rates ranging between 10% and 25%, dependm the level ¢
foreign (that is, norsraeli) ownership of our shares. Those tax ratekthe related levels of foreign investment arese

forth in the following table

Region A
Rate of Reduced Tax Tax Exemption Percent of
Reduced Ta Period Period Foreign Ownershij
25 0 years 10 years 0-25%
25 0 years 10 years 25-48.99%
20 0 years 10 years 49-73.99%
15 0 years 10 years 74-89.99%
10 0 years 10 years 9C-100%
Region B
Rate of Tax Exemption Percent of
Reduced Ta Reduced TaPeriod Period Foreign Ownershij
25 1 years 6 years 0-25%
25 4 years 6 years 25-48.99%
20 4 years 6 years 49-73.99%
15 4 years 6 years 74-89.99%
10 4 years 6 years 9C-100%

Other Regions

Rate of Reduced Tax Tax Exemption Percent of
Reduced Ta Period Period Foreign Ownershij
25 5 years 2 years 0-25%
25 8 years 2 years 25-48.99%
20 8 years 2 years 49-73.99%
15 8 years 2 years 74-89.99%
10 8 years 2 years 9C-100%
. The twelve years limitation period for reduced tate of 15% on dividend from the approved enteepwsd! not apply.

Subject to applicable provisions concerning incoameler the alternative package of benefits, dividepdid by a company ¢
considered to be attributable to income receivethfthe entire company and the comparsffective tax rate is the result of a weightedragt
of the various applicable tax rates, excluding taxfexempt income. Under the Investments Law, a complaatyhas elected the alterna
package of benefits is not obliged to distributaireed profits, and may generally decide from whiehr’s profits to declare dividends.
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We currently intend to reinvest any income derivexin our Approved Enterprise program and not tdriigte such income as
dividend. As of December 31, 2009, we did not gateeincome under the provisions of the Investmeatg.

Tax Benefits under the 2005 Amendment

A recent amendment to the Investments Law, gewyeralerred as the 2005 Amendment, effective asmilA, 2005 has significant
changed the provisions of the Investments Law.dmendment includes revisions to the criteria feegiments qualified to receive tax ben
as an Approved Enterprise. The 2005 Amendment eppdi new investment programs and investment pmogyicommencing after 2004, ¢
does not apply to investment programs approved poi®ecember 31, 2004, and therefore to benefitkided in any certificate of appro
that was granted before the 2005 Amendment caroeefifiect, which will remain subject to the provissof the Investments Law as they v
on the date of such approval.

However, a company that was granted benefits aowptd Section 51 of the Investments Law (prior 2005 Amendment) will not |
allowed to choose new tax year as a “Year of Eectireferred to below, under the 2005 Amendment, faeeod of two years from tl
company'’s previous Commencement Year (referrecctovi) under the old Investments Law.

The 2005 Amendment simplifies the approval prodesshe approved enterprise. According to the 28@%endment, only approv
enterprises receiving cash grants require the appod the Investment Center. The Investment Centibibe entitled to approve such progre
only until December 31, 2007.

As a result of the 2005 Amendment, it is no longecessary for a company to acquire Approved Engergtatus in order to rece
the tax benefits previously available under theelative Route, and therefore such companies neteapply to the Investment Center for
purpose. Rather, a company may claim the tax bsneffiered by the Investments Law directly in @ teturns or by notifying the Israeli 1
Authority within twelve months of the end of thatar, provided that its facilities meet the critefia tax benefits set out by the 2(
Amendment. Such enterprise is referred to as theefted Enterprise. Companies are also granteghd 1 approach the Israeli Tax Autho
for a preruling regarding their eligibility for benefits uad the 2005 Amendment. The 2005 Amendment inclymlesisions attempting
ensure that a company will not enjoy both Governngeants and tax benefits for the same investmeagram.

Tax benefits are available under the 2005 Amendrzeptoduction facilities (or other eligible fatiéis), which are generally requil
to derive more than 25% of their business incoroemfexport. In order to receive the tax benefite, 2005 Amendment states that a com
must make an investment in the Benefited Enterpriseding a certain percentage or a minimum amspetified in the Investments Le
Such investment may be made over a period of ne riian three years ending at the end of the yeahioh the company requested to
the tax benefits apply to the Benefited Enterprigethe Year of Election. Where the company requésthave the tax benefits apply tc
expansion of existing facilities, then only the arpion will be considered a Benefited Enterprise hie company effective tax rate will &
the result of a weighted average of the applicahtes. In this case, the minimum investment requireorder to qualify as a Benefit
Enterprise is required to exceed a certain pergenta a minimum amount of the compasproduction assets at the end of the year belia
expansion.
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The duration of tax benefits is subject to a littiita of the earlier of seven to ten years from @menmencement Year, or twelve ye
from the first day of the Year of Election. The Goencement Year is defined as the later of (a) itts¢ tax year in which a company
derived income for tax purposes from the BeneficEnterprise or (b) the year in which a companyested to have the tax benefits app
the Beneficiary Enterprise ¥ear of Election. The tax benefits granted to adied Enterprise are determined, as applicablestgeographi
location within Israel, according to one of theldaling new tax routes, which may be applicablego u

. Similar to the currently available alternative muéxemption from corporate tax on undistributezbine for a period of tw
to ten years, depending on the geographic locatidhe Benefited Enterprise within Israel, and @dueed corporate tax rate
10% to 25% for the remainder of the benefits pera@pending on the level of foreign investmentacteyear. Benefits m
be granted for a term of seven to ten years, depgrmuh the level of foreign investment in the comypadf the company pa
a dividend out of income derived from the Benefilatterprise during the tax exemption period, sucoine will be subje
to corporate tax at the applicable rate (1R%86) in respect of the gross amount of the dividévad we may be distribute
The company is required to withhold tax at the seuwat a rate of 15% from any dividends distributedn income derive
from the Benefited Enterprise; a

. A special tax route, which enables companies owfaedities in certain geographical locations imasl to pay corporate t
at the rate of 11.5% on income of the BenefiteceEtse. The benefits period is ten years. Upomyeyt of dividends, tt
company is required to withhold tax at source @gtta of 15% for Israeli residents and at a raté%ffor foreign resident:

Generally, a company that is Abundant in Foreigreftment (owned by at least 74% foreign sharehslded has undertaken to in
a minimum sum of $20 million in the Beneficiary Enrise as defined in the Investments Law) is ledtito an extension of the benefits pe
by an additional five years, depending on the odiits income that is derived in foreign currency.

The 2005 Amendment changes the definition of “i@gneinvestment’in the Investments Law so that the definition naguires
minimal investment of NIS 5 million by foreign insters. Furthermore, such definition now also inelithe purchase of shares of a com
from another shareholder, provided that the comisaaytstanding and paidp share capital exceeds NIS 5 million. Such chsurtgetht
aforementioned definition will take effect retroaety from 2003.

The 2005 Amendment will apply to approved entegppsograms in which the year of election underltivestments Law is 2004
later, unless such programs received approval freminvestment Center on or prior to December 8042in which case the 2005 Amendn
provides that terms and benefits included in amifemte of approval already granted will remairbgect to the provisions of the law as t
were on the date of such approval.
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As a result of the 2005 Amendment, exempt income generated under the provisions ofirthiestments Law, as amended,
subject us to taxes upon distribution or liquidatend we may be required to record deferred taililia with respect to such tagxemp
income.

We elected 2007 as "year of election” under thesdtments Law after the Amendment.

We expect that a substantial portion of any taxalgerating income that we may realize in the futwit be derived from ot
approved enterprise status.

Capital Gains Tax on Sales of Our Ordinary Shares

Israeli law generally imposes a capital gains taxtlee sale of any capital assets by residents rakllsas defined for Israeli t
purposes, and on the sale of assets located il |gnaluding shares in Israeli companies, by begidents and noresidents of Israel, unles
specific exemption is available or unless a taatjrebetween Israel and the shareholsl@ountry of residence provides otherwise. The
distinguishes between real gain and inflationamplsis. The inflationary surplus is a portion of tieéal capital gain which is equivalent to
increase of the relevant assepurchase price which is attributable to the iaseein the Israeli consumer price index or, in &g
circumstances, a foreign currency exchange rateidam the date of purchase and the date of saterddi gain is the excess of the total ca
gain over the inflationary surplus.

As of January 1, 2006, the tax rate applicableafuital gains derived from the sale of shares, wdrath not listed on a stock marke
20% for Israeli individuals, unless such sharehotdaims a deduction for financing expenses in eation with such shares, in which case
gain will generally be taxed at a rate of 25%. Aidially, if such shareholder is considered a “mateshareholderat any time during tt
twelve-month period preceding such sale, that is, suctebb&ler holds directly or indirectly, including twiothers, at least 10% of any me
of control in the company, the tax rate shall b&2&raeli companies are subject to the corpoeatedte on capital gains derived from the
of shares, unless such companies were not subjeetinflationary Adjustments Law (or certain rigions) at the time of publication of
aforementioned amendment to the Tax Ordinance daate into effect on January 1, 2006, in which dhseapplicable tax rate is 25
However, the foregoing tax rates do not apply ijod€alers in securities; and (ii) shareholders wbquired their shares prior to an initial pu
offering (that may be subject to a different tasaagement).

The tax basis of shares acquired prior to Janua@0@3 will be determined in accordance with therage closing share price in
three trading days preceding January 1, 2003. Hewyevrequest may be made to the tax authoritiesiigider the actual adjusted cost of
shares as the tax basis if it is higher than svehage price.

Non-Israeli residents are exempt from Israeli capitahg tax on any gains derived from the sale ofeshaf Israeli companies publi
traded on a recognized stock exchange or regutatetiet outside of Israel, provided, however, thathscapital gains are not derived frol
permanent establishment in Israel, such sharetmhternot subject to the Inflationary Adjustmengsvl-and such shareholders did not act
their shares prior to an initial public offeringoWever, nonisraeli corporations will not be entitled to suoctemption if an Israeli resident
has a controlling interest of 25% or more in such+sraeli corporation, or (i) is the beneficiaryisrentitled to 25% or more of the revenue
profits of such non-Israeli corporation, whethewedtly or indirectly.
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In some instances where our shareholders may bé li@ Israeli tax on the sale of their ordinanass, the payment of t
consideration may be subject to the withholdindsddeli tax at the source.

Pursuant to the Convention Between the governmetiteoUnited States of America and the governmérisimel with Respect
Taxes on Income, as amended, generally referrex$ tihe U.Sisrael Tax Treaty, the sale, exchange or dispositibordinary shares by
person who (i) holds the ordinary shares as aa&apéset, (i) qualifies as a resident of the UWhi&ates within the meaning of the UlS§ae
Tax Treaty and (iii) is entitled to claim the beiteffforded to such person by the Ul§ael Tax Treaty, generally, will not be subjezttie
Israeli capital gains tax. Such exemption will apply if (a) such Treaty U.S. Resident holds, diyeer indirectly, shares representing 109
more of our voting power during any part of the ligemonth period preceding such sale, exchange or slispm, subject to certain conditio
or (b) the capital gains from such sale, exchanggisposition can be allocated to a permanent bshetvent in Israel. In such case, the ¢
exchange or disposition of ordinary shares wouldligect to Israeli tax, to the extent applicableywever, under the U.$srael Tax Treat
such Treaty U.S. Resident would be permitted torcka credit for such taxes against the U.S. feda@me tax imposed with respect to <
sale, exchange or disposition, subject to the ditiuhs in U.S. laws applicable to foreign tax ctedihe U.Slsrael Tax Treaty does not rel
to U.S. state or local taxes.

Taxation of Non-Resident Holders of Shares

Non-esidents of Israel are subject to income tax @orime accrued or derived from sources in IsraelhSgeirces of income inclu
passive income such as dividends, royalties anerdat, as well as nguassive income from services rendered in Israel.oA2006
distributions of dividends other than bonus shasestock dividends, income tax is withheld at soeirce at the rate of 20%, 15% for divide
generated by an approved enterprise (if the diddsrdistributed during the tax exemption periodaathin 12 years thereafter). In the ev
however, that the company qualifies as a Foreigedtors’Company, there is no such time limitation, unleshfferent rate is provided in
treaty between Israel and the shareholder’s cowftrgsidence.

Under the U.Slsrael Tax Treaty, the maximum tax on dividendsigai a holder of ordinary shares who is a Treatg.Resident
20%. However, under the Investments Law, dividegeiserated by an Approved Enterprise (or Benefitetbfprise) are taxed at the rate
15%. Furthermore, dividends not generated by arré\gal Enterprise (or Benefited Enterprise) paid 19.S. corporation holding at least 1
of our issued voting power during the part of tae year which precedes the date of payment of ihideshd and during the whole of its pr
tax year, are generally taxed at a rate of 12.5%.
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United States Federal Income Taxation

The following is a description of the material WadtStates federal income tax consequences of thership and disposition of ¢
ordinary shares. This description addresses omlythited States federal income tax consideratidimlers that are initial purchasers of
ordinary shares pursuant to the offering and théit eld such ordinary shares as capital assetss Tescription does not address
considerations applicable to holders that may testito special tax rules, including:

. financial institutions or insurance compani

. real estate investment trusts, regulated investemmpanies or grantor trus

. dealers or traders in securities or currenc

. tax-exempt entities

. certain former citizens or lo-term residents of the United Stat

. persons that will hold our shares through a pastripror other pa-through entity:

. persons that received our shares as compensatitimefperformance of service

. persons that will hold our shares as part “hedgin(’ or “conversio” transaction or as a position ir“straddl¢’ for Unitec

States federal income tax purpos
. persons whos"functional currenc” is not the United States dollar;
. holders that own directly, indirectly or througlritution 10.0% or more of the voting power or \v@kf our shares

Moreover, this description does not address theddrstates federal estate and gift or alternatii@mum tax consequences of
acquisition, ownership and disposition of our oaginshares.

This description is based on the U.S. Internal ReeeCode of 1986, as amended, existing, proposédemmporary United Stat
Treasury Regulations and judicial and administeatiterpretations thereof, in each case as in effied available on the date hereof. All of
foregoing are subject to change, which change capidy retroactively and could affect the tax capsnces described below.

For purposes of this description, a “U.S. Holdera beneficial owner of our ordinary shares tf@tUnited States federal income
purposes, is:

. a citizen or resident of the United Stal

. corporation, or other entity treated as a corporafor U.S. federal income tax purposes, createarganized in or under t
laws of the United States or any state thereofuding the District of Columbie

. an estate the income of which is subject to Un8&ates federal income taxation regardless of iiscgg or
. a trust if such trust has validly elected to batied as a United States person for United Statesdkincome tax purposes
if (1) a court within the United States is ableste@rcise primary supervision over its administratmd (2) one or more Unit

States persons have the authority to control athefsubstantial decisions of such trt

A “Non-U.S. Holder”is a beneficial owner of our ordinary shares teatdither a U.S. Holder nor a partnership (or otmity treate
as a partnership for United States federal incareurposes).
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If a partnership (or any other entity treated gadnership for United States federal income tappses) holds our ordinary shares
tax treatment of a partner in such partnership galherally depend on the status of the partnerti@dactivities of the partnership. Suc
partner or partnership should consult its tax aahvés to its tax consequences.

You should consult your tax advisor with respect tothe United States federal, state, local and foreigtax consequences
acquiring, owning and disposing of our ordinary shaes.

Distributions

Subject to the discussion below under “Passive igoreivestment Company Considerations,%ou are a U.S. Holder, for Unit
States federal income tax purposes, the gross anodamy distribution made to you, with respecttaur ordinary shares before reduction
any Israeli taxes withheld therefrom, other thartaie distributions, if any, of our ordinary shadistribute pro rata to all our shareholders,
be includible in your income as dividend incomefte extent such distribution is paid out of ourreat or accumulated earnings and profil
determined under United States federal income taciples. Subject to the discussion below undeassive Foreign Investment Comp
Considerations,” nocorporate U.S. Holders may qualify for the lowetesaof taxation with respect to dividends on ordinghares applicak
to longterm capital gains (that is, gains from the saleagfital assets held for more than one year) veisipect to taxable years beginning o
before December 31, 2010, provided that certairditioms are met, including certain holding peri@juirements and the absence of ce
risk reduction transactions. However, such dividendl not be eligible for the dividends receivedddiction generally allowed to corpot
U.S. Holders. Subject to the discussion below urfthassive Foreign Investment Company Consideratiolnsthe extent, if any, that t
amount of any distribution by us exceeds our curae accumulated earnings and profits as detedninder United States federal income
principles, it will be treated first as a tévee return of your adjusted tax basis in your mady shares and thereafter as capital gain. Weot
expect to maintain calculations of our earnings prafits under United States federal income tax@ples and, therefore, if you are a |
Holder you should expect that the entire amourstnyf distribution generally will be reported as demd income to you.

If you are a U.S. Holder, dividends paid to youhariéspect to your ordinary shares will be treatbeeign source income, which n
be relevant in calculating your foreign tax crddititation. Subject to certain conditions and liatibns, Israeli tax withheld on dividends r
be deducted from your taxable income or crediteadresg your United States federal income tax lighilThe limitation on foreign taxes eligil
for credit is calculated separately with respecspecific classes of income. For this purpose,déinds that we distribute generally shc
constitute “passive category income,” or, in theecaf certain U.S. Holders, “general category inednA foreign tax credit for foreign tax
imposed on distributions may be denied when youndb satisfy certain minimum holding period requients. The rules relating to 1
determination of the foreign tax credit are complexd you should consult your personal tax advismdetermine whether and to what ex
you would be entitled to this cred

Subject to the discussion below under “Backup Watlimg Tax and Information Reporting Requirement$,you are a Non-

U.S. Holder, you generally will not be subject toitdd States federal income or withholding tax andgnds received by you on your ordin
shares, unless you conduct a trade or businebe idnited States and such income is effectivelyneoted with that trade or business.
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Sales Exchange or other Disposition of Ordinary Shares

Subject to the discussion below under “Passiveigormvestment Company Considerationi§,you are a U.S. Holder, you gener:
will recognize gain or loss on the sale, exchangatler disposition of your ordinary shares eqoahe difference between the amount rea
on such sale, exchange or other disposition and gduisted tax basis in your ordinary shares. Su#h or loss will be capital gain or loss
you are a non corporate U.S. Holder, capital ggomfthe sale, exchange or other disposition ofrangi shares is eligible for the preferer
rate of taxation applicable to lorigkem capital gains, with respect to taxable yea@&girining on or before December 31, 2010, if youding
period for such ordinary shares exceeds one year i@, such gain is longerm capital gain). Gain or loss, if any, recogdiby you generall
will be treated as United States source incomeoss for United States foreign tax credit purpoSé®e deductibility of capital losses
U.S. federal income tax purposes is subject taéitiains.

Subject to the discussion below under “Backup Watdimg Tax and Information Reporting Requirement$,you are a Non-
U.S. Holder, you generally will not be subject toitdd States federal income or withholding tax og gain realized on the sale or exchan¢
such ordinary shares unless:

. such gain is effectively connected with your cortchfa trade or business in the United State:

. you are an individual and have been present in theedrBitates for 183 days or more in the taxable géauch sale «
exchange and certain other conditions are

Passive Foreign I nvestment Company Considerations

A non-U.S. corporation will be classified as a “gpige foreign investment companyot a PFIC, for United States federal income
purposes in any taxable year in which, after apglyiertain look-through rules, either:

. at least 75 percent of its gross income is "passis@me"; ot

. at least 50 percent of the average value of itsgyassets (based on the quarterly value of suds gissets) is attributable
assets that produt“passive incon™ or are held for the production of passive inco

Passive income for this purpose generally includeddends, interest, royalties, rents, gains froommodities and securiti

transactions, the excess of gains over losses thendisposition of assets which produce passivenig; and includes amounts derivec
reason of the temporary investment of funds raisexdferings of our ordinary shares.
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PFIC status is an annual determination that isdaseests which are factual in nature and ouustax future years will depend on
income, assets and activities in each of thosesyeBnerefore there can be no assurance that waatibe considered a PFIC for any taxi
year. While public companies often employ a madagiitalization method to value their assets, 8 has not issued guidance concer
how to value a foreign public compasyassets for PFIC purposes. The market price obinary shares is likely to fluctuate and therket
price of the shares of technology companies has bspecially volatile. In certain circumstancesluding volatile market conditions, it i
be appropriate to employ alternative methods toemaccurately determine the fair market value of assets other than the ma
capitalization method. We obtained an opinion fratd.S. tax advisor providing the reasoning for didwpof an approach other than the ma
capitalization approach and applying the result®wf valuation study that was conducted by an ieddpnt valuator. In view of cert:
estimates of our gross income and the average wéloer gross assets, the latter supported bythai party valuation and opinion, we beli
that we should not be classified as a PFIC fortélvable year ended December 31, 2009 . There cao bertainty, however, that the IRS
agree with our position. If we were a PFIC, and yoe a U.S. Holder, you generally would be subjeairdinary income tax rates, impu
interest charges and other disadvantageous taxnieeé (including the denial of the taxation of sulihidends at the lower rates applicabl
long-term capital gains, as discussed above unddistributions”)with respect to any gain from the sale, exchangatoer disposition of, ai
certain distributions with respect to, your ordinahares. We are not providing any U.S. tax opitiany U.S. Holder concerning our statu
a PFIC for 2009, or any other tax year. A U.S.dd¢olshould consult his, her or its own tax advisith respect to the potential applicatior
the PFIC rules in his, her or its particular ciraiances.

Because the market price of our ordinary shardikedy to fluctuate and the market price of the r&saof technology companies
been especially volatile, and because that manket pnay affect the determination of whether wd té considered a PFIC, we cannot as
you that we will not be considered a PFIC for aaxable year

Under the PFIC rules, unless a U.S. Holder makesobithe elections described in the next paragragpkpecial tax regime will apy
to both (a) any “excess distribution” by us (getigrahe U.S. Holders ratable portion of distributions in any year whare greater than 12!
of the average annual distribution received by duch Holder in the shorter of the three precediegrs or the U.S. Holder’holding perioc
and (b) any gain realized on the sale or otheradigion of the ordinary shares. Under this regiamg; excess distribution and realized gain
be treated as ordinary income and will be subjetéx as if (a) the excess distribution or gain badn realized ratably over the U.S. Holder’
holding period, (b) the amount deemed realizedbesh subject to tax in each year of that holdingoge and (c) the interest charge gene
applicable to underpayments of tax had been impasedhe taxes deemed to have been payable in themes. In addition, dividel
distributions made to you will not qualify for tHewer rates of taxation applicable to long term itdpgains discussed above ur
“Distributions.”

Certain elections are available to U.S. Holdersluires that may serve to alleviate some of theraewax consequences of P
status. If we agreed to provide the necessarynmdtion, you could avoid the interest charge impdsethe PFIC rules by making a qualif
electing fund, or a QEF election, which electionyrb@ made retroactively under certain circumstaniceghich case you generally would
required to include in income on a current basisrywo rata share of our ordinary earnings as arglitncome and your pro rata share of
net capital gains as lortgrm capital gain. We do not expect to provide t&.UHolders the information needed to report incand gail
pursuant to a QEF election, and we make no undagaé provide such information in the event thatave a PFIC.
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Under an alternative tax regime, you may also awadain adverse tax consequences relating to REf@s discussed above
making a mark-to-market election with respect tairyordinary shares annually, provided that the ehare “marketable.Shares will b
marketable if they are regularly traded on certi8. stock exchanges (including NASDAQ) or on darteonU.S. stock exchanges. For th
purposes, the shares will generally be considergdlarly traded during any calendar year duringcithey are traded, other than in neglic
guantities, on at least fifteen days during eadbrziar quarter.

If you choose to make a mark-toarket election, you would recognize as ordinagoime or loss each year an amount equal t
difference as of the close of the taxable year betwthe fair market value of the PFIC shares andl gdjusted tax basis in the PFIC sh:
Losses would be allowed only to the extent of natk¥io-market gain previously included by you under trectbn for prior taxable years.
the mark-tomarket election were made, then the PFIC rulesos#t above relating to excess distributions aralized gains would not apy
for periods covered by the election. If you makaark-tomarket election after the beginning of your holdpegiod of our ordinary shares, \
would be subject to interest charges with respethé inclusion of ordinary income attributablete period before the effective date of <
election.

Under certain circumstances, ordinary shares owned Nond.S. Holder may be attributed to a U.S. person agran interes
directly or indirectly, in the NoJ.S. Holder. In this event, distributions and ottvansactions in respect of such ordinary shargsbadreate
as excess distributions with respect to such Uegaqm, and a QEF election may be made by suchpdrSon with respect to its indirect inte
in us, subject to the discussion in the precedamgagraphs.

We may invest in stock of nod-S. corporations that are PFICs. In such a casejded that we are classified as a PFIC, a U.3déd
would be treated as owning its pro rata share @fthck of the PFIC owned by us. Such a U.S. Holmrld be subject to the rules gener
applicable to shareholders of PFICs discussed alitherespect to distributions received by us freath a PFIC and dispositions by us of
stock of such a PFIC (even though the U.S. Holdey mot have received the proceeds of such distoibuatr disposition). Assuming we rece
the necessary information from the PFIC in whichomen stock, certain U.S. Holders may make the QIEEtien discussed above with resy
to the stock of the PFIC owned by us, with the eguences discussed above. However, no assurandeeoginen that we will be able
provide U.S. Holders with such information.

If we were a PFIC, a holder of ordinary shares that U.S. Holder must file United States InterRavenue Service Form 8621
each tax year in which the U.S. Holder owns thénamy shares.

Recently enacted legislation creates an additianalual filing requirement for U.S. persons who shareholders of a PFIC. 1
legislation does not describe what information Wil required to be included in the additional ahfiling, but rather grants the Secretary
the U.S. Treasury authority to decide what infoioratust be included in such annual filing. If@empany were a PFIC for a given taxi
year, then you should consult your tax advisor eomioig your annual filing requiremen

You should consult your own tax advisor regarding jpotential status as a PFIC and the tax conseggehat would arise if we we
treated as a PFIC.
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Backup Withholding Tax and I nformation Reporting Requirements

United States backup withholding tax and informati@porting requirements generally apply to cerf@@gyments to certain non-
corporate holders of stock. Information reportiremerally will apply to payments of dividends ondan proceeds from the sale or redemg
of, ordinary shares made within the United Statedyy a United States payor or United States middle to a holder of ordinary shares, o
than an exempt recipient (including a corporatepayee that is not a United States person thatda® an appropriate certification and cet
other persons). A payor will be required to withthblackup withholding tax from any payments of dérids on, or the proceeds from the sa
redemption of, ordinary shares within the Unitedt&4, or by a United States payor or United Statiekslleman, to a holder, other than
exempt recipient, if such holder fails to furnigh correct taxpayer identification number or otheeafails to comply with, or establish
exemption from, such backup withholding tax requieats. The backup withholding tax rate currentl28s0%.

Any amounts withheld under the backup withholdinges will be allowed as a refund or credit agathst beneficial ownes’ Unitec
States federal income tax liability, if any, progéthat the required information is furnished te tRS.

The above description is not intended to constitute complete analysis of all tax consequences reladito acquisition, ownershij
and disposition of our ordinary shares. You shouldconsult your tax advisor concerning the tax conseances of your particulal
situation.

F. Dividends and Paying Agents
Not applicable.

G. Statement by Experts
Not applicable.

H. Documents on Display

We are currently subject to the information andiquiic reporting requirements of the U.S. Securiiesshange Act of 1934,
amended, generally referred to as the Exchange &, file periodic reports and other informationthvthe Securities and Exchal
Commission through its electronic data gatherin@lysis and retrieval (EDGAR) system. Our secwsifiings, including this annual rep
and the exhibits thereto, are available for ingpacand copying at the public reference facilititdshe Securities and Exchange Commis
located at Room 1580, 100 F Street, N.E., WashinddoC. 20549. You may also obtain copies of theudeents at prescribed rates by wri
to the Public Reference Section of the Securitie$ BExchange Commission at 100 F Street, N.E., Wigsbn, DC 20549. Please call
Securities and Exchange Commission at 1-800-888D for further information on the public referemoom. The Commission also maint:
a website at http://www.sec.gov from which certidings may be accessed.

As a foreign private issuer, we are exefrgh the rules under the Exchange Act relatinghfurnishing and content of proxy stateme
and our officers, directors and principal shareaddwill be exempt from the reporting and stewing profit recovery provisions containec
Section 16 of the Exchange Act. In addition, we rmoerequired under the Exchange Act to file padaéports and financial statements \
the Securities and Exchange Commission as frequenths promptly as United States companies wheseariies are registered under
Exchange Act.

93




l. Subsidiary Information
Not applicable.
ITEM 11: Quantitative and Qualitative Disclosures About Market Risk

Market risk is the risk of loss related to changesnarket prices, including interest rates and ifpreexchange rates, of financ
instruments that may adversely impact our constd@iéinancial position, results of operations cstcéows.

Risk of Interest Rate Fluctuation

We do not have any long-term borrowingge have a significant amount of cash that is culyenvested primarily in interest beari
investment such as bank time deposits, money nfaridt, U.S. government treasury bills and ARSs@& revestments expose us to the che
in interest rates. If interest rates further deeljirour results of operations may be adversely tftedue to lower interest income from tf
investmentsSee “ITEM 3: Key Information—Risk Factors—We hamgeésted a substantial portion of our cash in anetibe securities, whit
subjects us to liquidity and investment risk. Doeincertainties in the capital markets regardingfian-rate securities, we recorded impairn
charges in 2007, 2008 and 2009, and, if the fainevaf these investments were to decline furthex,omuld be required to record furt
impairment charges related to these investmentd™anWe may receive much lower interest income on oter@st bearing investments
suffer from losses due to the macro economic $itnahat may cause interest rates to remain at tugient low level or further declinetnc
“ITEM 5: Operating and Financial Review and ProgpeeOperating Results—Overview—Financial income @nges), netfor furthe
information regarding our investments in auctiote rgecurities. The primary objective of our investitnactivities is to preserve principal wi
maximizing the income that we receive from our stweents without significantly increasing risk amdd. Our investments are expose
market risk due to fluctuation in interest ratesjoh may affect our interest income and the fairkeavalue of our investments. We man
this exposure by performing ongoing evaluation®wf investments. Due to the short and mediarm maturities nature of our investme
(other than ARS) to date, their carrying value agpnates the fair value. We generally hold investtagto maturity in order to limit o
exposure to interest rate fluctuations.

Foreign Currency Exchange Risk

Our foreign currency exposures give rise to marisgtassociated with exchange rate movements dfitBedollar, our functional and
reporting currency, mainly against the shekel.002, we derived our revenues primarily in U.S. @alland a portion in euors and other
currencies. Although a substantial part of our @sgs were denominated in U.S. dollars, a signifipartion of our expenses were
denominated in shekels and to a lesser extentrsend other Asian currencies. Our shekel-dendetdnexpenses consist principally of
salaries and related personnel expenses. We mdmitdgn currency exposure and, from time to timay use various instruments to preserve
the value of sales transactions and commitmentseher, this cannot assure our protection agaisks of currency fluctuations. For more
information regarding foreign currency related sisglease refer to “General Business Risks Relatir@ur Business and Market.”
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We use currency forward contracts together withiemay options primarily to hedge payments in NiSeJe transactions constitut
future cash flow hedge. As of December 31, 200®had outstanding forward contracts in the amoti$tl6 million. These transactions w
for a period of up to twelve months. As of Decem®gr 2009, the fair value of the above mentionedifm currency derivative contracts \
$0.6 million.
ITEM 12: Description of Securities Other Than Equity Securities

Not applicable.

PART Il

ITEM 13: Defaults, Dividend Arrearages and Delinquacies

None.

ITEM 14: Material Modifications to the Rights of Security Holders and Use of Proceed

A. Material Modifications to the Rights & Security Holders
None.
E. Use of Proceeds

The effective date of the registration statemeite: (fo. 333138313) for our initial public offering of ordinarshares, par value N
0.10, was November 15, 2006. The offering commermedovember 15, 2006 and terminated after the clbdl the securities register
Lehman Brothers Inc. acted as the sole book-runmagager for the offering, Deutsche Bank Securities acted as ctead manager ar
CIBC World Markets Corp. and RBC Capital Marketsr@wation acted as amanagers. We registered 6,500,000 ordinary shareke
offering. We sold 6,500,000 ordinary shares atggregate offering price of $78 million at a pricer ghare of $12.00. Under the terms o
offering, we incurred aggregate underwriting disaswf $5.5 million. We also incurred expensesafdillion in connection with the offerin
The net proceeds that we received as a resuleddftering were $70.5 million.

From the effective date of the registration statetmend until December 31, 2009, the net proceeds Heen invested in ce
equivalents, marketable securities, capital exgareland other corporate purposes.

None of the net proceeds of the offering waid directly or indirectly to any director, affir, general partner of ours or to their
associates, persons owning ten percent or moneyotlass of our equity securities, or to any of afiliates.
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ITEM 15: Controls and Procedures

(@) Disclosure Controls and Procedur@ir management, including our Chief Executiveic@if and Chief Financial Office
has evaluated the effectiveness of our disclosantrals and procedures (as such term is defindRliles 13a-15(e) and 15kb(e) under tF
Exchange Act) as of December 31, 2009. Based om sualuation, our Chief Executive Officer and Chié@hancial Officer have conclud
that, as of December 31, 2009, our disclosuregaisrand procedures were effective at the reaseregdurance level.

(b) Managemerst Annual Report on Internal Control Over Finan&laborting. Our management is responsible for establis
and maintaining adequate internal control overrfaial reporting as defined in Rules 13a-15(f) asd-15(f) under the Exchange Act. C
internal control over financial reporting is a pess to provide reasonable assurance regardingeliadility of financial reporting and tl
preparation of financial statements for externappses in accordance with generally accepted atioguprinciples. Our internal control o
financial reporting includes those policies andgaaures that:

. pertain to the maintenance of records that, inaraisle detail, accurately and fairly reflect trensactions and dispositions
our assets
. provide reasonable assurance that transactionseaceded as necessary to permit preparation ohdiah statements

accordance with generally accepted accounting ipies; and that our receipts and expenditures amegbmade only i
accordance with authorizations of our managemeshtd&ectors;

. provide reasonable assurance regarding preventidimely detection of unauthorized acquisition, wsedisposition of ot
assets that could have a material effect on tlantial statement

Our management recognizes that there are inheraitations in the effectiveness of any system définal control over financi
reporting, including the possibility of human eriamd the circumvention or override of internal eohtAccordingly, even effective interr
control over financial reporting can provide ongasonable assurance with respect to financialnseatepreparation, and may not prever
detect all misstatements. Further, because of @saimgconditions, the effectiveness of internaltodrover financial reporting may vary o
time.

Our management assessed the effectiveness of teunah control over financial reporting as of De@@m31, 2009. In making tt
assessment, our management used the criteriaisBtabin Internal ControlHategrated Framework issued by the Committee ofmSpiang
Organizations of the Treadway Commission (COSOY. @anagement has concluded, based on its assesshetmur internal control ov
financial reporting was effective as of DecemberZ109.

This annual report does not include an attestatport of the Companyg’registered public accounting firm regarding ing&rcontro
over financial reporting. Management’s report was subject to attestation by the Compangegistered public accounting firm pursuant tc
temporary rules of the Securities and Exchange Ciesiam that permit the Company to provide only nggmaents report in this annual repc
Our financial statements have been audited by Kaser, Gabbay & Kasierer (a Member of Ernst & Yguilobal), an independent registe
public accounting firm.
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(c) Changes in Internal Control Ok@rancial Reporting During the period covered by this report, no demin our intern.
control over financial reporting (as such term &inked in Rules 13a-15(f) and 18&(f) under the Exchange Act) have occurred thae
materially affected, or are reasonably likely totenilly affect, our internal control over finantiaporting.

ITEM 16: Reserved
ITEM 16A: Audit Committee Financial Expert

The board of directors has determined that Nuribj8aini is the financial expert serving on its dudommittee and that V
Benjamini is independent under the rules of The BA® Stock Market.

ITEM 16B: Code of Ethics

We have adopted a code of ethics applicable tcChief Executive Officer, Chief Financial Officemmtroller and persons perform
similar functions. This code has been posted omalosite, www.allot.com.

ITEM 16C: Principal Accountant Fees and Services
Fees paid to the Auditors
The following table sets forth, for each of the ngeiadicated, the fees expensed by our independgigtered public accounting firm.

Year ended December

31,
2008 2009
(in thousands of U.S
dollars)
Audit Fees(1, $ 13¢ $ 127
Audit-Related Fees(z 40 -
Tax Fees(3 35 42
All Other Fees(4) 49 31
Total $ 265 $ 20C
@ "Audit fees”include fees for services performed by our indepangublic accounting firm in connection with ournaial audit fo

2008 and 2009, certain procedures regarding ourtepa financial results submitted on FormK6and consultation concerni
financial accounting and reporting standa

2 “Audit-Related fee” include fees for the performance of due diligemuestigations

3) “Tax fee” include fees for professional services rendereduryindependent registered public accounting fiomtéx compliance ai
tax advice on actual or contemplated transacti

4 “Other fees”include fees for services rendered by our indepeindegistered public accounting firm with respextgovernmer
incentives,
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Audit Committee’s Pre-Approval Policies and Procedues

Our audit committee pre-approved all audit and aodit services provided to us and to our subsieaduring the periods list

above.

ITEM 16D: Exemptions from the Listing Standards for Audit Committees

Not applicable.

ITEM 16E: Purchase of Equity Securities by the Compny and Affiliated Purchasers

Not applicable.

ITEM 16F. Change in Registrant’s Certifying Accourtant

None.

ITEM 16G. Corporate Governance

As a foreign private issuer, we are permitted undaSDAQ Marketplace Rule 5615(a)(3) to follow Isliagorporate governan
practices instead of the NASDAQ Stock Market regmients, provided we disclose which requirementangenot following and the equivali
Israeli requirement. We must also provide NASDAQwé letter from outside counsel in our home coyrisirael, certifying that our corpori
governance practices are not prohibited by Istaeli

We rely on this “foreign private issuer exemptiawith respect to the following items:

We follow the requirements of Israeli law with respto the quorum requirement for meetings of darsholders, which a
different from the requirements of Rule 5620(c).dén our articles of association, the quorum reguii@ an ordinar
meeting of shareholders consists of at least tvesestolders present in person, by proxy or by writtallot, who hold ¢
represent between them at least 25% of the votiwgep of our shares, instead of 33 1/3% of the dsl@are capital provid
by under the NASDAQ Global Market requirements.sTépiorum requirement is based on the default regquént set forth
the Israeli Companies Law, 1999, or the Compangs.LWe submitted a letter from our outside couirselonnection wit
this item prior to our initial public offering in &vember 200€

We do not seek shareholder approval for equity ersgtion plans in accordance with the requiremehthe Companie
Law, which does not fully reflect the requiremenfsRule 5635(c). Under Israeli law, we may amemd 2006 Incentiv
Compensation Plan by the approval of our boardireictbrs, and without shareholder approval as regaly required und
Rule 5635(c). Under Israeli law, the adoption amadment of equity compensation plans, includiranges to the reserv
shares, do not require shareholder approval. Wenistdal a letter from our outside counsel in conioectvith this item il
June 2008
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We otherwise comply with the NASDAQ Stock Marketesirequiring that listed companies have a majaftindependent directc
and maintain a compensation and nominating comenittenposed entirely of independent directors. WWeadso subject to Israeli corpor
governance requirements applicable to companiespocated in Israel whose securities are listedtfading on a stock exchange outsid
Israel.

We may in the future provide NASDAQ with an additid letter or letters notifying NASDAQ that we datlowing our home counti
practices, consistent with the Israeli Companies bad practices, in lieu of other requirements 0feR5600.

PART III
ITEM 17: Financial Statements
Not applicable.
ITEM 18: Financial Statements
See Financial Statements included at the end sfémort.
ITEM 19: Exhibits

See exhibit index incorporated herein by reference.
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SIGNATURES

The registrant certifies that it meets all of teguirements for filing on Form 28-and has duly caused this annual report to bees¢
on its behalf by the undersigned, thereunto duthaized.

Allot Communications Ltd.

By: /s/Rami Hadal
Rami Hadar
Chief Executive Officer and Preside

Dated: April 8, 2010
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ANNUAL REPORT ON FORM 20-F

INDEX OF EXHIBITS

Number Description

1.1 Articles of Association of the Registran} (1

1.2 Certificate of Name Change (1)

2.1 Specimen share certificate (1)

2.2 Second Amended and Restated Investors Rights Agmeiated October 26, 2006, by and among theegdtiereto and tt
Registrant (1)

3.1 Escrow Agreement, dated January 28, 1998 by anch@nYagal Jacoby, Ravillan Benzur & Co., Law Officasd the
Registrant; Escrow Letter of Resignation and Appoint, dated January 31, 2004 by and among Yigalbja Yolovelsky
Dinstein, Sneh & Co. and the Registrant; and Assigm of Escrow Agreement, dated May 21, 2006 byamdng Yodal
Trust Company Ltd., Oro Trust Company Ltd., Yigatdby and the Registrant (1)

3.2 Addendum, dated October 26, 2006, to Escrow Agre¢ntated January 28, 1998, by and between Yigadhlaand tht
Registrant (1)

3.3 Addendum, dated November 13, 2008, to Escrow Ageeendated January 28, 1998, by and between Yaaihy and th
Registrant (2)

4.1 Share Purchase Agreement, dated May 18, 2§08hd among the parties thereto and the Repidits

4.2 Non€ompetition Agreement, dated August 24, 2004, bg among Odem Rotem Holdings Ltd., Yigal Jacoby #me
Registrant (1)

4.3 Experteam Training Services Proposal, daseof March 2006, by Experteam to the Registrant (1

4.4 Warrant to Purchase Series C-1 Shares, dateember 27, 2001, by and between the Companyyayal Jacoby (1)

4.5 Manufacturing Agreement, dated Septemb20@2, by and between R.H. Electronics Ltd. andRégistrant* (1)

4.6 NonsStabilized Lease Agreement, dated February 13, 200&nd among, Aderet Hod Hasharon Ltd., Mirit.] Leah an
Israel Ruben Assets Ltd., Tamar and Moshe Cohentéddd., Drish Assets Ltd., S. L. A. A. Assets &uahsulting Ltd., Irig
Katz Ltd., Y. A. Groder Investments Ltd., GinotebéHHasharon 2000 Ltd. and Allot Communications I(1g.

4.7 Key Employees of Subsidiaries and Consudt&iare Incentive Plan (1997) (1)

4.8 Key Employees Share Incentive Plan (199y) (1

4.9 Key Employees Share Incentive Plan (2008B) (1

4.10 2006 Incentive Compensation Plan (2)

411 Manufacturing Agreement, dated July 19,2@% and between Flextronics (Israel) Ltd. andRlegistrant* (3)
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Number Description

412 Agreement relating to the sale and purchase ofBiiginess and Assets dated January 1, 2008 by amedre Esphiol
Limited and the Registrant(5)

8.1 List of Subsidiaries of the Registrant

111 Code of Ethics (4)

12.1 Certification of Principal Executive Officeequired by Rule 13a-14(a) and Rule 15d-14(agt{8e 302 Certifications)

12.2 Certification of Principal Financial Officeequired by Rule 13a-14(a) and Rule 15d-14(agt{Se 302 Certifications)

13.1 Certification of Principal Executive Officand Principal Financial Officer required by Rudlda-14(b) and Rule 1584(b)
(Section 906 Certifications)

14.1 Consent of Kost Forer Gabbay & Kasierem(eanber of Ernst & Young global)

14.2 Consent of Houlihan Smith & Company, Inc.

(1) Previously filed with the Securities and Exepa Commission on October 31, 2006 pursuant t@igtration statement on Form1F-

(File No. 33:-138313) and incorporated by reference hel

(2) Previously filled with the Securities and Erdge Commission on May 27, 2009 as Exhibit 3.3 don20+F for the year end:
December 31, 2008 and incorporated by referenagrh

3) Previously filled with the Securities and Eaolge Commission on June 27, 2008 as Exhibit 4.1Boton 20F for the year end:
December 31, 2007 and incorporated by referenagrh

4) Previously filled with the Securities and Excharf@emmission on June 28, 2007 as Exhibit 4 to Forr-F for the year end:
December 31, 2006 and incorporated by referenagrh

(5) This document was furnished in accordance with &@ase Nos. -8212 and 3-47551.

* Portions of this exhibit were omitted and have bélen separately with the Secretary of the Semgiand Exchange Commiss
pursuant to the Registri s application requesting confidential treatmentarriRlule 24-2 of the Exchange Ac
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Kost Forer Gabbay & Kasierer
3 Aminadav St.
Tel-Aviv 67067, Israel

e o | ‘
H H H H |‘ il (L £l ERNST & YOUNG e

Fax: 972 (3)5622555
www.ey.com/il

REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM
To the Board of Directors and Shareholders of
ALLOT COMMUNICATIONS LTD.

We have audited the accompanying consolidated balaheets of Allot Communications Ltd. (“the Comparas of December 3
2009 and 2008, and the related consolidated statsnoé operations, shareholders' equity and cashsflfor each of the three years in
period ended December 31, 2009. These financiéératnts are the responsibility of the Company'sagament. Our responsibility is
express an opinion on these financial statemerssdoan our audits.

We conducted our audits in accordance with thedstals of the Public Company Accounting OversighamioUnited States). Thc
standards require that we plan and perform thet aodibtain reasonable assurance about whethdimidugcial statements are free of mate
misstatement. We were not engaged to perform ait afidhe Company's internal control over financiaporting. Our audits includ
consideration of internal control over financiapoeting as a basis for designing audit procedurasdre appropriate in the circumstances
not for the purpose of expressing an opinion onetfiectiveness of the Company's internal contra@rdinancial reporting. Accordingly, \
express no such opinion. An audit includes examginion a test basis, evidence supporting the amoamdsdisclosures in the financ
statements. An audit also includes assessing twuating principles used and significant estimatasle by management, as well as evalu
the overall financial statement presentation. Weetbe that our audits provide a reasonable basisdo opinion.

In our opinion, the consolidated financial statetageferred to above present fairly, in all matemégpects, the consolidated finan
position of the Company at December 31, 2009 ari828nd the consolidated results of its operatanits cash flows for each of the tt
years in the period ended December 31, 2009, ifocmity with U.S. generally accepted accountingipiples.

As discussed in note 2(g) to the consolidated fifmnstatements, effective April 1, 2009, the Compahanged its method
accounting for recognition of other-than-temponagses on debt securities.

/s/IKOST FORER GABBAY & KASIEREFR
Tel-Aviv, Israel KOST FORER GABBAY & KASIEREFR
April 8, 2010 A Member of Ernst & Young Glob:




ALLOT COMMUNICATIONS LTD.

CONSOLIDATED BALANCE SHEETS

U.S. dollars in thousands

December 31

2009 2008

ASSETS
CURRENT ASSETS
Cash and cash equivale $ 36,47( $ 40,02¢
Restricted cash and depos 1,06( 1,05¢
Shor-term bank deposit 1,26¢ 1,06:
Trade receivables (net of allowance for doubtfudcamts of $ 253 and $ 180 at December 31, 200¢

2008, respectively 7,84z 6,16:
Other receivables and prepaid exper 3,61¢ 1,95¢
Inventories 5,04¢ 4,25¢
Total current asset 55,30( 54,53:
LONG-TERM ASSETS:
Marketable securitie 14,49( 15,31¢
Severance pay fur 3,41( 3,402
Other assets 43C 874
Totallong-term assets 18,33( 19,59¢
PROPERTY AND EQUIPMENT, NET 5,67¢ 4,97(
GOODWILL AND INTANGIBLE ASSETS, NET 3,63¢ 3,75¢
Total assets $ 82,94: $ 82,85

The accompanying notes are an integral part o€dmsolidated financial statements.
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ALLOT COMMUNICATIONS LTD.

CONSOLIDATED BALANCE SHEETS

U.S. dollars in thousands, except share and per steadata

December 31

2009 2008

LIABILITIES AND SHAREHOLDERS' EQUITY
CURRENT LIABILITIES:
Trade payable $ 3,14: $ 2,902
Employees and payroll accru:i 3,93( 3,32¢
Deferred revenue 5,46’ 4,47¢
Other payables and accrued expel 4,58 3,14
Total current liabilities 17,12: 13,84:
LONG-TERM LIABILITIES:
Deferred revenue 2,04¢ 2,29
Accrued severance pi 3,364 3,53¢
Total long-term liabilities 5,41( 5,82¢
COMMITMENTS AND CONTINGENT LIABILITIES
SHAREHOLDERS' EQUITY
Share capite-

Ordinary shares of NIS 0.1 par value - AuthorizZ2@d,000,000

shares at December 31, 2009 and 2008; Issued:2344and

22,313,596 shares at December 31, 2009 and 20{}&atvely;

Outstanding: 22,397,062 and 22,067,117 sharescarbieer 31,

2009 and 2008, respective 497 482
Additional pait-in capital 128,47¢ 125,70:
Accumulated other comprehensive income (It (4,862 697
Accumulated defici (63,699 (63,709
Total shareholders' equit 60,41: 63,17¢
Total liabilities and shareholders' equ $ 82,94: $ 82,85

The accompanying notes are an integral part o€dmsolidated financial statements.
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CONSOLIDATED STATEMENTS OF OPERATIONS

ALLOT COMMUNICATIONS LTD.

U.S. dollars in thousands, except share and per steadata

Revenues
Products
Services

Total revenues

Cost of revenues
Products
Services

Total cost of revenues

Gross profit

Operating expense
Research and development,
Sales and marketir

General and administratiy
In-process research and developn

Total operating expenses

Operating los:
Financial and other expenses, net

Loss before income tax expen:
Income tax expenst

Net loss

Basic and diluted net loss per share

Weighted average number of shares used in comphiéisig and diluted net loss per sk

The accompanying notes are an integral part o€dmsolidated financial statements.
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Year ended December 31

2009 2008 2007
$ 2964 $ 27,20 $ 2507
12,11( 9,98( 7,42¢
41,75 37,10: 32,50:
10,09: 8,19¢ 6,60:
1,741 1,49¢ 1,41¢
11,83¢ 9,69¢ 8,01¢
29,91¢ 27,40¢ 24,48:
9,26t 11,96+ 9,38¢
20,40¢ 19,78: 18,08
5,541 6,17¢ 5,58¢
- 24/ -
35,21 38,16: 33,04¢
(5,29¢) (10,759 (8,565)
2,311 5,517 84E
(7,609) (16,275 (9,410)
63 22( 53(
$ (7679 $ (1649 $ (9,940)
$ 0.35) $ 0.75 $ (0.4€)

22,185,70 22,054,21 21,525,82




STATEMENTS OF CHANGES IN SHAREHOLDERS' EQUITY

ALLOT COMMUNICATIONS LTD.

U.S. dollars in thousands, except share data

Balance at January 1, 20

Exercise of warrants and employee
stock options and repayment of not
recourse loal

Expenses related to issuance of shar
capital upon Initial Public Offerin

Compensation related to options grar
to nor-employee:

Stock-based compensation relatec
options granted to employe

Realized gain on available-for-sale
securities

Tax benefit related to exercise of stoc
options

Net loss

Balance at December 31, 2C

Exercise of stock optior

Compensation related to options grar
to nor-employee:

Stock-based compensation related tc
options granted to employe

Unrealized gain on hedging derivative
instruments

Net loss

Balance at December 31, 2C

Exercise of stock optior

Compensation related to options grar
to nor-employee:

Stock-based compensation related tc
options granted to employe

Cumulative effect from adoption
ASC No. 32C

Unrealized loss on hedging derivat
instruments

Unrealized gain on marketable securi

Net loss

Balance at December 31, 20

Accumulated

Additional  Deferred other
Ordinary shares paid-in stock comprehensive Accumulated

Shares  Amount capital compensatior income (loss deficit Total
21,232,29 $ 45€ $ 121,06¢ $ (34 $ (36) $ (37,268 $ 84,18
1,022,43: 24 1,44¢ - - - 1,472
- - (58) - - - (58)
- - 172 - - - (172)
- - 1,49¢ 34 - - 1,53
- - - - 36 - 36
- - 127 - - - 127
- - - - - (9,940 (9,940
22,254,72 48C 123,91 - - (47,209 77,18¢
58,86¢ 2 88 - - - 90
- - (19¢) - - - (199¢)
- - 1,90( - - - 1,90(
- - - - 697 - 697
- - - - - (16,495 (16,499
22,313,59 482 125,70: - 697 (63,7079 63,17¢
329,94! 10 47t - - - 48t
- - 58 - - - 58
- - 2,24( - - - 2,24C
- - - - (7,68)) 7,681 -
- - - - (85) - (85)
- - - - 2,207 - 2,207
- - - - - (7,672) (7,672)
22,643,54 49z $ 128,47¢ $ -$ (4,862 $ (63,699 $ 60,41:

The accompanying notes are an integral part o€dmsolidated financial statements.
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ALLOT COMMUNICATIONS LTD.

CONSOLIDATED STATEMENTS OF CASH FLOWS

U.S. dollars in thousands

Year ended December 31

2009 2008 2007
Cash flows from operating activitie
Net loss $ (7,672 $ (16,499 $ (9,940
Adjustments to reconcile net loss to net cash usegerating activities
Depreciatior 2,46¢ 1,98¢ 1,48¢
Write-off of property and of equipment, r 38t - -
Stock-based compensation related to options granted plogrees and nc-employees 2,29¢ 1,70z 1,361
In-process research and developn - 244 -
Amortization of intangible asse 11€ 11¢ -
Capital loss (gain (10¢) 3 2
Decrease (increase) in accrued severance pa (180) 261 144
Decrease in other ass: 43 23t 19
Decrease (increase) in accrued interest and aratiotizof premium on marketable
securities 2 (27) (44)
Decrease in other lo-term liabilities - - (22¢)
Decrease (increase) in trade receiva (2,679 20 (2,944
Decrease (increase) in other receivables and prepaiense (1,667 2,56¢ (1,799
Increase in inventories, n (787) (44) (1,159
Decrease (increase) in Ic-term deferred taxe 31€ (101 10z
Increase (decrease) in trade paya 24C (507) (1,00¢)
Increase (decrease) in employees and payroll dsc 60€ (26€) 98(
Increase in deferred revent 74E 1,39¢ 1,68¢
Increase (decrease) in other payables and accrpehse: 1,44(C 1,03 (211)
Other than temporary loss on marketable securitiets, 3,03¢ 7,70( 4,881
Net cash used in operating activities (392) (17€) (5,666
Cash flows from investing activitie
Cash paid in connection with the acquisition ofiep - (3,802) -
Increase in restricted cash and depc 2 (1,05¢ -
Increase in shc-term bank deposit (201) (1,000 -
Purchase of property and equipm (3,60¢) (1,720 (3,46¢€)
Proceeds from sale of property and equipn 15¢ - -
Investment in marketable securit - - (87,139
Proceeds from redemption or sale of marketablergies - 19,59¢ 115,75!
Net cash provided by (used in) investing activi (3,652) 12,01« 25,15

The accompanying notes are an integral part o€dimsolidated financial statements.
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CONSOLIDATED STATEMENTS OF CASH FLOWS

ALLOT COMMUNICATIONS LTD.

U.S. dollars in thousands

Cash flows from financing activitie

Bank credit repaymel

Exercise of stock options and repayment of-recourse loal

Excess tax benefit from stc-based compensatic

Expenses related to issuance of share capital nittad Public offering

Net cash provided by financing activiti

Increase (decrease) in cash and cash equiv:
Cash and cash equivalents at the beginning ofdéhe y

Cash and cash equivalents at the end of the year

Supplementary cash flow informatic

@) Non-cash activities

Exercise of options on account of other receivables

Increase in goodwill on account of earn out ineltich other liabilities and accrus

expenses

(b) Cash paid during the year fc
Interest

Taxes

The accompanying notes are an integral part o€dimsolidated financial statements.
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Year ended December 31

2009 2008 2007
- - (6)

48t 90 1,43¢

- - 127

- - (58)

48E 90 1,49¢
(3,559) 11,92¢ 20,98:
40,02¢ 28,10: 7,117

36,47 $ 40,02¢ $ 28,10:

- $ - $ 36
- $ 18¢ $ 14C
- $ 12 $ 1
8 $ 69 $ 69




ALLOT COMMUNICATIONS LTD.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

U.S. dollars in thousands, except share and per steadata

NOTE 1:-

GENERAL

Allot Communications Ltd. ("the Company") was ingorated in November 1996 under the laws of theeStétisrael. Th
Company is engaged in developing, selling and ntudsentelligent IP service optimization solutiof@ mobile, DSL an
wireless broadband carriers, cable operator sepiiceiders, and enterprises. The Compargortfolio of hardware platforr
and software applications utilizes advanced deeggidanspection technology to transform broadbaipeginto smart networ
that can rapidly and efficiently manage data ovebitle and wireline networks and deploy value adbiedrnet services. Tl
Company's products consist of the Service GatewdyNetEnforcer traffic management systems, the Nietér and Subscril
Management Platform application management suitdsvalue added services such as the Service Ropteetwork protectic
solution, the MediaSwift video caching solution ahd WebSafe network service.

The Company holds six whollgwned subsidiaries (the Company together with salbidiaries shall collectively be referre:
as "Allot"): Allot Communications, Inc. in WoburnMassachusetts, UniteBtates ("the U.S. subsidiary"), which
incorporated in 1997 under the laws of the Stat€alifornia, Allot Communication Europe SARL in Svp, France ("th
European subsidiary"), which was incorporated i88L8nder the laws of France, Allot Communicatioagah K.K. in Tokyc
Japan (“the Japanese subsidiary"), which was imcatpd in 2004 under the laws of Japan, Allot Comication (UK) Limitec
("the UK subsidiary"), which was incorporated in0OBOunder the laws of England and Wales, Allot Comitations (Asi
Pacific) Pte. Ltd. ("the Singaporean subsidiaryihich was incorporated in 2006 under the laws afg8pore, Allc
Communications (New Zealand) Limited. ("the NZ ddkzy"), which was incorporated in 2007 under thevs of Nev
Zealand.

The U.S. subsidiary commenced operations in 199i8. éngaged in the sale, marketing and technigapart services in ti
Americas of products manufactured and importedheyG@Gompany. The European, Japanese, UK and Siregapsubsidiari¢
are engaged in marketing and technical supportice=nof the Company's products in Europe, Japan,aui Asia Pacifit
respectively. The NZ subsidiary commenced its dpra in 2008 and is engaged in the research awdla@ment activitie
related to the Service Protector and technical sigervices for this product.

During 2009, approximately 15% of the Company'ssmees derived from a single customer. During 20682007, no sing
customer accounted for more than 10% of the Conipaayenues.
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ALLOT COMMUNICATIONS LTD.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

U.S. dollars in thousands, except share and per steadata

NOTE 2:-

SIGNIFICANT ACCOUNTING POLICIES

The consolidated financial statements have beepaped in accordance with U.S. generally acceptedating principle
("U.S. GAAP").

a.

Use of estimates:

The preparation of the consolidated financial stetiets in conformity with U.S. generally acceptedaamting principle
requires management to make estimates, judgmeigtsassumptions. The Company's management beliewadstht
estimates, judgments and assumptions used arensgdedased upon information available at the tihey are mad
These estimates, judgments and assumptions cart #ife reported amounts of assets and liabilitiesd disclosure ¢
contingent assets and liabilities at the datesieffinancial statements, and the reported amodnesvenue and expens
during the reporting period. Actual results couliified from those estimates.

Financial statements in U.S. dollars:
The majority of the revenues of the Company andutssidiaries are generated in U.S. dollars ("d9llar linked to th
dollar. In addition, a major portion of the Compangnd certain of its subsidiaries’ costs are neclior determined
dollars. The Company's management believes thatdfar is the currency of the primary economic iesrwment ir
which the Company and its subsidiaries operatesTthe functional and reporting currency of the @any and it
subsidiaries is the dollar.
Accordingly, monetary accounts maintained in cwies other than the dollar are remeasured into ddHars ir
accordance with Accounting Standards Codificatiom R30 (formerly, FASB Statement No. 52), "Forei@arrenc
Matters" ("ASC No. 830"). All transactions gaingddnsses from the remeasurement of monetary baktmeet items a
reflected in the statements of operations as fil@himcome or expenses as appropriate.

Principles of consolidation:

The consolidated financial statements include twants of the Company and its subsidiaries. Iotapgany balanci
and transactions have been eliminated upon corsioid

Cash and cash equivalents:

The Company considers all unrestricted highly ligmvestments which are readily convertible intstgavith maturity ¢
three months or less at the date of acquisitiobgtoash equivalents.

Restricted cash and depos

Restricted cash of $ 1,000 and restricted deposi#s60 are held in favor of financial institutiotmvards fulfillments ¢
forward contract and operating obligations, respebt.

Short-term bank deposits:
Shortterm bank deposits are deposits with maturitiesiofe than three months but less than one yeardépesits are

dollars and New Israeli Shekels ("NIS") and be&erest at annual weighted average rate of 1.5%2a4t at Decemb
31, 2009 and 2008, respectively. The short-ternosiépare presented at cost, including accruedeste
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ALLOT COMMUNICATIONS LTD.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

U.S. dollars in thousands, except share and per steadata

NOTE 2:-

SIGNIFICANT ACCOUNTING POLICIES (Cont.)

g.

Marketable securities:

The Company accounts for its investments in matietaecurities using Accounting Standards CodificatNo. 32(
(formerly, FASB Statement No. 115), "Investmenf@ebt and Equity Securities" ("ASC No. 320").

The Company's management determines the appropléssfication of marketable securities at theetiofi purchase al
evaluates such designation as of each balance dagmt The Company classifies all of its marketad®eurities ¢
available for sale. Available for sale securities earried at fair value, with the unrealized gansl losses, reported
"accumulated other comprehensive income (loss)sliareholders' equity. Realized gains and lossessal@ o
investments are included in earnings and are derissing the specific identification method for detaing the cost ¢
securities. The amortized cost of debt securieadjusted for amortization of premiums and acsnetf discounts
maturity. Such amortization together with interast dividends on securities are included in finahicicome, net, if an
As of December 31, 2009, the Company held marketsdturities in U.S. dollars in the United Stalidse balance wi
composed of Auction Rate Securities ("ARS").

Until 2009, the Company recognized an impairmemtrgh when a decline in the fair value of its inwestts below tr
cost basis is judged to be other-tttamporary. The entire difference between amortzest and fair value is recogni:
in earnings. Factors considered in making suchterehkénation include the duration and severity af tinpairment, tr
reason for the decline in value and the potengiabvery period.

In April 2009, the Company adopted the FASB's updajuidance relating to investments and debt deesjriwhict
amends the other-thaamporary impairment ("OTTI") guidance in U.S. GAABnder the updated guidance, if O
occurs, and it is more likely than not that the @amy will not sell the investment or debt secubigfore the recovery
its amortized cost basis, then the OTTI is sepdrai® (a) the amount representing the credit ks3 (b) the amou
related to all other factors. The amount of thalt®TTI related to credit loss is recognized inng@gs. The amount of t
total OTTI related to other factors is recognizecaccumulated other comprehensive income. As dtrelsthe adoptio
of this update accounting guidance, the Compangrdec! a cumulative effect adjustment of $7,68letassify the non-
credit component of previously recognized impairtaeinom accumulated deficit to accumulated othenpehensiv
income (loss), as further detailed in Note 4.

Inventories:
Inventories are stated at the lower of cost or mavialue. Inventory writeffs are provided to cover risks arising ft
slow-moving items or technological obsolescencewvibich recoverability is not probable. Inventoryiteroffs due t
slow moving items and technological obsolescented $ 815, $ 234 and $ 175 in 2009, 2008 and ,2@3pectively.

Cost is determined as follows:

Raw materials - using the "first in, first out" D) cost method.
Finished goods - on the basis of raw materials,ufauring cost and allocable indirect cost.
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ALLOT COMMUNICATIONS LTD.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

U.S. dollars in thousands, except share and per steadata

NOTE 2:- SIGNIFICANT ACCOUNTING POLICIES (Cont.)

-

Property and equipment:

Property and equipment are stated at cost, netafraulated depreciation. Depreciation is calculdigdhe straightine
method over the estimated useful lives of the assethe following annual rates:

%

Lab equipmen 25-33
Computers and peripheral equipm 15-33
Office furniture 6-15
Leasehold improvemen By the shorter of term of tt

lease or the useful life of the
assel

Goodwill and intangible assets:

Goodwill represents the excess of the purchase jper the fair value of net assets of purchasethbsses is record
as goodwill. Under Accounting Standards Codificatido. 350 (formerly, FASB Statement No. 142), "hgibles-
Goodwill and Other" ("ASC No. 350"), goodwill andtangible assets deemed to have indefinite livestested fc
impairment annually, or more often if there arei¢atbrs to impairment present.

The Company performs annual impairment analysgoofdwill at December 31 of each year, or more oéteapplicabl
The provisions of ASC No. 350 require that a tstep impairment test be performed on goodwill & lgvel of th
reporting units. In the first step, the Company pames the fair value of each reporting unit tocasrying value. If th
fair value exceeds the carrying value of the neets goodwill is considered not impaired, and waher testing i
required to be performed. If the carrying valudhw net assets exceeds the fair value, then theo@wyrmust perform tl
second step of the impairment test in order torddte the implied fair value of goodwill. If the rmging value o
goodwill exceeds its implied fair value, then then@pany would record an impairment loss equal talifference.

The Company believes that its business activity matiagement structure meet the criterion of beisggle reportin
unit for accounting purposes. The Company has paedd an annual impairment analysis as of Decembge@09 an
determined that the carrying value of the reporting was less than the fair value of the reporting. In calculating tr
fair value of the reporting unit, the market apmtoavas the methodology used.

Impairment of long-lived assets:

Long{ived assets are reviewed for impairment in acooedavith Accounting Standards Codification No. Z&@merly,
FASB Statement No. 144), "Property, Plant, and goent " ("ASC No. 360"), whenever events or changs
circumstances indicate that the carrying amouminodsset may not be recoverable. The recoverabfliigsets to be he
and used is measured by a comparison of the cgrayitount of the assets to the future undiscourdst flows expects
to be generated by the assets. If such assetsresalered to be impaired, the impairment to begeized is measured
the amount by which the carrying amount of the segceeds the fair value of the assets. As of Dbee 31, 200!
2008 and 2007, no impairment losses were recorded.
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ALLOT COMMUNICATIONS LTD.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

U.S. dollars in thousands, except share and per steadata

NOTE 2:-

SIGNIFICANT ACCOUNTING POLICIES (Cont.)

Revenue recognition:

The Company generates revenues mainly from theodlardware and software products along with eglahaintenanc
and support services. The Company generally stdlspioducts through resellers, distributors, OEMsl ayster
integrators, all of whom are considered end-custsrfrem The Company's perspective.

The software components of the Company’oducts are deemed to be more than incidenthktproducts as a whole
accordance with Accounting Standards Codificatian 885-605 (formerly, Statement of Position SOP2)7-Revenu
Recognition” ("ASC No. 98%05"). Therefore, The Company accounts for its pobdales in accordance with ASC
985-605. Revenues from product sales are recognizedh whesuasive evidence of an agreement exists,eglof the
product has occurred, no significant performanckgations with regard to implementation remain, fee is fixed ¢
determinable and collectability is probable.

ASC No. 985605 generally requires revenue earned on softwaa@gements involving multiple elements to be altec
to each element based on the relative objectivevidue of the elements. Accordingly, revenues alecated to th
different elements in the arrangement under "tis&gdtal method" when Vendor Specific Objective Ewice ("VSOE"
of fair value exists for all undelivered elementsdano VSOE exists for the delivered elements. Untller residu
method, at the outset of the arrangement with domexr, The Company defers revenue for the fair evadf its
undelivered elements (maintenance and support) randgnizes revenue for the remainder of the arraegé fe
attributable to the elements initially deliveredtire arrangement (hardware and software produdtshwvall other criter
in ASC No. 985-605 have been met. Any discounh@arrangement is allocated to the delivered eléemen

Maintenance and support related revenues includeduiltiple element arrangements are deferred acogrézed on
straightline basis over the term of the applicable maimeraand support agreement. The VSOE of fair vafuthe
maintenance and support services is determinedilbas¢he price charged when sold separately. Defer@venues a
classified as short and long terms and recogniged\enues at the time respective elements arédghv

The Company provides a provision for product resuamd stock rotation based on its experience wgtotical sale
returns, stock rotations and other known factors.

The Company grants a one-year hardware warrantytlmmonth software warranty on all of its products.
Company estimates the costs that may be incurrddruts warranty arrangements and records a liglilithe amount «
such costs at the time product revenue is recodnizactors that affect The Company's warranty liigbinclude the
number of installed units, historical and anticgzhtates of warranty claims and cost per claim. Company periodical
assesses the adequacy of its recorded warrantijtiéesband adjusts the amounts as necessary.

Research and development costs:

Accounting Standards Codification No. 985 (formefASB Statement No. 86), "Software" ("ASC No. 985¢&quire
capitalization of certain software development sasthsequent to the establishment of technolofgealbility.

Based on the Comparsyproduct development process, technological fdigils established upon the completion ¢
working model. The Company does not incur materigts between the completion of a working model taedpoint &
which the products are ready for general releaserefore, research and development costs are chaogehe
consolidated statement of operations as incurred.
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ALLOT COMMUNICATIONS LTD.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

U.S. dollars in thousands, except share and per steadata
NOTE 2:- SIGNIFICANT ACCOUNTING POLICIES (Cont.)
n. Severance pay:

The Company's liability for severance pay for gsakli employees is calculated pursuant to Isr&sligerance Pay La
based on the most recent monthly salary of its eygas multiplied by the number of years of emplogires of th
balance sheet date for such employees. The Congpiéatyility is partly provided by monthly depositéth severance pi
funds and insurance policies and the remaindentacarual.

The deposited funds may be withdrawn only uporftifdiment of the obligation pursuant to IsraeBgverance Pay la
labor agreements and/or applicable case law. Thed the deposited funds and insurance policgdsased on the ce
surrendered value and includes profits accumulapeid the balance sheet date.

Severance expenses for the years ended Decemb&033, 2008 and 2007, amounted to $ 961, $ 957 962
respectively.

0. Accounting for stock-based compensation:

The Company accounts for stock based compensati@tdordance with Accounting Standards Codificatim 71¢
(formerly, FASB Statement No. 123R), "Compensati@&tock Compensation" ("ASC No. 718") that requitempanie
to estimate the fair value of equity-based paynagvards on the date of grant using an oppaoing model. The value
the portion of the award that is ultimately expedi® vest is recognized as an expense over thésiegservice periods
the Company's consolidated statement of operations.

The Company applies ASC No. 718 and Accounting &eds Codification No. 505-50 (formerly, EITF Ndb5-98),
"Equity-Based Payments to Non-Employees" ("ASC BI@5-50") with respect to options and warrants idsteenon-
employees. Accordingly, option valuation models rteeasure the fair value of the options and warrattshe
measurement date as defined in ASC No. 505-50.

The Company recognizes compensation expenses dovaine of its awards granted based on the stréighimethos
over the requisite service period of each of tharaa, net of estimated forfeitures. ASC No. 718ines forfeitures to t
estimated at the time of the grant and revisedilbssquent periods if actual forfeitures differ frtmse estimates.

The following table sets forth the total stooksed compensation expense resulting from stociongptgranted 1
employees and noamployees included in the consolidated statemehtgperations, for the years ended Decembe
2009, 2008 and 2007:

Year ended December 31

2009 2008 2007
Cost of revenue $ 104 $ 50 $ 48
Research and developmt 357 321 23C
Sales and marketir 77t 46E 34C
General and administrative 1,062 86€ 745
Total stock-based compensation expel $ 2,29¢ $ 1,702 $ 1,361




NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

ALLOT COMMUNICATIONS LTD.

U.S. dollars in thousands, except share and per steadata

NOTE 2:- SIGNIFICANT ACCOUNTING POLICIES (Cont.)

The Company selected the binomial option pricingdelas the most appropriate fair value method tlisiockbase:
compensation awards (except for restricdatk units, which are valued based on the mariktevof the underlyir
share at the date of grant) with the following vieeglaverage assumptions for the year ended Decemb@08®, 200

and 2007:
Year ended December 31
2009 2008 2007

Suboptimal exercise multip 2.5-35 2-3.€ 2-3

0.31%- 1.07%- 3.18%-
Interest rate 5.1% 6.81% 5.3&%
Volatility 53%-60% 62%- 75% 75%
Dividend yield 0% 0% 0%
Weightec-average fair value at grant d: 1.27 2.4¢ 8.57

The computations of expected volatility and subopti exercise multiple are based on the averagéefCompany
realized historical stock price volatility and @ant peer companies that the Company considered tmimparable bas
on market capitalization and type of technologytfplan. The computation of the suboptimal exercisdtiple and th
forfeiture rates are based on the employees exppestrcise prior and post vesting termination b&hrarhe interest ra
for period within the contractual life of the awasdbased on the U.S. Treasury Bills yield curvefiect at the time
grant. The Company currently has no plans to tiste dividends and intends to retain future eamsnitgyfinance tr
development of its business.

Concentration of credit risks:

Financial instruments that potentially subject @@mpany to concentrations of credit risk consigtprily of cash an
cash equivalents, restricted cash and depositsketadnie securities, shairm bank deposits, trade receivables
derivative instruments.

The majority of cash and cash equivalents, restticash and deposits, marketable securities arrttsihm deposits ¢
the Company are invested in dollar deposits in maj&. and Israeli banks. Such deposits in theddn8tates may be
excess of insured limits and are not insured irophrisdictions. Generally, the cash and cashwedgmts and shotermr
bank deposits may be redeemed upon demand, amddtegrbear minimal risk.

The Company's trade receivables are primarily éerifrom sales to customers located mainly in théddnState:
Europe and Asia. Concentration of credit risk witspect to trade receivables is limited by crddiits, ongoing cred
evaluation and account monitoring procedures. Thmany performs ongoing credit evaluations of iistemers ar
establishes an allowance for doubtful accounts spezific basis. Allowance for doubtful accountsoamed to $ 2
and $ 180 as of December 31, 2009 and 2008, regplgct

The Company has no significant off balance sheeteotration of credit risk, except for hedging agaments to cov
the currency exposure of the NIS on identified déslv items (see also Note 2v).

Royalty bearing grants:
Participation grants from the Office of the Chiafiéhtist of the Ministry of Industry, Trade and loatin Israel ("OCS'
for research and development activity are recoghéehe time the Company is entitled to such grantthe basis of t

costs incurred and included as a deduction of reBeand development costs. Research and developgrant:
recognized amounted to $ 2,440, $ 2,671 and $ 2182009, 2008 and 2007, respectively.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

U.S. dollars in thousands, except share and per steadata

NOTE 2:-

SIGNIFICANT ACCOUNTING POLICIES (Cont.)

r.

Income taxes:

The Company accounts for income taxes in accordaitbeAccounting Standards Codification No. 740r(ferly, FASE
Statement No. 109), "Income Taxes" ("ASC No. 7483C No. 740 prescribes the use of the liabilityttoe, whereb
deferred tax asset and liability account balancesdatermined based on differences between finkhreparting and te
bases of assets and liabilities and are measured tise enacted tax rates and laws that will beffiect when th
differences are expected to reverse. The Compamyides a valuation allowance, if necessary, to ceddeferred te
assets to their estimated realizable value if ih@e likely than not that some portion or all lo¢ tdeferred tax assets \
not be realized.

ASC No. 740 contains a twstep approach to recognizing and measuring ailialdr uncertain tax positions. The fi
step is to evaluate the tax position taken or ebgueto be taken in a tax return by determinindhd tveight of availab
evidence indicates that it is more likely than tiwt, on an evaluation of the technical merits, tdpe position will b
sustained on audit, including resolution of anyatedl appeals or litigation processes. The secemisto measure the
benefit as the largest amount that is more than H@8ly to be realized upon ultimate settlement.

Basic and diluted net loss per share:

The Company accounts for earnings per share basedicoounting Standards Codification No. 260 (foripeFASB
Statement No. 128), "Earnings Per Share" ("ASC 26f)"). Basic earnings per share are calculatethusie weighte
average number of shares outstanding during thecgeDiluted earnings per share is computed onbass of th
weighted average number of shares outstanding lenéftect of dilutive potential shares of Ordinahares consider
outstanding during the period.

For the years ended December 31, 2009, 2008 and, 200utstanding options and warrants have beetuded fron
the calculation of the diluted loss per share sthe# effect was anti-dilutive.

Comprehensive income (loss):
The Company accounts for comprehensive income)(lasgccordance with Accounting Standards CodifaratNo. 22(
(formerly, FASB Statement No. 130), "Comprehensinemme”("ASC No. 220"). This statement establisstasidards f
the reporting and display of comprehensive incotassf and its components in a full set of genetappse financi:
statements. Comprehensive income (loss) geneeghesents all changes in shareholders' equity gltine period exce
those resulting from investments by, or distribogidao shareholders.

The Company determined that its items of compraleriscome (loss) relate to unrealized gains asdds on hedgil
derivative instruments and unrealized gains ansele®n available-for-sale marketable securities.

Fair value of financial instruments:

The Company measures its cash and cash equivafeatketable securities, derivative instrumentstriced cash ar
deposits, short-term bank deposits, trade recadgabther receivables, trade payables and othabpes/at fair value.

F-16




ALLOT COMMUNICATIONS LTD.
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U.S. dollars in thousands, except share and per steadata

NOTE 2:-

SIGNIFICANT ACCOUNTING POLICIES (Cont.)

Fair value is an exit price, representing the amaohait would be received to sell an asset or paitlansfer a liability i
an orderly transaction between market participaftssuch, fair value is a marke&sed measurement that shouls
determined based on assumptions that market gemtits would use in pricing an asset or a liabiltythreetier value
hierarchy, which prioritizes the inputs used in ¥iaduation methodologies in measuring fair value:

Level 1 - Observable inputs thdle quoted prices (unadjusted) for identical ssse liabilities in active
markets.

Level 2 - Include other inputs that directly or indirectly observable in the maptate.

Level 3 - Unobservable inputs whick supported by little or no market activity.

The fair value hierarchy also requires an entityntaximize the use of observable inputs and mininie use ¢
unobservable inputs when measuring fair value.

Derivatives and hedging:

The Company accounts for derivatives and hedgirggdbaon Accounting Standards Codification No. 81d¥n{erly
FASB Statement No. 133), "Derivatives and Hedgifi&SC No. 815").

The Company accounts for its derivative instrumastgither assets or liabilities and carries thefaiavalue. Derivativ
instruments that are not designated and qualifedde@lging instruments must be adjusted to faireviloough earnings.

For derivative instruments that hedge the expogurariability in expected future cash flows that aesignated as c:
flow hedges, the effective portion of the gain osd on the derivative instrument is reported asomponent ¢
accumulated other comprehensive income (loss) anesiolders' equity and reclassified into earnimgthe same peri
or periods during which the hedged transactionctdfeearnings. The ineffective portion of the gamla@ss on th
derivative instrument is recognized in current @ags. To receive hedge accounting treatment, dashHedges must |
highly effective in offsetting changes to expedhaire cash flows on hedged transactions.

Impact of recently issued accounting déads:

In April, 2009, the Company adopted the FASB's tpdaguidance Accounting Standards Codification Bp0-1C
(formerly, FSP No. 15D4), related to fair value measurements and disodéss which provides additional guidance
estimating fair value in accordance with the gumarelated to fair value measurements when themwland level ¢
activity for an asset or liability have significhntlecreased. The updated standard also includdsamgee on identifyin
circumstances that indicate a transaction is ndérty. The Company adopted this standard effedipel 1, 2009. Th
adoption of this guidance did not have a mateffaké on the consolidated financial statements.
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NOTE 2:- SIGNIFICANT ACCOUNTING POLICIES (Cont.)

In May 2009, the FASB issued Accounting Standaraslif-ation No. 855 (formerly, FASB Statement NG5},
"Subsequent Events" ("ASC No. 855"). This standaréhtended to establish general standards of atiagfor an
disclosures of events that occur after the balaheet date but before financial statements aredssuare available to
issued. Specifically, this standard sets forth pleeiod after the balance sheet date during whieimagement of
reporting entity should evaluate events or transastthat may occur for potential recognition osabsure in th
financial statements, the circumstances under waickntity should recognize events or transactimasirring after th
balance sheet date in its financial statements tlaadlisclosures that an entity should make abeents or transactio
that occurred after the balance sheet date. ASC8N5.is effective for fiscal years and interim pels ended aft
June 15, 2009. The Company adopted this stand&ctigé June 15, 2009. The adoption of this guigadid not have
material effect on the consolidated financial stegats.

In June 2009, the Financial Accounting Standardar8o("FASB") issued a standard that established RASE
Accounting Standards Codification ("ASC") and amethdhe hierarchy of generally accepted accountingciples
("GAAP") such that the ASC became the single soofcauthoritative U.S. GAAP. Rules and interpretieéeases issu
by the SEC under authority of federal securitieg e also sources of the authoritative GAAP foC3Egistrants. A
other literature is considered nanthoritative. New accounting standards issued expent to June 30, 2009

communicated by the FASB through Accounting Stadslddpdates. The ASC is effective for the Compargm
September 1, 2009. Throughout the notes to theotidased financial statements references that wesgiously made
former authoritative U.S. GAAP pronouncements hagen changed to coincide with the appropriate sectf the ASC.

In October 2009, the FASB issued an update to ABCI85-605, "Softwar®evenue Recognition" (originally issuec
EITF 09-3). In accordance with the update to theCA&ngible products containing software componems non-
software components that function together to @elthe tangible product's essential functionaliy @xcluded from tt
scope of the software revenue recognition guidahcaddition, hardware components of a tangibledpod containin
software component are always excluded from thevsoé revenue guidance. The mandatory adoptiom idamuary :
2011, with earlier adoption permitted. The Compamgy elect to adopt the update prospectively, to pewnateriall
modified arrangements beginning on the adoptiom,dat retrospectively, for all periods presentede TTCompany
currently evaluating the impact on its consolidategults of operations and financial condition, dmms not ye
determined the adoption date.

In October 2009, the FASB issued an update to AS@ BI05-25, "Revenue recognition — Multidiemen
Arrangements”, that provides amendments to thera@ifor separating consideration in multipleliverable arrangemel

to:

1. Provide updated guidance on whether multiple dedivkes exist, how the deliverables in an arrangersieoulc
be separated, and how the consideration shoultlduated;

2. Require an entity to allocate revenue in an arravage using estimated selling prices ("ESP") of\dghbles i
a vendor does not have vendor-specific objectivdezce of selling price ("VSOE") or thirgarty evidence «
selling price ("TPE"); ani

3. Eliminate the use of the residual method and regatir entity to allocate revenue using the relageléng price
method.

4, Require expanded disclosures of qualitative andhiipasive information regarding application of theultiple-

deliverable revenue arrangement guida
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NOTE 2:- SIGNIFICANT ACCOUNTING POLICIES (Cont.)

The Company may elect to adopt the update pros@dgtito new or materially modified arrangementgibaing on th
adoption date, or retrospectively, for all periguo®sented. The Company is currently evaluating itheact on it
consolidated results of operations and financiad@on, and has not yet determined the adoptida.da

NOTE 3:- ACQUISITIONS

On January 8, 2008, the Company completed an atiqui®f the business of Esphion Limited, ("Esphijoa New Zealan
based, developer of network protection solutionscfarriers and internet service providers. Thel totasideration includir
direct transaction costs for the acquisition wasrapimately $ 3,802, plus potential eayats based on performance milestc
amounting to a maximum of an additional $ 2,000gtée through December 31, 2008.

As of December 31, 2008, Esphion met certain ndles$ in accordance with the acquisition agreentemsequently, out
the maximum additional $ 2,000, the Company paiitashal $ 186 and increased its goodwill accordling

The total purchase price of Esphion was composeideofollowing:

Cash paic $ 3,50(
Acquisition related transaction costs 302
Total $ 3,80z

Acquisition related transaction costs include inment banking fees, legal and accounting fees dmek @xternal costs direc
related to the acquisition.

Purchase price allocation:
Under business combination accounting, the totathmse price was allocated to Esphion's net tamgioid identifiabl
intangible assets based on their estimated fairegahs set forth below. The excess of the purchidse over the net tangit

and identifiable intangible assets was recordegbasiwill.

Tangible asset:

Current assel $ 61

Property and equipme 49
Net tangible asse 11C
Intangible asset:

Core technolog 72€

In process research and developn 244

Goodwill 2,72z
Total assets acquire $ 3,80z
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NOTE 3:-

NOTE 4:-

ACQUISITIONS (Cont.)

In performing the purchase price allocation, themPany considered, among other factors, the intenfiiw future use ¢
acquired assets, analyses of historical finanaaiopmance and estimates of future revenues toebergted from the Serv
Protector. The fair value of the intangible asses based on the Company's management estimatessuntptions that we
utilized via a valuation of a third party valuatifirm, using the income approach.

Core technology represents a combination of Esppionesses and patents related to the design aetbgeent of the Servi
Protector. This proprietary knohew can be leveraged to develop new technologyimpdove the Company's products (
also Note 8a).

The Company expensed mmecess research and development ("IPR&D") in theount of $ 244 upon acquisition a:
represents incomplete Esphion research and develupprojects that had not reached technologicailfdiy and had n
alternative future use as of the date of the adipns The value assigned to IPR&D was determingdcbnsidering th
importance of the project to the Company's ovatellelopment plan, estimating costs to develop tirehased IPR&D int
commercially viable products, estimating the résglinet cash flow from the project when completed discounting the n
cash flow to its present value based on the peageraf completion of the IPR&D projects.

Pro forma information in accordance with Accounti®tandards Codification No. 805 (formerly, FASB t8taent No. 141
"Business Combinations" ("ASC No. 805") has notrbpeovided, since Esphion's results for 2008 ar@72@ere not materi
in relation to total consolidated revenues andoss.

MARKETABLE SECURITIES

The following is a summary of available-for-saleties:

December 31, 200! December 31, 200
Carrying Unrealized Market Carrying Unrealized Market
value gain value value losses value
Auction rate securities(’ $ 12,28: $ 2,207 $ 14,49 $ 15,31¢ $ - $ 15,31¢
® ARS held by the Company are private placementrggiwith longterm nominal maturities for which the intel

rates are reset through a "Dutch" auction each Imdrite monthly auctions historically have providetiquid marke
for these securities. The Company's investmentRS represent interests in collateralized debtgattions supporte
by pools of residential and commercial mortgagesredit cards, insurance securitizations and atrectured credit
The ARS bear interest at rates ranging from 2.4% %860 per annun

The balance is comprised of ARS with contractuatumiées of more than one year, which suffer froafld auctions sint
September 2007. As a result of the auction failutesse ARS do not have a readily determinable etar&due. In 2009, as the
was insufficient observable market information &alsle to determine the fair value of the ARS and fhortion of th
impairment that relates to credit loss of theseistes, the fair value was determined using arepahdent third party valuat
The fair value was based on a trinomial discountdehe@mploying assumptions that market participamtsild use in the
estimates of fair value.
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NOTE 4:- MARKETABLE SECURITIES (Cont.)

The assumptions included, among others, the foligwihe underlying structure of the security, theaficial standing of tt
issuer, stated maturities, estimates of the prdibalof the issue being called at par prior to fimaaturity, estimates of tl
probability of defaults and recoveries, auctiondufa and successful auction or repurchase at gaedch period, expect
changes in interest rates paid on the securitiéstast rates paid on similar instruments. Finahg, present value of the fut
principal and interest payments was discountedtasrconsidered to reflect current market condition each security.

The Company had various factors in determining tvreit should recognize an impairment charge ptaorR2009 for it
marketable securities, including its intent andigbto hold the investment for a period of timeffatient for any anticipate
recovery in market value, the length of time antéeito which the fair value has been less thandsd basis, the credit ratir
of the securities, the nature of underlying colateas applicable and the financial condition awe@rterm prospects of tl
issuer.

On April 1, 2009, the Company adopted ASC No. 324t provides guidance on recognition and presemaif other-than-
temporary impairments and assessed whether thalizee losses for the investments in its portfeliere other-thartemporar
under this guidance. For securities that the Comjpatends to sell or it is more likely than not tlitawill be required to sell tf
securities before recovery, the entire differeneeveen amortized cost and fair value is recogninegrnings. For securiti
that the Company does not intend to sell andribismore likely than not that the Company will leguired to sell, the Compa
used a discounted cash flow analysis to deternhiagortion of the impairment that relates to créais.

Based on the Company's consideration of these riactbe Company recognized in 2009, 2008 and 2000ther-than-
temporary net impairment in a total amount of $38,0$7,700 and $ 4,881, related to ARS, respegtivitie Company m:
recognize additional losses in the future shouddrtarket prospects of the issuers of these sexuidtintinue to deteriorate.
of December 31, 2009 and 2008, interest receivabieunted to $ 25 and $ 27, respectively, and ikided within othe
receivables in the balance sheets.

Since there is uncertainty about the Company'staltd liquidate the ARS in a short time, the emtamount of the ARS
presented as non-current assets on the Compatgtebaheet.

During 2008, the Company redeemed at par valug3522and $ 7,243 ARS and corporate bonds, respégtivollowing suc
redemption, the Company recorded capital gain Bf386. The capital gain is presented in the Compangome statement 1
of other than temporary impairment.

To the extent that the net present value of thgepted cash flows is less than the amortized cotdtensecurity, the difference
considered a credit loss and is recorded throughiregs. The inputs on the future performance ofuhderlying assets usec
the cash flow models include prepayments, defanitdoss severity assumptions. The Company adopted R&G20 in 200¢
and reclassified the $ 7,681 non-credit relatediguorof other-thartemporary impairment losses recognized in priorigd
earnings as a cumulative effect adjustment thataged accumulated deficit and decreased accurdwdéter comprehensi
income.
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NOTE 4:-

NOTE 5:-

MARKETABLE SECURITIES (Cont.)

The following table presents a cumulative roll fard of the amount related to credit losses receghin earnings as
December 31, 2009:

Credit loss
Balance as of April 1, 20C $ 6,05¢
Additional credit loss on debt securities for whiather-than-temporary impairment was
previously recognize 1,431
Reduction related to cash flow from expected tadikected (809
Balance as of December 31, 2009 $ 6,68(

FAIR VALUE MEASUREMENTS

In accordance with ASC No. 820, the Company measiisecash equivalents, restricted cash and depsiwittterm ban
deposits, marketable securities and foreign cuyreigcivative instruments at fair value. Cash eqeives, restricted deposit €
shortterm bank deposits, except for investments in ntabte securities are classified within Level 1 evel 2. This is becau
these assets are valued using quoted market pmicagernative pricing sources and models utilizingrket observable inpu
Investments in marketable securities are classifigdin Level 3 because they are valued using tadnaechniques. Some
the inputs to these models are unobservable imtr&et and are significant.

The Company values the Level 3 investments baseadnoexternally developed valuation using discourdash flow mode
whose inputs include interest rate curves, cregliéads, bond prices, volatilities and illiquiditpnsiderations. Unobserva
inputs used in these models are significant tddhrevalue of the investments.

The Company's financial assets measured at faievah a recurring basis, excluding accrued inter@stponents; consisted
the following types of instruments as of DecembkrZ009 and 2008, respectively:

As of December 31, 200
Fair value measurements using input typt

Level 1 Level 2 Level 3 Total
Money market fund $ 15,35¢ $ - $ - $ 15,35¢
Restricted depos - 60 - 60
Shor-term deposit: - 1,26¢ - 1,26¢
Auction-rate securitie - - 14,49( 14,49(
Foreign currency derivative contracts - 612 - 612
Total financial assel $ 15,35¢ $ 193¢ $ 14,49C $ 31,78¢
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NOTE 5:- FAIR VALUE MEASUREMENTS (Cont.)

As of December 31, 200

Fair value measurements using input typt

Level 1 Level 2 Level 3 Total
Money market fund $ 27,27 $ - $ - $ 27,27:
Restricted depos - 1,05¢ - 1,05¢
Shor-term deposit: - 1,06: - 1,062
Auction rate securitie - - 15,31¢ 15,31¢
Foreign currency derivative contra - 697 - 697
Total financial assel $ 27,270 $ 2,81¢ $ 15,31¢ $ 45,41(

The following table presents the changes in LeviesBuments measured on a recurring basis foyelaes ended December
2009 and 2008. The Company's Level 3 instrumentsisbof marketable securities classified as alkilor-sale.

Fair value measurements using significant unobséeviaputs (Level 3):

Marketable securities

2009 2008
Beginning balanc $ 15,31¢ $ 35,37!
Capital gain from redemption of marketable seces - 5,34¢
OTTI on marketable securities (3,03¢) (13,046
Redemption of marketable securities during the - (12,357)
Unrealized gain on marketable securities 2,207 -
Ending balanc $ 14,49 $ 15,31¢

*) In 2009, part of this loss was reclassified to otbemprehensive income in relation to the cumuétaffect fron

accounting change as part of the adoption of ASC31¢-10.

NOTE 6:- INVENTORIES
December 31
2009 2008
Raw material $ 57¢ % 55C
Finished products 4,46¢ 3,70¢
$ 5,04¢ $ 4,25¢
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NOTE 7:- PROPERTY AND EQUIPMENT

December 31

2009 2008
Cost:

Lab equipmen $ 8,24¢ $ 6,98:
Computers and peripheral equipm 5,66: 4,16(
Office furniture and equipme! 413 401
Leasehold improvemen 497 40€
14,82: 11,95(

Accumulated depreciatiol
Lab equipmen 5,13¢ 4,21F
Computers and peripheral equipm 3,56: 2,37¢
Office furniture and equipme! 181 167
Leasehold improvements 26¢ 222
9,14¢ 6,98(
Depreciated cost $ 567/ $ 4,97(

Depreciation expenses for the years ended DeceBihex009, 2008 and 2007, were $ 2,468, $ 1,9885ahd86, respectivel
The Company recorded a disposal of property andbewgnt, which ceased to be used in a total amolifit@il9, and relate
accumulated depreciation in the amount of $ 234 diBposal of such equipment resulted in a losk386 that was recorded
the consolidated statement of operations.

NOTE 8:- INTANGIBLE ASSETS, NET
a. The following table shows the Company's intangéssets for the periods present

December 31

2009 2008
Cost:
Core technology (1 $ 72€ $ 72€
Accumulated amortizatio 23E 11¢
Amortized cos $ 491 $ 607

Q) Core technology was recorded in 2008 following #uguisition of the tangible and the intangible &ss
Esphion. The Company amortizes the intangible assshg the straigHine method over a period of six ye:
which constitutes the number of years that apprai@nthe pattern in which the economic benefitsha
intangible assets will be consumed (see also Npi

b. Amortization expenses for the years ended DeceBibe2009, 2008 and 2007, were $ 116, $ 119 andéspectively
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NOTE 9:-

COMMITMENTS AND CONTINGENT LIABILITIES

a.

Royalties:
The Company received research and developmentsgirant the OCS.

The Company is participating in programs sponsdogdthe Israeli Government for the support of reseaan
development activities. Currently, the CompanylkiBgated to pay royalties to the OCS, amounting.&% of the sales
the sponsored products, up to 100% of the gractswed, linked to the U.S. dollar and for grantseieed after Janua
1, 1999 also bearing interest at the rate of LIBORe obligation to pay these royalties is contirtggron actual sales
products of the Company and in the absence of salels no payment is required.

As of December 31, 2009, the Company has paid edcrayalties to the OCS in the amount of $ 7,58hiciv wa:
recorded to cost of revenues.

As of December 31, 2009, the Company had an oustgrcontingent obligation to pay royalties to €S in th
amount of approximately $ 10,450.

Lease commitments:
In February 2006, the Company signed an agreemermnt offices for a period of seven years, stgrilaly 2006. Th
rental expenses are $ 39 per month and a managdesenf costs plus 15% of the expenses incurrethbybuilding
management company as stipulated in the leaseragree
The U.S. subsidiary has an operating lease focefficilities in Woburn, Massachusetts. The leaxpires on August 3
2014. The Company's subsidiaries maintain smalfices in China, Singapore, Japan, New Zealand watous
locations in Europe.

In addition, the Company signed motor vehicle ofiegalease agreements. The terms of the leaseragres are for :
months.

Operating leases (offices and motor vehicles) esperor the years ended December 31, 2009, 2002@0id, wer
$1,981, $ 2,667 and $ 2,484, respectively.

As of December 31, 2009, the aggregate future minminlease obligations (offices and motor vehiclesjiar non-
cancelable operating leases agreements were ag/$oll

Year ended December 31

2010 $ 1,122
2011 921
2012 84¢
2013 58¢€
2014 and thereafter 113

$ 3,591
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NOTE 9:- COMMITMENTS AND CONTINGENT LIABILITIES (Cont.)

C.

Lawsuit:

On May 1, 2007, a securities class action compl&@ntkman Investment Inc. v. Allot Communicationd. let al., was
filed in the United States District Court for the@ushern District of New York. At least three subtially simila
complaints were filed in the same court after thigioal action was filed. We and certain of oureditors and officers &
named as defendants. The securities class actioplamts allege that the defendants violated Sestiil and 15 of tl
Securities Act of 1933 by making false and mislegdstatements and omissions in our registratioterstant for ot
initial public offering in November 2006. The clanare purportedly brought on behalf of persons whichased ol
stock pursuant to and/or traceable to the initidiliz offering on or about November 15, 2006 thdoudgpril 2, 2007. Th
plaintiffs seek unspecified compensatory damagasagthe defendants, as well as attoradges and costs. Motions
consolidation and for appointment of lead plaintiére filed on July 2, 2007 and were decided ondi&7, 2008, wit
an order granting consolidation and appointingeas plaintiffs. The Consolidated Amended Compliaats served ¢
June 9, 2008. The defendants moved to dismiss thesdlidated Amended Compliant on August 8, 200&il&Vthe
defendantsmotion to dismiss was still pending, the partiescheed on March 31, 2010 an agreement in principkettl
this litigation. Pursuant to the terms of the agrest, the Company will pay to the plaintiffs, ftretbenefit of the cla
members, $1.3 million in cash, which amount is ® fanded by the Company's insurance carrier. Tlitesen
contemplated therein is conditional upon approwathe court and other contingencies. There is morasice that fin
court approval will be obtained. If such approvalnot obtained, the parties to this litigation matyempt to reac
agreement on alternative settlement terms or reghméitigation. The Company has recorded a ligbiln its financia
statements for the proposed amount of the settleneraddition, because the insurance carrier lygsea to pay tt
entire settlement amount and recovery from therarsze carrier is probable, a receivable has alsa becorded for tt
same amount. Accordingly, there is no impact to @wnpanys statements of operations or cash flows becate
amounts of the settlement and the insurance regdully offset each other (See Note 15).

Other:

The Company currently depends on two subcontradtorsanufacture and provide hardware warranty supfoo its
traffic management systems. If they experience ydeldisruptions, quality control problems or a laescapacity
shipments of products may be delayed and the Coypaability to deliver products could be materiallgivarsel
affected. Certain hardware components for the Caoryigaproducts come from single or limited sources, #m
Company could lose sales if these sources faitisfg its supply requirements. In the event that Company terminat
its business connection with the subcontractorsjlithave to compensate the subcontractors forageinventory cost
as specified in the agreement with the subcontraccto

NOTE 10:- SHAREHOLDERS' EQUITY

a.

Shares held in trus

246,479 Ordinary shares are held in trust for theelit of a Founder and a member of the Board oéddrs pursuant
a right to purchase pending his payment of thedutchase price of approximately $ 600. For theppsies of calculatir
shareholders equity, the Company has not considareld shares to be outstanding because neithéotiveder nor tr
trustee has voting or economic rights with respestuch shares.
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NOTE 10:-

SHAREHOLDERS' EQUITY (Cont.)

In October 2006, the Company's shareholderste8oard of Directors approved an addendum to sheoev
agreement with the Founder regarding these shacesrding to the addendum, if the right is not exged prior to the
consummation of a "Liquidity Event" as defined lire tescrow agreement, or November 15, 2008, thé aighthe
underlying shares will be forfeited. It was furttegaproved that the Founder has the right to pagrigrportion of the
shares by "net payment". As a result of the madifan of the right, the Company recorded a totalezmse of $ 150 in tf
year ended December 31, 2006. In November 2008 ¢imepany's Audit Committee, Board of Directors ahdreholdel
approved another addendum to the escrow agreeniinthe Founder pursuant to which the right to ejserthese shar
has been extended to the earlier of a "Liquidaiwant" or November 15, 2010. For such transactioa Company
recorded compensation expense of $ 90 to operexipgnses for the year ended in December 31, 2009.

Stock option plan

A summary of the Company's stock option activitgrtpining to its option plans for employees and-eomployees, ar
related information is as follows:

Year ended December 31

2009 2008 2007
Number Weighted Number Weighted Number Weighted
of shares average of shares average of shares average
upon exercise upon exercise upon exercise
exercise price exercise price exercise price
Outstanding at beginning of ye 4,069,500 $ 3.3¢ 3,221,49. % 4.4z 3,383,931 $ 2.3¢
Granted 1,055,49 $ 3.0t 1,299,15*) $ 2.4¢€ 989,24¢ $ 8.51
Forfeited (713,37 $ 6.4¢€ (392,27) $ 7.4¢ (169,38) $ 5.31
Exercised (329,949 $ 1.47 (58,869 $ 1.5 (982,309 $ 1.22
Outstanding at end of year 4,081,68 & 3.05 4,069,500 $ 3.54 3,221,49. $ 4.47
Exercisable at end of ye 2,226,41 $ 3.12 2,050,991 $ 3.34 1,532,501 $ 4.47
*) Including 11,800 restricted stock units ("RSUs"amfed during 200¢

The aggregate intrinsic value represents the tatahsic value (the difference between the Compmnlosing stock pric
on the last trading day of the fiscal year 2009 #radexercise price, multiplied by the number aftie-money options
that would have been received by the option holtadsall option holders exercised their optiondDatember 31, 200
This amount may change based on the fair marketevaf the Company's stock. The total intrinsic eabf option
outstanding at December 31, 2009, was $ 4,5281dthkintrinsic value of exercisable options at Beber 31, 2009 w
approximately $ 2,506. The total intrinsic value agtions vested and expected to vest at Decembe2@®19 wa
approximately $ 4,328.

The total intrinsic value of options exercised dgrthe year ended December 31, 2009 was approXintte20. Th
number of options vested during the year ended iDbee31, 2009 was 505,447. The weightwdrage remainir
contractual life of the outstanding options as afcBmber 31, 2009 is 7.52 years. The weightestage remainir
contractual life of exercisable options as of Delobem31, 2009, is 5.68 years. As of December 31,9202,98;
unrecognized compensation cost related to stodkrmpts expected to be recognized over a weightedage period of
years.




NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

ALLOT COMMUNICATIONS LTD.

U.S. dollars in thousands, except share and per steadata

NOTE 10:-

SHAREHOLDERS' EQUITY (Cont.)

On May 18, 2009 (the "Modification Date"), the Cceny granted 343,297 new options in exchange for43®1 of it:
employees' stock options, previously granted onotrasions during the years 208838. The Company accounted
the exchange of options under the provisions of ARL 718 as a modification. As a result of the rfiodtion, the
Company's incremental compensation cost of $ 10bbei recognized over the new service period bdgmmon the
modification date. The unrecognized compensatit @Maining from the original grant date valuatiothe amount «
$ 651 shall be recognized over the remainder obtignal requisite period. For the year ended @at@&nber 31, 20C
the Company recorded an additional expense of $1& consolidated statements of operations wétspect of thi
modification.

The options outstanding as of December 31, 2008 haen classified by exercise price, as follows:

Shares upon

Shares upon

exercise of exercise of
options Weighted options
outstanding as o average exercisable as of
December 31, remaining December 31,
Exercise price 2009 contractual life 2009
Years

$ 9.7-11.34 55,93t 7.1 50,37¢
$ 7.489.25 78,66: 7.2 57,84
$ 5.7-6.52 49,12 7.5¢ 32,64¢
$ 4-4.62 395,43 8.32 155,24!
$ 297375 1,620,711 7.87 805,85
$ 2.08-2.49 1,702,51 7.17 1,013,471
$ 1.22-1.56 106,82¢ 5.3t 76,57¢
$  0.00¢-0.03 72,47 7.47 34,40¢
4,081,68: 2,226,41.

The Company has three option plans under whichtanding options as of December 31, 2009, are é®afsi (i) unde
the 1997 option plan, the outstanding options asgaesable for 7,189 Ordinary shares; (i) under #9003 option pla
the outstanding options are exercisable for 1,68 @rdinary shares, and (iii) under the 2006 opgitam, the outstandil
options and RSUs are exercisable for 2,387,836mardishares.

Under the terms of the above option plans, optimay be granted to employees, officers, directos arious servic
providers of the Company and its subsidiaries. dpons generally become exercisable quarterly @ douryeal
period, commencing one year after date of the gmartiject to the continued employment of the emgxoyl'he optior
generally expire no later than ten years from thie @f the grant. The exercise price of the optgrmasited under the ple
may not be less than the nominal value of the shar® which such options are exercised, any optiavhich ar
forfeited or cancelled before expiration, becomailable for future grants. As of December 31, 20®@89,538 Ordinat
shares are available for future issuance undeotien plan.

In addition to granting stock options, the Compgmgnted in 2008 RSUs under the 2006 Plan. RSUsovesta four ye:
period subject to the continued employment of tipleyee. RSUs that are cancelled or forfeited becanailable fc
future grants.
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NOTE 10:- SHAREHOLDERS' EQUITY (Cont.)

C.

The Company's outstanding warrants as of Decenthe2®?9, are as follow:

Number of
shares to be Exercise price
Issuance date issued Class of share: per share Exercisable through
The earlier between a
Liquidity Event and
January 1998 (* 246,47¢ Ordinary share $ 2.4 November 15, 201
* Granted to a Founder and a member of the Boardret®rs who also served as Chief Executive Offattethe

time of the grant. The underlying shares are issuetiheld in trust for the benefit of the Foungemding hi
payment of the full purchase price of approximately00. The Company does not consider these shaim
outstanding since, while these shares are heldigt heither the Founder nor the trustee has vatireconomi
rights with respect to such shar

NOTE 11:- TAXES ON INCOME

a.

Income Tax (Inflationary Adjustments) Law, 19¢

According to the law, until 2007, the results fax fpurposes were adjusted for the changes in theli€onsumer pric
index ("Israeli CPI"). In February 2008, the "Kness(Israeli parliament) passed an amendment toltheme Ta
(Inflationary Adjustments) Law, 1985, which limitise scope of the law starting 2008 and therea8tarting 2008, tt
results for tax purposes are measured in nominlalesa excluding certain adjustments for changethénlsraeli CF
carried out in the period up to December 31, 200i& amendment to the law includes, inter alia,elimination of thi
inflationary additions and deductions and the adidétl deduction for depreciation starting 2008.

Corporate tax rate:

Taxable income of Israeli companies is subjectatodt the rate of 27% in 2008, 26% in 2009, and 259010 an
thereafter. In July 2009, Israel's Parliament nesset) passed the Economic Efficiency Law (Amenidegislation fo
Implementing the Economic Plan for 2009 and 202009, which prescribes, among other things, antiatai gradue
reduction in the Israeli corporate tax rate and capital gains tax rate starting from 2011 to fibléowing tax rates: 201
- 24%, 2012 - 23%, 2013 - 22%, 2014 - 21%, 2019%22016 and thereafter18%. However, the effective tax r
payable by a company which derives income frommor@ved enterprise may be considerably lower (leNote 11c).

Tax benefits under Israel's law for the EncouragerméCapital Investments, 1959 (“the Law

In 1998, the production facilities of the Compameiated to its computational technologies were @eihe status of
"Approved Enterprise" under the Law. In 2004, exgian program was granted the status of "Approveterprise”
According to the provisions of the Law, the Compdmag elected the alternative package of benefiisd- has waive
Government grants in return for tax benefits.

According to the provisions of the Law, the Compangcome is taxexempt for a period of two years commencing
the year it first earns taxable income, and sulifeciorporate taxes at the reduced rate of 10%%%, Zor an addition:
period of five to eight years depending upon theslef foreign ownership of the Company. The bengéiriod of ta
benefit has not yet commenced, since the Compasindiayet reported taxable income.
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NOTE 11:-

TAXES ON INCOME (Cont.)

The period of tax benefits, detailed above, istéaito the earlier of 12 years from the commenceragproduction, ¢
14 years from the approval date, (the year's ltmitadoes not apply to the exemption period).

The Law was significantly amended effective ApriR005 ("the Amendment"). The Amendment includessiens to th
criteria for investments qualified to receive taenbfits as a Beneficiary Enterprise and among dtfiegs, simplifies th
approval process. The Amendment applies to newstment programs. Therefore, investment programsnueEmaing
after December 31, 2004, do not affect the appr@redrams of the Company.

In addition, the Law provides that terms and beseficluded in any letter of approval already geanwill remain subje:
to the provisions of the Law as they were on the dd such approval. Therefore the Company's exjséipprovel
Enterprise will generally not be subject to theyisimns of the Amendment.

The entitlement to the above benefits is continggain the fulfillment of the conditions stipulatedthe Law, regulatior
published there under and the criteria set fortthan specific letters of approval. In the evenfaifure to comply witl
these conditions, the benefits may be canceledl@@€ompany may be required to refund the amouttiebenefits, i
whole or in part, including interest and linked dbanges in the Israeli CPl. As of December 31, 2008nhageme
believes that the Company is meeting the aforemeati conditions.

If the Company pays a dividend out of income detifom the Approved and Beneficiary Enterprise dgrthe ta
exemption period, it will be subject to corporas tin respect of the gross amount distributed,uiicly any taxe
thereon, at the rate which would have been appéchhd it not enjoyed the alternative benefits,egalty 10%25%
depending on the percentage of the Company's Oxdstares held by foreign shareholders. The divddextipient i
subject to withholding tax at the rate of 15% agile to dividends from approved enterprises, & thvidend i
distributed during the tax exemption period or withwelve years thereafter. The Company currentlg ho plans
distribute dividends and intends to retain futumenéngs to finance the development of its business.

Income from sources other than the "Approved angeBeiary Enterprise” during the benefit periodIvaié subject to te
at the regular corporate tax rate.

Tax benefits under the law for the Encouragememmadistry (taxes), 1969 ("the Encouragement La

The Encouragement Law, provides several tax bentfitindustrial companies. An industrial compaaydefined as
company resident in Israel, at least 90% of thernme of which in a given tax year exclusive of ineofrom specifie
Government loans, capital gains, interest and divild, is derived from an industrial enterprise aio it. An industrie
enterprise is defined as an enterprise whose raajority in a given tax year is industrial prodactiactivity.

Management believes that the Company is currentblifipd as an "industrial company” under the Emagement La
and as such, enjoys tax benefits, including: (1¥l@¢on of purchase of knowew and patents and/or right to us
patent over an eightear period; (2) The right to elect, under spedifi®nditions, to file a consolidated tax returnh
additional related Israeli industrial companies amdindustrial holding company; (3) Accelerated réetion rates ¢
equipment and buildings; and (4) Expenses relaiea public offering on the Télviv Stock and on recognized stc
markets outside of Israel, are deductible in equabunts over three years.
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NOTE 11:-

TAXES ON INCOME (Cont.)
Eligibility for benefits under the EncouragementiL& not subject to receipt of prior approval framy Government
authority. No assurance can be given that the listae authorities will agree that the Company dfied, or, if the
Company qualifies, then the Company will continoeqtialify as an industrial company or that the fienelescribe
above will be available to the Company in the fatur

e. Pre-tax loss is comprised as follow

Year ended December 31

2009 2008 2007
Domestic $ (7559 $ (16,529 $ (9,319
Foreign (51) 25C (92
$ (7,609 $ (16,279 $ (9,410
f. A reconciliation of the theoretical tax exges, assuming all income is taxed at the stattiéoryate applicable to the

income of the Company and the actual tax expessas follows

Year ended December 31

2009 2008 2007

Loss before taxes on income $ (7609 $ (16,279 $ (9,410
Theoretical tax expense (benefit) computed at tidweit®ry tax rate (26%

27% and 29% for the years 2009, 2008 and 208pgertively) $ (1,979 $ (4,399 % (2,729
Losses and temporary differences, net in respeshath no deferred taxe

were recorde: 1,73¢ 3,811 2,207
Taxes with respect to prior ye: (189 (58) @
Change in expense associated with tax positionsuioent yea (210 35 -
Impairment of withholding tax ass 29 74 25C
Non-deductible expenses and otl 7C 265 181
Non-deductible sha-based compensation expen 597 454 47¢€
Others 6 33 144
Actual tax expenses $ 63 $ 22C $ 53C
Taxes on income are comprised as follo
Current taxe: $ 11z $ 34: % 17¢
Deferred taxe 32C 174 10z
Taxes in respect of previous ye (189 (58) @
Change in expense associated with tax positionsuioent yea (210) 35 -
Impairment of withholding tax ass 29 74 25C

$ 638 20 $ 5%
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NOTE 11:-

TAXES ON INCOME (Cont.)

g.

Net operating losses carry forwa

The Company has accumulated losses for tax purpasesf December 31, 2009, in the amount of appratety
$ 46,500, which may be carried forward and offsggdimst taxable income in the future for an indedirnperiod. Th
Company expects that during the period in whichs¢htax losses are utilized its income would be tsulbiglly ta
exempt. Accordingly, there will be no tax benefiladable from such losses and no deferred incomestdave be¢
included in these financial statements.

The European subsidiary is subject to French inctemes and has a net operating loss carry forwarduating tc
approximately $ 1,500 as of December 31, 2009.

Deferred income taxe

Deferred income taxes reflect the net tax effedteemporary differences between the carrying anowftassets ai
liabilities for financial reporting purposes andktamounts used for income tax purposes. Significanmtponents of tt
Company's deferred income tax are as follows:

December 31

2009 2008
Deferred tax asset
Operating loss carry forwa $ 11,07 $  11,36¢
Reserves and allowances 4,63¢ 2,92
Deferred tax asset before valuation allowa 15,70¢ 14,29:
Valuation allowanct (15,559 (13,82))
Net deferred tax ass $ 15C $ 47C

A reconciliation of the beginning and ending amoofninrecognized tax benefits is as folloy

December 31

2009 2008
Beginning balanc $ 28t $ 25C
Increase (decrease) in exposure associated withotsitions for current year (210) 35
Ending balance $ 75 $ 28E

The Company conducts business globally and, asudtyéhe Company or one or more of its subsidiafile income ta
returns in the U.S. federal jurisdiction and vasaiate and foreign jurisdictions. In the normalrse of business, t
Company is subject to examination by taxing authesrithroughout the world, including such majorigdictions a
Israel, France, and the United States. With feweptions, the Company is no longer subject to Isfamzll tax assessme
through the year 2005 and the European and U.Sidiakies have final tax assessment through 2006.
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NOTE 12:- GEOGRAPHIC INFORMATION
Allot operates in a single reportable segment. Regs are based on the customer's location:

Year ended December 31

2009 2008 2007
Europe $ 18,73t $ 12,221 $ 10,49¢
Asia and Oceani 11,00¢ 11,23¢ 9,87¢
United States of Americ 6,31¢ 7,582 6,43¢
Middle East and Afric: 2,99:¢ 2,752 2,061
Americas (excluding United States of Ameri 2,704 3,311 3,63¢

$ 41,757 $ 37,107 $ 32,50z

The following presents total long-lived assets aB&cember 31, 2009 and 2008:

December 31

2009 2008
Long-lived assets
Israel $ 9,27C $ 8,91(
United States of Americ 30C 114
Other 173 21C

$ 9,741 $ 9,23¢

NOTE 13:- FINANCIAL AND OTHER EXPENSES, NET

Year ended December 31

2009 2008 2007
Financial and other incom
Interest incomt $ (919 $ 2,570 $ (4,197
Financial and other expens:
Interest expenses (income) and other miscellan ()] 33t 79
Foreign currency transactions differen 20€ 53 78
Impairment related to Aucti-Rate Securities, n 3,03¢ 7,70C 4,881
$ 2,311 $ 5517 $ 84t
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NOTE 14:-

DERIVATIVE INSTRUMENTS

The Company enters into hedge transactions wittajpmfinancial institution, using derivative instnents, primarily forwar
contracts and options to purchase and sell foreigmencies, in order to reduce the net currencyosxge associated w
anticipated expenses (primarily salaries and rélaepenses) in currencies other than U.S. dollae Tompany current
hedges such future exposures for a maximum pericghe year. However, the Company may choose ndtetige certa
foreign currency exchange exposures for a varidtyremsons, including but not limited to immatetiali accountin
considerations and the prohibitive economic coshedging particular exposures. There can be nor@ssel the hedges w
offset more than a portion of the financial impaegulting from movements in foreign currency exaderates.

The Company records all derivatives on the conat#id balance sheets at fair value. The effectivégos of cash flow hedg
are recorded in other comprehensive income urgilithdged item is recognized in earnings. The ingffe portions of cas
flow hedges are adjusted to fair value through iegmin financial other income or expense. The Camypdoes not enter ir
derivative transactions for trading purposes.

The Company had a net deferred gain associatedoagh flow hedges of $ 612 and $ 697 recordedhirratomprehensi
income as of December 31, 2009 and 2008, respéctie of December 31, 2009, the hedged transasteme expected
occur within twelve months.

The Company entered into forward contracts to hettigefair value of assets denominated in Euros diditnot meet tF
requirement for hedge accounting. As of December2809 and 2008, the Company had outstanding fahwantracts, for
period of up to twelve months, in the amount of,$38 and $ O, respectively. The Company measuredain value of th
contracts in accordance with ASC No. 820 at levell2 net losses recognized in "financial and othgrenses, net" duri
2009 and 2008 were $ 52 and $ 0, respectively.

As of December 31, 2009 and 2008, the Company hi¢gstamding forward contracts in the amount of $483,and $15,70
respectively.

The fair value of our outstanding derivative instents as of December 31, 2009 and 2008 and thet effederivativi
instruments in cash flow hedging relationship dmeotcomprehensive income for the years ended Dezegi) 2009 and 20
are summarized below:

Foreign exchange forward anc As of December 31
options contracts Balance Shee 2009 2008
"Other receivables and prep:
Fair Value of foreign exchange option contre expenses $ 24 $ 13
Fair value of foreign exchange forward contré 58€ 684
Total $ 61z $ 697

Increase (decrease) in gains recognized in OC
(effective portion) "Other comprehensive incom $ (85 $ 697
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NOTE 14:- DERIVATIVE INSTRUMENTS (Cont.)

The effect of derivative instruments in cash floedbing relationship on income for the years endedeinber 31, 2009 a
2008 is summarized below:

Foreign exchange forward anc Statements of Year ended December 31
options contracts Operations 2009 2008
Gain on derivatives recognized in OCI "Operating expenses" $ 29¢ $ =

Gain (loss) recognized in income on derivati
(effective portion) "Operating expense! $ 38: $ (230

NOTE 15:- SUBSEQUENT EVENTS

On March 31, 2010, the Company reached an agreemeninciple to settle the Comparsysecurities class action litigation. Pursuanths
terms of the agreement, the Company will pay topllaetiffs, for the benefit of the class membé&$,3 million in cash, which amount is to
funded by the Company's insurance carrier. Theegsatint contemplated therein is conditional uponraeygl by the court and ott
contingencies. There is no assurance that finatt@pproval will be obtained. If such approval & obtained, the parties to this litigation r
attempt to reach agreement on alternative settler@ems or resume the litigation. The Company leonded a liability in its financi
statements for the proposed amount of the settlerieaddition, because the insurance carrier lgasea to pay the entire settlement am
and recovery from the insurance carrier is probableceivable has also been recorded for the samoeint. Accordingly, there is no impac
the Companys statements of operations or cash flows becagsarttounts of the settlement and the insurance eegdully offset each oth
(See Note 9c).




List of Subsidiaries

Company
Allot Communications, Inc
Allot Communication Europe SAR
Allot Communications (Asia Pacific) Pte. Limit
Allot Communication (UK) Limitec
Allot Communications Japan K.}
Allot Communications (New Zealand) Limite

Exhibit 8.1

Jurisdiction of
Incorporation

United State:
France
Singapore
United Kingdom
Japar

New Zealanc




Exhibit 12.1

CERTIFICATION OF PRINCIPAL EXECUTIVE OFFICER PURSUA NT TO
EXCHANGE ACT RULE 13A-14(A)/15D-14(A)
AS ADOPTED PURSUANT TO SECTION 302
OF THE SARBANES-OXLEY ACT OF 2002

I, Rami Hadar, certify that:
1. I have reviewed this annual report on Form 2ff-Rllot Communications Ltd.;

2. Based on my knowledge, this report does notatorgny untrue statement of a material fact or dmgtate a material fact necessait
make the statements made, in light of the circuntets under which such statements were made, ntgadisg with respect to the per
covered by this report;

3. Based on my knowledge, the financial statemeantd, other financial information included in theport, fairly present in all mater
respects the financial condition, results of operstand cash flows of the registrant as of, amgdtfe periods presented in this report;

4. The registrang other certifying officer(s) and | are responsifue establishing and maintaining disclosure cdstand procedures |
defined in Exchange Act Rules 13a-15(e) and 15&))}%(nd internal control over financial reportiras (defined in Exchange Act Rule 13a-15
(f) and 15d-15(f)) and have:

(a) Designed such disclosure controls and procegune caused such disclosure controls and procsdorée designed under
supervision, to ensure that material informatiolatheg to the registrant, including its consolidhtaubsidiaries, is made known to us
others within those entities, particularly durihg tperiod in which this report is being prepared;

(b) Designed such internal control over financ&darting, or caused such internal control overrfaial reporting to be designed un
our supervision, to provide reasonable assurargardeng the reliability of financial reporting atide preparation of financial stateme
for external purposes in accordance with geneealepted accounting principles;

(c) Evaluated the effectiveness of the registsadisclosure controls and procedures and presémtiis report our conclusions ab
the effectiveness of the disclosure controls andgaures, as of the end of the period coveredibyéport based on such evaluation; and

(d) Disclosed in this report any change in thegstgnt’s internal control over financial reportittegat occurred during the registrant’
most recent fiscal quarter (the registrarfturth fiscal quarter in the case of an annuadrrg that has materially affected, or is reasoy
likely to materially affect, the registrant’s inted control over financial reporting; and

5. The registrang other certifying officer(s) and | have disclosbdsed on our most recent evaluation of internatrob over financie
reporting, to the registrant’s auditors and theitaodmmittee of the registrast’board of directors (or persons performing theiveden:
functions):

(a) All significant deficiencies and material weakses in the design or operation of internal contrer financial reporting which a
reasonably likely to adversely affect the regisfeaability to record, process, summarize and refioancial information; and

(b) Any fraud, whether or not material, that invedvmanagement or other employees who have a signifrole in the registrast’
internal control over financial reporting.

/s/IRami Hada
Rami Hadar
President and Chief Executive Officer
(Principal Executive Officet

Date: April 8, 2010




Exhibit 12.2

CERTIFICATION OF PRINCIPAL FINANCIAL OFFICER PURSUA NT TO
EXCHANGE ACT RULE 13A-14(A)/15D-14(A)
AS ADOPTED PURSUANT TO SECTION 302
OF THE SARBANES-OXLEY ACT OF 2002

[, Doron Arazi, certify that:
1. I have reviewed this annual report on Form 2ff-Rllot Communications Ltd.;

2. Based on my knowledge, this report does notatorgny untrue statement of a material fact or dmgtate a material fact necessait
make the statements made, in light of the circuntets under which such statements were made, ntgadisg with respect to the per
covered by this report;

3. Based on my knowledge, the financial statemeantd, other financial information included in theport, fairly present in all mater
respects the financial condition, results of operstand cash flows of the registrant as of, amgdtfe periods presented in this report;

4. The registrang other certifying officer(s) and | are responsifue establishing and maintaining disclosure cdstand procedures |
defined in Exchange Act Rules 13a-15(e) and 15&))}%(nd internal control over financial reportiras (defined in Exchange Act Rule 13a-15
(f) and 15d-15(f)) and have:

(a) Designed such disclosure controls and procegune caused such disclosure controls and procsdorée designed under
supervision, to ensure that material informatiolatheg to the registrant, including its consolidhtaubsidiaries, is made known to us
others within those entities, particularly durihg tperiod in which this report is being prepared;

(b) Designed such internal control over financ&darting, or caused such internal control overrfaial reporting to be designed un
our supervision, to provide reasonable assurargardeng the reliability of financial reporting atide preparation of financial stateme
for external purposes in accordance with geneealepted accounting principles;

(c) Evaluated the effectiveness of the registsadisclosure controls and procedures and presémtiis report our conclusions ab
the effectiveness of the disclosure controls andgaures, as of the end of the period coveredibyéport based on such evaluation; and

(d) Disclosed in this report any change in thegstgnt’s internal control over financial reportittegat occurred during the registrant’
most recent fiscal quarter (the registrarfturth fiscal quarter in the case of an annuadrrg that has materially affected, or is reasoy
likely to materially affect, the registrant’s inted control over financial reporting; and

5. The registrang other certifying officer(s) and | have disclosbdsed on our most recent evaluation of internatrob over financie
reporting, to the registrant’s auditors and theitaodmmittee of the registrast’board of directors (or persons performing theiveden:
functions):

(a) All significant deficiencies and material weakses in the design or operation of internal contrer financial reporting which a
reasonably likely to adversely affect the regisfeaability to record, process, summarize and refioancial information; and

(b) Any fraud, whether or not material, that invedvmanagement or other employees who have a signifrole in the registrast’
internal control over financial reporting.

/s/Doron Arazi
Doron Arazi
Chief Financial Officer
(Principal Financial Officer

Date: April 8, 201(




Exhibit 13.1

CERTIFICATION OF PRINCIPAL EXECUTIVE OFFICER PURSUA NT TO
18 U.S.C. SECTION 1350
AS ADOPTED PURSUANT TO SECTION 906
OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Annual Report of Allot Comnications Ltd. (the “Company”) on Form Zfor the period ended December
2009, as filed with the Securities and Exchange @msion on the date hereof (the “Report’)Rami Hadar, and |, Doron Arazi, do her
certify, pursuant to 18 U.S.C. Section 1350, agptatbpursuant to Section 906 of the Sarbanes-Oxepf 2002, that, to my knowledge:

» the Report fully complies with the requirementsSefction 13(a) or 15(d) of the Securities Exchangeoh 1934, as amended; a
« the information contained in the Report fairly gmets, in all material respects, the financial ctiadiand results of operations of

Company.

/s/IRami Hada

Rami Hadar
President and Chief Executive Officer
(Principal Executive Officet
Date: April 8, 2010

/s/Doron Arazi

Doron Arazi
Chief Financial Officer
(Principal Financial Officer

Date: April 8, 2010




Exhibit 14.1
Consent of Independent Registered Public Accountingirm

We consent to the incorporation by reference inRlegistration Statement (Form S-8 Nos. 333-14033B;149237, 333-159306 and 333-
165144) pertaining to the Employsestock option plan of Allot Communications Ltd. adir report dated April 8, 2010, with respect te
consolidated financial statements of Allot Commatiimns Ltd. included in this Annual Report (Form-R20for the year ended December
2009.

/s KOST FORER GABBAY & KASIEREF
April 8, 2010 KOST FORER GABBAY & KASIEREFR
Tel-Aviv, Israel A Member of Ernst & Young Glob:




Exhibit 14.2

HOULIHAN SMITH
&CUMR&NYINC: SPECIALIZED INVEBTMENT BANKEING

Member FINAA | SIPC

CONSENT OF INDEPENDENT VALUATION FIRM

We consent to the inclusion in the Annual ReporForm 20-F of Allot Communications Ltd. (theCompany”) for the year ended Decem
31, 2009 and to the incorporation by referencdhvén@ompany’s Registration Statements on Form S8 fos. 333-140701, 333-149237, 333-
159306 and 333:65144) of references to our valuation report iegato the estimation of fair value of certain dowctrate securities held by 1
Company as of December 31, 2008, March 31, 200Dereémber 31, 2009 and to any references to auisfiname in connection therewith.

/s/ Houlihan Smith & Company, Inc.
Houlihan Smith & Company, Inc.
Chicago, lllinois

March 29, 2010
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EXPLANATORY NOTE

On April 28, 2010, Allot Communications Ltd. issuagress release announcing the appointment ofUdaétalek as Allos Chie
Financial Officer.

Copy of the press release is attached to this feekrand incorporated herein by reference.
SIGNATURES

Pursuant to the requirements of the Securities &xgh Act of 1934, the registrant has duly causedréport to be signed on
behalf by the undersigned, thereunto duly authdrize

Allot Communications Ltd.

By: /s/ Rami Hadar

Rami Hadar
President and Chief Executive Offic

Date: April 28, 2010
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Exhibit 99.1

All(Xt

communications

Allot Communications Names Nachum Falek as New CHi&inancial Officer

Boston, MA — April 28, 2010-Allot Communications Ltd (NASDAQ: ALLT), a leader in IP service optimizati and revenue generat
solutions based on Dynamic Actionable Recognitiestihology (DART), today announced the appointmémio Nachum Falek as the n
Chief Financial Officer of the Company.

Falek, who will join the Company in May 2010, bringignificant financial, management and telecomeerpce to Allot. Prior to joinir
Allot, he served from 2003 as the CFO of AudioCodeedeading provider of Voice over IP (VolP) teclogies and Voice Netwo
products. From 2000 to 2003, he was the Directdtimance of AudioCodes. Earlier in his careelgkaerved as a Controller at ScanVec-
Amiable Ltd., and as a Manager at Ernst & Youngdtr Falek is a Certified Public Accountant (CRé holds a B.A. in Accounting a
Economics from Haifa University and a M.B.A. frorelTAviv University.

“We are delighted to have Nachum join Allot's seanimanagement team,5aid Rami Hadar, President and CEO of /
Communications. “Nahura’track record shows his proven financial acumeahraanagement skills, as well as his experiencaumtarge
markets. We are confident that his experience stiipe our long-term financial strategies and plagignificant role in Allots continue
growth and success.”

“This is an exciting time to be joining Allot,” shiNachum Falek, Allot's new CFO.l look forward to joining the Allot leadership teaamc
to playing an active role in the company’s success.




About Allot Communications

Allot Communications Ltd. (NASDAQ: ALLT) is a leadly provider of intelligent IP service optimizati@olutions for fixed and mabi
broadband operators and large enterprises. Aliotisportfolio of solutions leverages dynamic actible recognition technology (DART)
transform broadband pipes into smart networks ¢hatrapidly and efficiently deploy value added tnét services. Allot's scalable, carrier-
grade solutions provide the visibility, topology awness, security, application control and subscribanagement that are vital to mana
Internet service delivery, enhancing user expegenontaining operating costs, and maximizing rereen broadband networks.

Allot Communications Contact

Jay Kalish

Executive Director Investor Relations
Tel: +972 54 2211365
jkalish@allot.cormr

PR Contact

Danielle Matthews
Calysto Communications
Tel: + 1 404-266-2060 x27
dmatthews@calysto.com
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EXPLANATORY NOTE

On May 11, 2010, Allot Communications Ltd. issuegress release announcing the quarterly resulthéofirst quarter of 2010.
A copy of the press release is attached to thimF&K as Exhibit 99.1 and incorporated herein dgnence.
SIGNATURES
Pursuant to the requirements of the Securities &xgé Act of 1934, the registrant has duly causisdréiport to be signed on its bel
by the undersigned, thereunto duly authorized.
Allot Communications Ltd
By: /s/ Nachum Falek

Nachum Falel
Chief Financial Office

Date: May 11, 2010
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Exhibit 99.1

L\ QL

communications

Allot Communications Reports 33% Increase in Revenes to $12.5
Million for the First Quarter of 2010

--Company Achieves $0.01 EPS on a non-GAAP Basis--
Key highlights:
- First quarter revenues reached $12.5 million,38increase over the first quarter of 2009
- First quarter non-GAAP net income of $177,000Casnpany achieved profitability
- Cash, cash equivalents, deposits and investnmremsirketable securities increased to $55.9 million
- Allot receives additional $8 million in ordersofn a global Tier 1 mobile operator during the quart

Hod Hasharon, ISRAEL — May 11, 2010~ Allot Communications Ltd. (NASDAQ: ALLT), a leadingupplier of service optimization a
revenue generation solutions for fixed and mobiteadband service providers worldwide, today annedrtbat it has moved to profitability
a non-GAAP basis for the first quarter of 2010itasported its financial results for the first qtex ended March 31, 2010.

Total revenues for the first quarter of 2010 reac$22.5 million, a 33% increase from the $9.4 mwilliof revenues reported in the first que
of 2009, and an 8% increase from the $11.5 milliewenues reported for the fourth quarter of 2009. a GAAP basis, net loss for the 1
quarter of 2010 was $446,000, or $0.02 per shasidtand diluted). This compares with net los$28 million, or $0.13 per share (basic
diluted), in the first quarter of 2009, and a restsl of $1.5 million, or $0.07 per share (basic @hded), in the fourth quarter of 2009.

On a non-GAAP basis, excluding the impact of shrsed compensation, amortization and ARS devahuaitial recoveries, n0BAAP ne
income for the first quarter of 2010 totaled $10D,@r $0.01 per share (basic and diluted), compardgda nonGAAP net loss of $776,000,
$0.04 per share (basic and diluted), for the €sdrter of 2009 and noBAAP income of $19,000, or $0.00 per share (basitdiluted), for th
fourth quarter of 2009. These n@AAP measures should be considered in additionatm not as a substitute for, comparable G
measures. A full reconciliation between GAAP andGAAP results is provided in the accompanying T&bleThe Company provides th
non-GAAP financial measures because it believeisttigy present a better measure of the Compatyfe business and management use
non-GAAP measures internally to evaluate the Comganngoing performance. Accordingly, the Companleles that they are useful
investors in enhancing an understanding of the Gmy's operating performance.




AlI(Ht

communications

“As we anticipated, revenues continued to grow éndbarter, and we are pleased to report reachiwfifalility, while also improving our c
position," commented Rami Hadar, Allot CommunicasioPresident and Chief Executive OfficeDuting the quarter we received an addi
$8 million in orders from the global Tier 1 mobdeerator we have been reporting on for the past yeimging total orders from this custorr
$25 million, representing Allog' largest deployment to date. With our strong temuoffering, we continue to maintain our leadépsim tl
growing mobile market.”

Recently, the Company achieved the following sigaifit goals:

« During the quarter, concluded 14 large deals wéttvise providers, of which 8 represented new custsnand 6 represented expan
deals;

« Of these deals, 8 were with mobile operat

« Concluded its first deployment of its new Cellwisgution, which provides a centralized policy araffic control solution to solve c
congestion in mobile data networl

As of March 31, 2010, cash, cash equivalents, despasd investments in marketable securities tdt&kE5.9 million. Recent external valuati
showed a decrease in value of certain ARS in thmgamy's portfolio as of the end of the first quarfes a result, the Company recordec
unrealized net loss of $0.4 million to other contygnesive income in its shareholders' equity, leatirgCompany with a total of $14.1 milli
in ARS at the end of the quarter.

Conference Call & Webcast

The Allot management team will host a conferendetoaliscuss its first quarter 2010 earnings ressah Tuesday, May 11, 2010, at 8:30
EDT, 3:30 PM Israel time. The quarterly resultsl wé published prior to the conference call.

To access the conference call, please dial oneeofollowing numbers: US: +1 212 444 0412, Inteoral: +44 (0)20 7806 1953, Israel: +¢
3721 95009.

A replay of the conference call will be availabterh 12:01 am EDT on May 12, 2010 through June 0202at 11:59 pm EDT. To access
replay, please dial: +44 (0)20 7111 1244, acceds:ctD42379%#.

A live webcast of the conference call can be aamksm the Allot Communications website vavw.allot.com . The webcast will also |
archived on the website following the conferendé ca
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About Allot Communications

Allot Communications Ltd. (NASDAQ: ALLT) is a leady provider of intelligent IP service optimizati@olutions for fixed and mobi
broadband operators and large enterprises. Alliatsportfolio of solutions leverages dynamic actible recognition technology (DART)
transform broadband pipes into smart networks ¢hat rapidly and efficiently deploy value added In&t services. Allot's scalable, carrier-
grade solutions provide the visibility, topology awness, security, application control and subscnibanagement that are vital to mana
Internet service delivery, enhancing user expegdggontaining operating costs, and maximizing reeem broadband networks. For m
information, please vishttp://www.allot.com .

Safe Harbor Statement

Information provided in this press release may aonstatements relating to current expectationsinestes, forecasts and projections at
future events that are "forwa-looking statements" as defined in the Private 88es Litigation Reform Act of 1995. These forwdodking
statements generally relate to the Company's plabgctives and expectations for future operatiofisese forwardeoking statements a
based upon management's current estimates andapiajs of future results or trends. Actual resuitay differ materially from those projec
as a result of certain risks and uncertainties. §théactors include, but are not limited to: changegeneral economic and business condit
and, specifically, a decline in demand for the Camps products; the Comparsyinability to develop and introduce new technadsgiproduct
and applications; loss of market; and other factdiscussed under the heading "Risk Factors" inGoenpany's annual report on Form 20-
filed with the Securities and Exchange Commissidrese forwar-looking statements are made only as of the datedieand the Compa
undertakes no obligation to update or revise thevéwd-looking statements, whether as a result ef imformation, future events or otherwise.

Investor Relations Contact:

Jay Kalish

Executive Director Investor Relations
International access code +972-54-221-1365
jkalish@allot.corr




TABLE -1
ALLOT COMMUNICATIONS LTD.
AND ITS SUBSIDIARIES
CONSOLIDATED STATEMENTS OF OPERATIONS
(U.S. dollars in thousands, except share and Eeestata

Three Months Ended

March 31,
2010 2009

(Unaudited)
Revenue! $ 12,47: $ 9,36¢
Cost of revenue 3,35¢ 2,52¢
Gross profi 9,11¢ 6,84:
Operating expense
Research and development costs, 2,58¢ 2,407
Sales and marketir 5,25] 4,40¢
General and administrati\ 1,33C 1,39:
Total Operating expens 9,171 8,20¢
Operating Los: (55) (1,367)
Financial and other expenses, net (422) (1,529
Loss before income tax expen: 477) (2,885
Income tax expenses (bene (31) 4
Net Loss (44€) (2,88¢)
Basic and diluted net (loss) per shar $ (0.02) $ (0.1%)
Weighted average number of sha
used in computing basic and diluted
earnings per share 22,434,84 22,067,95




ALLOT COMMUNICATIONS LTD.

TABLE -2

AND ITS SUBSIDIARIES

RECONCILATION OF GAAP TO NON -GAAP CONSOLIDATED STATEMENTS OF OPERATIONS

(U.S. dollars in thousands, except per share «

GAAP net loss as reportt

Non-GAAP adjustment
Expenses recorded for st-based compensatic
Cost of revenue

Research and development costs,

Sales and marketir

General and administrati
Core technology amortization- cost of revenues
Total adjustments to operating Ic
Impairment of auction rate securiti

Financial and other expenses,

Total adjustment

Nor-GAAP net earnings (Los:

Non- GAAP basic net (Loss) per shar
Non- GAAP diluted net (Loss) per share

Weighted average number of sha
used in computing basic r
earnings per sha

Weighted average number of sha
used in computing diluted n
earnings per share

Three Months Ended

March 31,
2010 2009
(Unaudited)

$ (44€) $ (2,88¢)

29 25

93 89

23( 10¢

23¢ 287

3C 28

61F 53¢

8 1,57¢

62 2,11%
$ 177 $ (77¢6)
$ 0.01 $ (0.09)
$ 001 $ (0.09)

22,434,84 22,067,95

22,968,41 22,067,95




TABLE -3
ALLOT COMMUNICATIONS LTD.
AND ITS SUBSIDIARIES

CONSOLIDATED BALANCE SHEETS

ASSETS
CURRENT ASSETS
Cash and cash equivalel
Short term deposits and restricted deposit and
Trade receivables, n
Other receivables and prepaid exper
Inventories

Total current assets

LONG-TERM ASSETS:
Marketable securitie
Severance pay fur
Other assets

Total lon¢-term asset

PROPERTY AND EQUIPMENT, NET
GOODWILL AND INTANGIBLE ASSETS, NET

Total assets

(U.S. dollars in thousands,

LIABILITIES AND SHAREHOLDERS' EQUITY

CURRENT LIABILITIES:

Trade payable

Deferred revenue

Other payables and accrued expenses
Total current liabilities

LONG-TERM LIABILITIES:
Deferred revenue

Accrued severance pi
Total long-term liabilities

SHAREHOLDERS' EQUITY

Total liabilities and shareholders' equity

December
March 31, 31,
2010 2009
(Unudited) (Audited)
$ 36,34¢ $ 36,47(
5,38¢ 2,32¢
5,37 7,84:
4,282 3,61¢
6,111 5,04¢
57,50( 55,30(
14,11¢ 14,49(
31€ 3,41(
43C 43C
14,86: 18,33(
5,83¢ 5,67¢
3,601 3,63¢
$ 81,80 $ 82,94
$ 2,000 $ 3,147
8,87t 5,467
6,75¢ 8,51:
17,63 17,12:
3,661 2,04¢
162 3,36¢
3,82¢ 5,41(
60,34 60,41:
$ 81,80 $ 82,94
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EXPLANATORY NOTE

On June 2, 2010, Allot Communications Ltd. issugotess release announcing the receipt of a $4Jomirder from Tierl Fixec
Operator.

A copy of the press release is attached to thimF&K as Exhibit 99.1 and incorporated herein dgnence.
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Nachum Falel
Chief Financial Office
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EXHIBIT INDEX

The following exhibit has been filed as part okthiorm 6-K:
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99.1. Press Release Announcing the Receipt of a $4.tomiDrder from Tie-1 Fixed Operator Dated June 2, 20
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Allot receives a $4.5M Order from Tier1 Fixed Operator
This phase of SG Sigma Platforms manages over 1000 Gbps of bandwidth

Boston, MA — June 2, 2010 Allot Communications Ltd. (NASDAQ: ALLT), a leading supplier of service aptzation and revent
generation solutions for fixed and mobile broadbaeriice providers worldwide, today announced d déh a Tier-l fixed operator for $4
million. The operator has bought Allot solutioresbd on the Company’s flagship product, the Alletviee Gateway SigmgsG-Sigma). Th
SG-Sigma maximizes network efficiency and performaaod improves the user experience by integratingordtintelligence, policy contrc
and revenue-generating services in a single platfor

This multi-site deployment is intended to initialhandle more than 1 terabit of traffic throughplihe SG-Sigma& superior bandwid
management capabilities will enable the operatoextract more comprehensive intelligent informativom the network and use t
information to optimize network performance. Thidl result in better management of existing netkveesources, thereby offering
subscribers an improved and more personalized exmer.

“This win is further proof of SG-Sigma’superior capabilities and its standing as theatpeplatform of choice, both for fixed and for bile
broadband networks,” said Rami Hadar, Allot's Rteat & CEO. “Our proven executiam large deployments makes Allot a preferred ve
for Tier 1 operators.”

About Allot Service Gateway Sigma

Allot Service Gateway Sigma (SSigma) is the only intelligent Service Gateway folah designed to meet current and future servioigel
requirements. It facilitates the fast and easgoduction of new valuadded network and subscriber servic@scluding TierManager, Quc
Manager, NetPolicy Provisioner, CellWise, Media$wiWebSafe and ServiceProtectoservices designed to reduce network TCO, inc
ARPU and enhance the user experience.




About Allot Communications

Allot Communications Ltd. (NASDAQ: ALLT) is a leadlj provider of intelligent IP service optimizatiand revenue generation solutions
fixed and mobile broadband operators and largergmges. Allot's rich portfolio of solutions leveyes Dynamic Actionable Recognitit
Technology(DART) to transform pipes into smart networks tlean rapidly and efficiently deploy value added tn& services. Allot
scalable, carriegrade solutions provide the visibility, topology aeness, security, application control and subscritenagement that are v
to managing Internet service delivery, enhancirgy experience, containing operating costs, and miaikig revenue in broadband networks.

Safe Harbor Statement

Information provided in this press release may aonstatements relating to current expectationsinestes, forecasts and projections at
future events that are "forwa-looking statements" as defined in the Private 8ges Litigation Reform Act of 1995. These forwdodking
statements generally relate to the Company's plabgectives and expectations for future operatiofisese forwardeoking statements a
based upon management's current estimates andagpiaje of future results or trends. Actual resultay differ materially from those projec
as a result of certain risks and uncertainties. Shéactors include, but are not limited to: the eoed characteristics of the deployed solt
with the Tier-1 Fixed Operator, changes in genexabnomic and business conditions and, specificallyecline in demand for the Company’
products; the Compar’'s inability to develop and introduce new technadsgiproducts and applications; loss of market; atler factor:
discussed under the heading "Risk Factors" in tbenfany's annual report on Form Zfiled with the Securities and Exchange Commis
These forwardeoking statements are made only as of the datedigand the Company undertakes no obligation tdatep or revise tt
forward-looking statements, whether as a result of nearinétion, future events or otherwise.

Allot Communications Contact
Jonathon Gordon

Director of Marketing

Tel: +972 9 7619423
jgordon@allot.con

Jay Kalish

Executive Director, Investor Relations
Tel: +972 54 2211365
jkalish@allot.comr

PR Contact

Danielle Matthews
Calysto Communications
Tel: + 1 404-266-2060 x27
dmatthews@calysto.com
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EXPLANATORY NOTE
On August 10, 2010, Allot Communications Ltd. is$@epress release announcing the quarterly resultee second quarter of 2010.
A copy of the press release is attached to thimF@&K as Exhibit 99.1 and incorporated herein Hgnence.
SIGNATURES

Pursuant to the requirements of the Securities &xgh Act of 1934, the registrant has duly causedréport to be signed on its bet
by the undersigned, thereunto duly authorized.

Allot Communications Ltd

By: /s/ Nachum Falek

Nachum Falel
Chief Financial Office

Date: August 11, 2010
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The following exhibit has been filed as part ostRiorm 6-K:

Exhibit Description
99.1. Press Release AnnounEingncial Results Dated August 10, 2010.
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Allot Communications Reports 36% Increase in Revenes to $13.6
Million for the Second Quarter of 2010

--EPSincreases to $0.03 on non-GAAP basis--
Key highlights:
- Second quarter revenues reached $13.6 millid36% increase over the second quarter of 2009
- Second quarter non-GAAP net income of $786,000:GAAP EPS grows to $0.03 from $0.01 in the §strter 2010
- Cash and cash equivalents totaled $55.4 milliemtjre ARS portfolio sold during the quarter for2525 million
- Allot receives $4.5 million order from a globakT 1 fixed line operator during the quarter

Hod Hasharon, ISRAEL — August 10, 2016- Allot Communications Ltd. (NASDAQ: ALLT), a leadingupplier of service optimization a
revenue generation solutions for fixed and mobiteallband service providers worldwide, today annedrtbat sales, as well as profitability ¢
non-GAAP basis, continued to increase for the sgaprarter of 2010.

Total revenues for the second quarter of 2010 ehd13.6 million, a 36% increase from the $10 wnillof revenues reported for the sec
quarter of 2009, and a 9% increase from the $12ll5omof revenues reported for the first quartér2010. On a GAAP basis, net loss for
second quarter of 2010 was $7.4 million, or $0.8Bghare (basic and diluted), primarily as a restthe sale of the ComparsyARS portfolic
as described below. This compares with a netd6$4.0 million, or $0.05 per share (basic atildted), in the second quarter of 2009, and
loss of $446 thousand, or $0.02 per share (basicéuted), in the first quarter of 2010.

On a non-GAAP basis, excluding the impact of shmsed compensation, amortization of certain intaegiand the loss derived from sale ¢
ARS portfolio during the quarter, ndBAAP net income for the second quarter of 2010l&dt&786,000 or $0.03 per share (basic and dily
compared with a non-GAAP net loss of $359,000, @02 loss per share (basic and diluted), for tromse quarter of 2009 and n@AAP
income of $177,000, or $0.01 per share (basic adlnted), for the first quarter of 2010. These MBAAP measures should be considere
addition to, and not as a substitute for, compar&@AAP measures. A full reconciliation between GAAnd nonSAAP results is provided
the accompanying Tables 2 and 3. The Company geevihese noAAP financial measures because it believes thay fhiresent a betl
measure of the Company’s core business and managemes the non-GAAP measures internally to evaldiae Companyg ongoin
performance. Accordingly, the Company believeg thay are useful to investors in enhancing an tstdeding of the Company’operatin
performance.
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“Allot continues its strong revenue growth whileci@asing norGAAP profitability,” commented Rami Hadar, Allot @wonunications' Presic
and Chief Executive Officer.We are seeing continued demand for our Servicev@gtelatform, which offers service providers theligbt
save on operating expenses while enabling thenfféo advanced, revenugenerating services to subscribers. We believedhiagrowing funi
of opportunities, coupled with our increasing swscwith Tier 1 service providers, primarily in thebile market, positions Allot for contir
growth going forward.”

Recently, the Company achieved the following sigaifit goals:
e Announced a $4.5 million order from a Tier 1 fiXate operator

e During the quarter, concluded 9 large deals witlrise providers, of which 4 represented new custsmed 5 represented expansion d
and

e Of these deals, 4 were with mobile operat

As of June 30, 2010, cash and cash equivalentedo$®5.4 million. During the quarter, the Compaoid off its entire ARS portfolio for total
price of $12.25 million, which payment was receiedl recorded during the quarter. As a resultCteapany recorded a net loss of $7.7

million, of which $1.9 million represented the difence between valuation of the portfolio on Ma3&h2010 and the actual sale price, and a net
amount of $5.8 million that was recorded in therghalders’ equity section as an unrealized lossveamlreclassified to the statement of
operations. The $5.8 million represents substantimiponent of other cumulative loss of previousiyagnized impairments that were
reclassified in 2009 to the shareholders’ equitiofeing the adoption in April 2009 of the new FASBIpdated guidance for investment in
marketable securities.

Conference Call & Webcast

The Allot management team will host a conferendetoaliscuss its second quarter 2010 earningslteesn Tuesday, August 10, 2010, at ¢
AM EDT, 3:30 PM lIsrael time. The quarterly resuiti#l be published prior to the conference call.

To access the conference call, please dial oneediollowing numbers: US: +1 212 444 0412, UK: @20 7806 1951, Israel: +972 3721 9¢
participant code 1845729.
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A replay of the conference call will be availabterh 12:01 am EDT on August 11, 2010 through Sepen2, 2010 at 11:59 pm EDT.
access the replay, please dial: US: +1 347 366,9385+44 (0)20 7111 1244, access code: 1845729.

A live webcast of the conference call can be aszkss the Allot Communications websitenatw.allot.com . The webcast will also be archiy
on the website following the conference call.

About Allot Communications

Allot Communications Ltd. (NASDAQ: ALLT) is a leaulj provider of intelligent IP service optimizati@olutions for fixed and mobi
broadband operators and large enterprises. Allimf's portfolio of solutions leverages dynamic antble recognition technology (DART)
transform broadband pipes into smart networksdhatrapidly and efficiently deploy value added tn&t services. Allot's scalable, carrgnade
solutions provide the visibility, topology awareagsecurity, application control and subscriber aggament that are vital to managing Inte
service delivery, enhancing user experience, coimgioperating costs, and maximizing revenue iraband networks. For more informati
please visitttp://www.allot.com .

Safe Harbor Statement

Information provided in this press release may aonfstatements relating to current expectationsinestes, forecasts and projections ak
future events that are "forwa-looking statements” as defined in the Private 8#es Litigation Reform Act of 1995. These forwdmdking
statements generally relate to the Company's plalbjgctives and expectations for future operatidiese forwardeoking statements are bas
upon management's current estimates and projectidristure results or trends. Actual results maffedimaterially from those projected a
result of certain risks and uncertainties. Thesgdes include, but are not limited to: Allstability to sustain growth going forward basedtbe
Company’s anticipated funnel of opportunities, dedpwith its increasing success with Tier 1 sengeaviders, primarily in the mobile market
and changes in general economic and business condjtities Companys inability to develop and introduce new technadsgiproducts ar
applications; loss of market; and other factorsadissed under the heading "Risk Factors" in the Gogjs annual report on Form 2B-iled
with the Securities and Exchange Commission. THeaseardlooking statements are made only as of the datedigand the Compa
undertakes no obligation to update or revise thevéod-looking statements, whether as a result of idormation, future events or otherwise.

Investor Relations Contact:

Jay Kalish

Executive Director Investor Relations
International access code +972-54-221-1365
jkalish@allot.corr




TABLE -1
ALLOT COMMUNICATIONS LTD.
AND ITS SUBSIDIARIES
CONSOLIDATED STATEMENTS OF OPERATIONS
(U.S. dollars in thousands, except share and meedata

Three Months Ended Six Months Ended
June 30, June 30,
2010 2009 2010 2009
(Unaudited) (Unaudited)
Revenue! $ 13,62¢ $ 10,00¢ $ 26,097 $ 19,37¢
Cost of revenues 3,91¢ 2,784 7,27 5,31(
Gross profit 9,711 7,22F 18,827 14,06¢
Operating expense
Research and development costs, 2,72¢ 2,10 5,31¢ 4,507
Sales and marketir 5,41: 4,85: 10,66¢ 9,257
General and administrative 1,30¢ 1,46¢ 2,631 2,85¢
Total Operating expens: 9,44¢ 8,41¢ 18,617 16,62
Operating Income (Los:! 26E (1,199 21C (2,555
Financial and other income (expenses), net (7,555 312 (7,977) (1,212)
Loss before income tax expent (7,290 (882 (7,767 (3,767
Income tax expenses 127 112 96 11€
Net Loss (7,417) (994) (7,86%) (3,887%)
Basic and diluted net loss per shar $ (0.39) $ (0.05 $ (0.35) $ (0.1¢)
Weighted average number of shares
used in computing basic and diluted net
loss per share 22,711,47 22,070,411 22,572,07 22,069,90




RECONCILATION OF GAAP TO NON -GAAP CONSOLIDATED STATEMENTS OF OPERATIONS
(U.S. dollars in thousands, except per share 1

GAAP net loss as reported

Non-GAAP adjustment
Expenses recorded for st-based compensatic
Cost of revenue
Research and development costs,
Sales and marketir
General and administrati
Core technology amortization- cost of revenues
Total adjustments to operating income (Ic
Impairment of auction rate securiti
Financial and other expenses, net

Total adjustments

Non-GAAP net earnings (Loss)

Non- GAAP basic net (Loss) per shar
Non- GAAP diluted net (Loss) per share

Weighted average number of shares
used in computing basic net
earnings per share

Weighted average number of shares
used in computing diluted net
earnings per share

TABLE -2

ALLOT COMMUNICATIONS LTD.
AND ITS SUBSIDIARIES

Three Months Ended

Six Months Ended

June 30, June 30,
2010 2009 2010 2009
(Unaudited) (Unaudited)
$ (7,410 $ (994) $ (7,869 $ (3,889
22 28 51 53
93 89 18¢€ 17¢€
21z 197 447 30€
148 292 37¢€ 57¢
30 30 60 58
50C 63E 1,11¢ 1,17
7,70% - 7,711 1,57¢
8,20: 63E 8,82¢ 2,74¢
$ 78¢ $ (359) $ 963 $ (1,139
$ 0.0 $ (0.02) $ 004 $ (0.05)
$ 0.0 $ (0.02) $ 004 $ (0.05)
22,711,47 22,070,41 22,572,07 22,069,90
24,266,27 22,070,41 23,960,44 22,069,90




TABLE -3
ALLOT COMMUNICATIONS LTD.
AND ITS SUBSIDIARIES
NON-GAAP CONSOLIDATED STATEMENTS OF OPERATIONS
(U.S. dollars in thousands, except share and meedata

Three Months Ended Six Months Ended
June 30, June 30,
2010 2009 2010 2009
(Unaudited) (Unaudited)
Revenue! $ 13,62¢ $ 10,00¢ $ 26,097 $ 19,37¢
Cost of revenues 3,86: 2,72€ 7,15¢ 5,19¢
Gross profit 9,76: 7,28:% 18,93¢ 14,17¢
Operating expense
Research and development costs, 2,63 2,011 5,13( 4,32¢
Sales and marketir 5,201 4,657 10,22 8,951
General and administrative 1,162 1,174 2,261 2,28(
Total Operating expens: 8,99¢ 7,84z 17,61 15,56(
Operating Income (Los:! 76E (559) 1,32¢ (1,38))
Financial and other income (expenses), net 14¢ 312 (26€) 363
Loss (income) before income tax exper 913 (247) 1,05¢ (1,019
Income tax expenses 127 112 96 11€
Net Income (Loss 78€ (359) 963 (1,139
Basic and diluted net loss per shar $ 0.0 $ (0.02) $ 0.04 $ (0.05)
Weighted average number of shares
used in computing basic net
earnings per share 22,711,47 22,070,41 22,572,07 22,069,90
Weighted average number of shares
used in computing diluted net
earnings (loss) per share 24,266,27 22,070,41 23,960,44 22,069,90




TABLE -4
ALLOT COMMUNICATIONS LTD.
AND ITS SUBSIDIARIES
CONSOLIDATED BALANCE SHEETS
(U.S. dollars in thousands

ASSETS
CURRENT ASSETS
Cash and cash equivalel
Short term deposits and restricted ¢
Trade receivables, n
Other receivables and prepaid exper
Inventories

Total current assets

LONG-TERM ASSETS
Marketable securitie
Severance pay fur
Other assets

Total long-term assets

PROPERTY AND EQUIPMENT, NET
GOODWILL AND INTANGIBLE ASSETS, NET

Total assets

LIABILITIES AND SHAREHOLDERS' EQUITY
CURRENT LIABILITIES:
Trade payable
Deferred revenue
Other payables and accrued expenses
Total current liabilities

LONG-TERM LIABILITIES:

Deferred revenue
Accrued severance pay

Total long-term liabilities

SHAREHOLDERS' EQUITY

Total liabilities and shareholders' equity

June 30, December 31
2010 2009
(Unudited) (Audited)
49,391 $ 36,47(
5,96¢ 2,32¢
7,09¢ 7,842
2,42¢ 3,61¢
7,531 5,04¢
72,41¢ 55,30(
- 14,49(
264 3,41(C
424 43C
68¢ 18,33(
5,79: 5,67¢
3,571 3,63¢
82,47: $ 82,94:
465, $ 3,14z
7,13¢ 5,467
8,02 8,517
19,81« 17,121
3,46¢ 2,04¢
153 3,36¢
3,61¢ 5,41(C
59,04( 60,417
82,47: $ 82,94:
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EXPLANATORY NOTE
On or about October 6, 2010, Allot Communicationd. l(the “Company”¥irst distributed copies of its proxy statement gmdxy
card to its shareholders and will mail to its shatders of record a proxy statement and proxy éardthe Annual Meeting of Shareholder:
be held on November 10, 2010, in Israel. A copyh&f proxy statement and proxy card are also aveilab the Companyg’ website ¢
www.allot.com.
A copy of the proxy statement and proxy card at&ched to this Form 6-K as Exhibit 99.1.
SIGNATURES

Pursuant to the requirements of the Securities &xgh Act of 1934, the registrant has duly causedréport to be signed on
behalf by the undersigned, thereunto duly authdrize

Allot Communications Ltd
By: /s/ Nachum Fale

Nachum Falel
Chief Financial Officel

Date: October 6, 2010
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Exhibit  Description

99.1. Proxy statement and proxy card for the Annual Megtf Shareholders of the Company to be held Noezr8, 2010
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October 6, 2010
Dear Shareholder,

You are cordially invited to attend the 2010 Anndégeting of Shareholders of Allot Communicationsl.| .tto be held at Allog
offices at 22 Hanagar Street, Neve Ne’eman Incdalsfione B, Hod Hasharon, Israel on November 100261.5:00 p.m. local time.

At the Annual Meeting, shareholders will be askedconsider and vote on the matters listed in theosed Notice of Annu
Meeting of Shareholders. Allot’s board of directoesommends that you voEOR all of the proposals listed in the Notice. Managetwill
also report on the affairs of Allot, and a discasgperiod will be provided for questions and comtaeri general interest to shareholders.

Whether or not you plan to attend the Annual Meetiry, it is important that your ordinary shares be repesented and voted ¢
the Annual Meeting. Accordingly, after reading theenclosed Notice of Annual Meeting of Shareholdel@nd the accompanying Prox
Statement, please sign, date and mail the enclosgxy card in the envelope provided in accordance ith the enclosed instructions.

We urge all of our shareholders to review our ahmefgort on Form 20-F, which is available on oubgite at www.allot.com

We look forward to greeting as many of you as dtend the meeting.

Sincerely,
/sl Shraga Katz

Shraga Katz
Chairman of the Board of Directo




ALLOT COMMUNICATIONS LTD.

Notice of Annual Meeting of Shareholders
22 Hanagar Street, Neve Ne’eman Industrial Zonddl Hasharon, Israel

Tel: +972-9-761-9200

NOTICE IS HEREBY GIVEN that the Annual Meeting (thédnnual Meeting ") of shareholders of Allot Communications Ltd. (“
Allot " or the “ Company ") will be held on November 10, 2010, at 5:00 plsrael time at our offices at 22 Hanagar Street/eNde’emar
Industrial Zone B, Hod Hasharon, Israel. The AnrMakting is being called for the following purposes

1. To reelect our Chairman of the board ofatoes of the Company (theBoard "), Shraga Katz, as a Class | director, to s
for a thre~year term in accordance with the Com[’s Articles of Associatior

2. To approve an amendment to the compensation pl&hm@iga Katz, further to the approval of the conspion committe
audit committee and the Boal

3. To approve the compensation plan of each of thedBo®mbers, Eyal Kishon, Shai Saul and Yigal Jac@loyher to th
approval of the compensation committee, audit cabemiand the Boari

4, To approve the grant of stock options to Yigal dagaur Class Il director, further to the approwdithe compensatic
committee, audit committee and the Bos

5. To approve the reappointment of Kost Forableay & Kasierer, a member of Ernst & Young Global Allot's independe
registered public accounting firm for the fiscalayeending December 31, 2010 and until the 2011 a@nmeeting ¢
shareholders and to authorize the Board, upon remordation of the audit committee, to fix the renmatien of sai
independent registered public accounting fi

6. To report on the business of the Company for tkeafi year ended December 31, 2009, including awewf the 200
financial statement:

7. To act upon any other matters that may properlyecbefore the Annual Meeting or any adjournmentabe




Only shareholders of record at the close of busiasOctober 1, 2010 (theReecord Date”) will be entitled to notice of, and to v«
at, the Annual Meeting.

A proxy statement describing the various matterddéovoted upon at the Annual Meeting along withraxp card enablin
shareholders to indicate their vote on each mattdrbe mailed on or about October 6, 2010 tosalareholders entitled to vote at the Ani
Meeting. Such proxy statement shall also be filéth whe U.S. Securities and Exchange Commissioreundver of a Form 8 and will be
available on the Company’'s website www.allot.corBigned proxy cards must be received no laten theentyfour hours before the tin
fixed for the Annual Meeting or presented to thaigterson of the Annual Meeting at the time of Amual Meeting in order for the proxy
be qualified to participate in the Annual Meetinghareholders wishing to express their positioravragenda item for the Annual Mee!
may do so by submitting a written statement toGbenpany’s office at the above address no later @etober 8, 2010.

By Order of the Board of Directors,
/sl Shraga Katz

Shraga Katz

Chairman of the Board of Directao

Hod Hasharon, Israel
October 6, 2010
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ABOUT THE ANNUAL MEETING
When and where is the 2010 Annual Meeag of Shareholders being held?
The Annual Meeting (the Annual Meeting ") of shareholders of Allot Communications Ltd.Aflot " or the “Company ") will be
held on November 10, 2010, at 5:00 p.m. Israel taheur offices at 22 Hanagar Street, Neveel®n Industrial Zone B, Hi
Hasharon, Israe
Who can attend the Annual Meeting?
Any shareholder may attend.

Who is entitled to vote?

Only holders of record of ordinary shares & tfose of business on October 1, 2010 (tRecord Date”) are entitled to vote at t
Annual Meeting

Joint holders of ordinary shares should note fhatsuant to Article 32.4 of the CompasyArticles of Association, the right to vote
the Annual Meeting will be conferred exclusivelyompthe senior among the joint owners attendingfiieual Meeting, in person
by proxy, and for this purpose, seniority will betekrmined by the order in which the names appe#inénCompanys register ¢
shareholders.

HOW TO VOTE YOUR SHARES
How do | vote?

You may vote by mail. You do this by completing your proxy card or votiimgstruction card and returning it in the enclo
prepaid and addressed envelope. If you returrg@edi card but do not provide voting instructionsyuryshares will be voted
recommended by the board of directors of the Com e Board ").

You may vote in person. Ballots will be passed out at the Annual Meetiongainyone who wants to vote at the Annual Meetith
you choose to do so, please bring the enclosed/mracd or proof of identification. If your sharesdeld directly in your name, y
may vote in person at the Annual Meeting. Howeifgrour shares are held in street name, you mrstdbtain a signed proxy frc
the record holder (that is, your bank, broker tveothominee) and bring it with you to the Annualdieg.

What is the difference between holding shares asshareholder of record and holding shares ii“ street name” ?

Many Allot shareholders hold their shares throughaak, broker or other nominee rather than diretitheir own name. /
explained in this proxy statement, there are soistindtions between shares held of record and stasmed ir* street nam”




Shareholders of Record

If your shares are registered directly in your namith our transfer agent, American Stock Transfefi&st Company of New Yor
New York, you are considered, with respect to thalsares, the shareholder of record. In such these proxy materials are be
sent directly to you. As the shareholder of recgml have the right to grant your voting proxyedity to Allot or to vote in persc
at the Annual Meeting.

Beneficial Owners

If your shares are held through a bank, brokertberonominee, they are considered to be held ireésthame”and you are tt
beneficial owner. If your shares are held in streshe, these proxy materials are being forwardegbtoby your bank, broker
nominee who is considered, with respect to thoseesh the shareholder of record. As the benefasaier, you have the right
direct the bank, broker or nominee how to vote ystiares for the Annual Meeting. You also may attehd Annug
Meeting. However, because you are not the shatehalf record, you may not vote these shares iagpeat the Annual Meetir
unless you first obtain a signed proxy from theorddholder (that is, your bank, broker or other me®) giving you the right to vc
the shares. Your bank, broker or nominee has sedl@ voting instruction card for you to use irediing the bank, broker
nominee regarding how to vote your shares.

Brokers who hold shares in “street name” for cketypically have authority to vote on “routinpfoposals even when they have
received instructions from beneficial owners. Afisgpecific instructions from the beneficial owrérthe shares, however, brok
are not allowed to exercise their voting discretioith respect to the approval of noodtine matters, such as the adoption
approval of a merger.

Does Allot recommend | vote in advanoaf the Annual Meeting?

Yes. Even if you plan to attend the Annual Meeting, Alecommends that you vote your shares in advamtieas your vote will b
counted if you later decide not to attend our Admdieeting.

Can | change my vote or revoke my prg®

Yes. You may change your proxy instructions at any tprier to the vote at the Annual Meeting. If yoe @ shareholder of reco
you may do this by

» filing a written notice of revocation with the Setary of the Company, delivered to the Companythresk above;
« granting a new proxy card or new voting instructiand bearing a later date; or

« attending the Annual Meeting and voting in persattefidance at the Annual Meeting will not causerymeviously grante
proxy to be revoked unless you specifically so esgu

If you hold shares through a bank, broker or otfeninee, you must contact that firm to revoke angrproting instructions




How are my votes cast when | submitgroxy vote?

When you submit a proxy vote, you appoint Shragi KRami Hadar and Nachum Falek, or any of thenyoass representative(s)
the Annual Meeting. Your shares will be voted & #&nnual Meeting as you have instruct

Upon the receipt of a properly submitted proxy cavtlich is received in time (by 5:00 p.m., Isra@n€&, on November 9, 201
twentyfour hours prior to the Annual Meeting) and notakesd prior to the Annual Meeting or presented ® ¢hairperson at tl
Annual Meeting, the persons named as proxies wikt the ordinary shares represented thereby arnhaal Meeting in accordan
with the instructions indicated on the proxy carie Company currently knows of no other matterbeécsubmitted at the Annt
Meeting other than as specified in the Notice ohda Meeting of Shareholders included with thisxygretatement. If any oth
business is properly brought before the Annual Megehowever, it is the intention of the personmped as proxies to vote in resy
thereof in accordance with their best judgment.

What does it mean if | receive more #n one proxy card?

It means that you have multiple accounts at thesfex agent and/or with brokers. Please sign atdmn all proxy cards to ensi
that all of your shares are vote

ABOUT THE VOTING PROCEDURE AT THE ANNUAL MEETING
What constitutes a quorum?

To conduct business at the Annual Meeting, two orarshareholders must be present, in person ordogy prepresenting not le
than 25%, or 5,736,901, of the 22,947,602 ordis&igres outstanding as of the Record Date, thatgaprum

Ordinary shares represented in person or by primgju@ing broker nonvotes and shares that abstain or do not vote wiheact t
one or more of the matters to be voted upon) vélicounted for purposes of determining whether awjucexists. “Broker non-
votes” are shares held in a street name by a bank or fagidirm that indicates on its proxy that it doeg have discretiona
authority to vote because the nominee does not dagetionary voting power with respect to a mafir matter and has
received instructions from the beneficial owner tvat particular matter. On all matters consideatdthe Annual Meetin
abstentions and broker non-votes will be treatedeither a vote “for” nor “againstthe matter, although they will be countec
present in determining if a quorum is present.

What happens if a quorum is not presdf

If a quorum is not present, the Annual Meeting Wwéladjourned to the same day at the same timfeltbeiing week.




How will votes be counted?
Each outstanding ordinary share is entitled tovmte. The Compar's Articles of Association do not provide for cuntiye voting.

Each proposed resolution requires that a simpleritygjof the ordinary shares of the Company votegérson or by proxy at t
Annual Meeting on the matter presented for pasbageted “FOR” the adoption of the proposal.

On all matters considered at the Annual Meetingtetiions and broker non-votes will not be treadsceither a vote “FORbr
“AGAINST” the matter.

HOW TO FIND VOTING RESULTS
Where do | find the voting results othe Annual Meeting?

We plan to announce preliminary voting resaltshe Annual Meeting and will publish the finabuéts in a Form 6 filed with the
SEC promptly following the Annual Meeting. You malgtain a copy of the Forn-K through any of the following mean

. reviewing our SEC filings under the heading “SE@ings” within the Investors section of our websitewnww.allot.com; or
. reviewing our SEC filings through the SEC’s EDGA§ system at www.sec.gav




PRINCIPAL SHAREHOLDERS

The following table sets forth information regamglithe beneficial ownership of Allat’ordinary shares, by (1) each person ,

believes to be the beneficial owner of more th@9of our ordinary shares, and (2) all of the Comypadirectors and executive officers
group. Each of our shareholders has identicahgatights with respect to his or her shares. Tierination regarding beneficial owners
of our major shareholders is based, except aswibeindicated in the footnotes to the table, ufiwir respective public filings with the U
Securities and Exchange Commission.

Except as otherwise indicated in the footnoteshotable, we believe that each shareholder naméukitable has sole voting ¢

investment power for the ordinary shares showreagticially owned by them.

Percentage
Ordinary of Ordinary
Shares Shares
Beneficially = Beneficially
Owned (1) Owned
Brookside Capital Fund(: 3,426,63! 14.%
Tamir Fishman Ventures(. 2,356,59: 10.2%
Shai Saul(4 2,356,59: 10.2%
Zohar Zisapel(5 2,292,31! 10.(%
Diker Management(€ 2,160,06. 9.4%
Yigal Jacoby(7 1,398,17 6.C%
All directors and executive officers as a gr¢ 1,369,43. 5.€%

1)

(2)

(3)

As used in this table, “beneficial ownershipgans the sole or shared power to vote or direcvthing or to dispose or direct "
disposition of any security. For purposes of thislé, a person is deemed to be the beneficial oofnggcurities that can be acqui
within 60 days from October 1, 2010 through thereise of any option or warrant. Ordinary sharegetttio options or warrants t
are currently exercisable or exercisable withinrd&@s are deemed outstanding for computing the @shiepercentage of the per:
holding such options or warrants, but are not deemgstanding for computing the ownership percemiafgany other person. T
amounts and percentages are based upon 22,94 F@0arg shares outstanding as of October 1, 2

Based on a Schedule 13G/A filed on February 1602Cbnsists of 3,426,638 shares held by Brooksmgtal Partners Fund, L.P.
Delaware limited partnership. Brookside Capitaldstors, L.P., a Delaware limited partnership is sbke general partner of
Brookside Capital Partners Fund, L.P. Brooksideit@hManagement, LLC, a Delaware limited liabilitpmpany, is the sole gene
partner of Brookside Capital Investors, L.P. Dorsehi Ferrante is the sole managing member of BidekSapital Manageme
LLC. The address of the Brookside entities andidinegoing individual is 111 Huntington Avenue, Barst Massachusetts 021¢
Based on a Schedule 13G/A filed on February 1482@bnsists of 1,165,014 shares held by Tamir FashMentures Il L.P
804,842 shares held by Tamir Fishman Venture Calpitatd., 155,904 shares held by Tamir Fishman Wees 1l (Israel) L.P
138,310 shares held by Tamir Fishman Ventures dly(@an Islands) L.P., 54,543 shares held by TansinrRan Ventures Il CE
Funds (U.S.) L.P., 12,980 shares held by TamirrR&h Ventures Il CEO Funds L.P. and options to pasel25,000 shares held
Shai Saul. Tamir Fishman Ventures I, LLC is thdesgeneral partner of each of the foregoing limifttnerships and h
management rights over the shares held by Taminks Venture Capital Il Ltd. by virtue of a managatmagreement with Tan
Fishman Ventures Il, LLC. The managing members amif Fishman Ventures I, LLC are Shai Saul, Midhakas and Tam
Fishman & Co. Ltd. Eldad Tamir and Danny Fishmaa @o-Presidents and @hief Executive Officers of Tamir Fishman & (
Ltd. and, by virtue of their positions, may be deento be beneficial owners of the securities he&tdby. Each of the foregoi
entities and individuals disclaims beneficial owstep of these securities except to the extentsobiithis pecuniary interest thert
The address of the Tamir Fishman entities anddregbing individuals is 21 Haarbaa, Tel Aviv 64718&el.




(4)

()

(6)
(7)

Consists of 2,331,593 shares held by the TamimkshVentures and options to purchase 25,000 shatdsy Shai Saul. Mr. Se
is @ managing partner of Tamir Fishman and, byeidf his position, may be deemed to have votirjiamestment power, and tt
beneficial ownership, with respect to the shardd hg the Tamir Fishman Ventures. Mr. Saul disokisuch beneficial ownersl
except to the extent of his pecuniary interestdimne

Based on a Schedule 13G/A filed on March 30, 2@¥hsists of 2,227,428 shares held by Zohar Zisap&l64,891 shares held
Lomsha Ltd., an Israeli company controlled by ZoBmapel. The address of Mr. Zisapel and Lomsha ist@4 Raoul Wallenbe
Street, Tel Aviv 69719, Israe

Based on a Schedule 13G filed on February 16, 20li€.address of Diker Management, LLC is 745 Fiftkenue, Suite 1409, Ne
York, New York 10151

Based on a Schedule 13G/A filed on Februarg04,0 and the Comparg/best knowledge. Consists of 61,548 ordinary shiaed
jointly by Yigal Jacoby and his wife, Anat Jacol®\lso consists of a right held by Mr. Jacoby to fhawse 246,479 shares curre
held by a trustee. Also consists of 835,410 shheéd by Odem Rotem Holdings Ltd., a company whollyred and controlled |
Mr. Jacoby, and an option to purchase 254,735 shaetl by Odem Rotem Holdings. The address of llecoby is 22 Hanag
Street, Neve Ne’eman Industrial Zone B, Hddsharon 45240, Israel. The address of Odem Rotaldirtgs Ltd. and Anat Jacoby
9 Nordau Street, Rannana, Isr:




MATTERS SUBMITTED TO SHAREHOLDERS
PROPOSAL 1
REELECTION OF A CLASS | DIRECTOR
Background

Following the Annual Meeting, assuming the electafrthe Class | director under this PROPOSAL 1, Board shall consist
seven directors. Our Articles of Association prevttiat we may have up to nine directors.

Under our Articles of Association, our directorgh@ than our Outside Directors) are divided irficeé classes. Each class
directors consists, as nearly as possible, oftbind-of the total number of directors constitutitige entire Board (other than our Out:
Directors). At each annual meeting of our sharedrsldthe election or reelection of directors follogvthe expiration of the term of office
the directors of that class of directors is foeanrt of office that expires on the third annual rivegfollowing such election or reelection, s|
that each year the term of office of one classifatiors expires.

The term of our Class | director, Shraga Katz, egat this Annual Meeting. Our Class Il directasnsisting of Dr. Eyal Kishc
and Shai Saul, will hold office until the annual etiag of our shareholders in 2011. Our Class liedtors, consisting of Rami Hadar
Yigal Jacoby, will hold office until the annual niegy of our shareholders in 2012. In addition, veedatwo Outside Directors who serve
the Board for fixed 3-year periods in accordanci whe Israeli Companies Law-1999 (thksfaeli Companies Law”).

Shraga Katz, who is currently our Chairman, is pema for reelection by the shareholders. If reetbett the Annual Meeting, t
above named nominee will serve until the 2013 ahmggeting of our shareholders and until his suamebas been elected and qualifiec
until his office is vacated in accordance with @uticles of Association and the Israeli Companiesnl The above named nominee
advised the Company that he is willing to contirseeving as a director if reelected, that he hagtradifications, and time required for
performance of his duties as a director and thexethare no legal restrictions preventing him frarsuening such office.

Shraga Katz has served as the Chairman of our Biacd 2008. Mr. Katz is a Venture Partner of Magreature Partners, a vent
capital firm specializing in earlgtage investments in communication, semiconductoternet and media. Mr. Katz has over 30 yea
experience in the technology sector and has sjstiafor over 20 years in the communications indush 1996, Mr. Katz founded Cerac
Networks Ltd. (NASDAQ: CRNT), a global provider loigh capacity wireless networking solutions for i@land fixed operators and priv
networks, and served as its President and Chie€lxe Officer until mid 2005. Prior to founding 2gon, Mr. Katz served in the Isre
Defense Forces for 17 years. Mr. Katz was heath@Biectronic Research and Development Departnfethiedsraeli Ministry of Defens
Mr. Katz is a two-time winner of the Israel Deferfssard, Israels most prestigious recognition for research aneldgvnent. Mr. Katz holc
a B.Sc. from the Technion - Israel Institute of Airalogy and an M.B.A. from Tel Aviv University.




Proposed Resolution
You are requested to adopt the following resolution

“1. RESOLVED, that Shraga Katz be reelected as a Class | dirgotserve until the 2013 annual meeting of shddste an
until his successor has been elected and qualidiedntil his office is vacated in accordance wite Companys Articles of Association or tl
Israeli Companies Law”.

The affirmative vote of the holders of a majoritiytbe voting power represented at the Annual Mgelimperson or by proxy a
voting thereon is required to adopt this resolution

Board Recommendation
THE BOARD OF DIRECTORS RECOMMENDS A VOTEFOR " THE ADOPTION OF THIS RESOLUTION.
PROPOSAL 2
COMPENSATION OF SHRAGA KATZ
Background

Under the Israeli Companies Law, arrangements déugithe compensation of a director of a public pany require the pri
approval of the Company’audit committee, board of directors and sharede)din that order. The compensation describedvbdia:
previously been approved by the Compangbmpensation committee, audit committee and thardd and now requires approval by
Company’s shareholders.

Further to the approval of the compensation conemitind audit committee, the Board proposes to anfendompensation plan
Shraga Katz, in his capacity as the ChairpersdheBoard, as follows (theChairman Recommended Compensation Plat):

« an increase in the annual compensation, in addttosocial benefits and reimbursement of any ahdealsonable busine
expenses, by NIS 90,000, from NIS 180,000 to NIS,@J0 (approximately $72,000), to be paid in egnahthly installment:
and

« agrant of options to purchase 60,000 ordinaryeshaf the Company with an exercise price equéidoctosing sale price of t
Companys ordinary shares as quoted on the NASDAQ Globakkteon the date of grant, vesting over a periothodée year:
with 1/12 of the options vesting at the end of echemonth period from the date of their grant (whicllsbe the first tradin
day after the date of approval of the grant by Ammual Meeting), with the vesting of said optionscelerated upon certe
mergers and acquisitions involving the Comps




Proposed Resolution
You are requested to adopt the following resolution
“2. RESOLVED, that the Chairman Recomneh@ompensation Plan for Shraga Katz, is herebyoapd.”

The affirmative vote of the holders of a majoritiytbe voting power represented at the Annual Mgelimperson or by proxy a
voting thereon is required to adopt this resolution

Board Recommendation

THE BOARD OF DIRECTORS RECOMMENDS A VOTEFOR " THE ADOPTION OF THIS RESOLUTION.

PROPOSAL 3
COMPENSATION OF OTHER DIRECTORS

Background

Further to the approval of the compensation conemitind audit committee and the Board, shareholdiéirbe asked to approve
compensation for each of Eyal Kishon and Shai Saud,Class Il directors, and Yigal Jacoby, our €I8$ director, in their capacity
members of our Board. It is proposed that each@ftshall receive an annual cash compensation®#8J000 (approximately $12,000) i

a per meeting attendance fee of NIS 3,750 (appratety $1,000), both of which will be subject tokage to the Israeli Consumer Price In
(the “Director Recommended Compensatiofi).

Yigal Jacoby, a Class Il director, is employedthg Company under the terms of an employment agreeentered into betwe
Mr. Jacoby and the Company on October 26, 200@&nasnded (the Existing Employment Agreement”). The Existing Employme
Agreement governs the provision of management andudting services by Mr. Jacoby with respect tositategy, longerm vision and ke
objectives. Under the terms of the Existing EmplepmAgreement, Mr. Jacoby is required to devot&%2of his time to his position with
and he is entitled, in addition to social benedital reimbursement of any and all reasonable busimgsenses, to monthly compensatio
NIS 7,500 (approximately $2,00(

Yigal Jacoby and the Company decided to terminageBxisting Employment Agreement, effective ashaf tate of this Annu
Meeting. A Noneompetition Agreement entered between Mr. Jacoloythe Company will remain effective for so longMs Jacoby is
member of the Board.

Proposed Resolution

You are requested to adopt the following resolution

“3. RESOLVED, that the Director Recommeah@®mpensation for each of Eyal Kishon, Shai Sadl¢igal Jacoby, is here
approved.”

The affirmative vote of the holders of a majoritiytbe voting power represented at the Annual Mgelimperson or by proxy a
voting thereon is required to adopt this resolution

Board Recommendation

THE BOARD OF DIRECTORS RECOMMENDS A VOTEFOR " THE ADOPTION OF THIS RESOLUTION.




PROPOSAL 4
GRANT OF OPTIONS TO YIGAL JACOBY

Background

At the Annual Meeting, further to the approval bétcompensation committee, audit committee andBoard, shareholders will
asked to approve a grant to Yigal Jacoby, our Qlaskrector, of options to purchase 15,000 ordjnshares of the Company with an exer
price equal to the closing sale price of the Compaprdinary shares as quoted on the NASDAQ Globakbteon the date of grant, vest
over a period of three years, with 1/12 of the @pivesting at the end of eacim®nth period from the date of their grant (whiclalsbe the
first trading day after the date of approval of thant by the Annual Meeting), with the vestingsafid options accelerated upon cel
mergers and acquisitions involving the Company.
Proposed Resolution

You are requested to approve the following resotuti

“4. RESOLVED, that the grant to Yigal dhg, the Companyg Class lll director, of options to purchase 15,08dlnary share
of the Company, as approved by the Compsrgompensation committee, audit committee and boaérdirectors and presented to
shareholders at the Annual Meeting, is hereby amutd

The affirmative vote of the holders of a majoritiythe ordinary shares represented at the Annualiktgé person or by proxy a
voted therein (excluding abstentions), is necesgaapprove the resolution set forth above.

Board Recommendation

THE BOARD OF DIRECTORS RECOMMENDS A VOTEFOR " THE ADOPTION OF THIS RESOLUTION.

PROPOSAL 5
REAPPOINTMENT OF INDEPENDENT REGISTERED PUBLIC ACCDITING FIRM

Background

Kost Forer Gabbay & Kasierer, a member of Ernst &uiyg Global, was our independent registered pwaoounting firm for th
fiscal year ended December 31, 2009. At the AnMexting, shareholders will be asked to approverdappointment of Kost Forer Gabl
& Kasierer as our independent registered publioacting firm for the year ending December 31, 2@h@ until the next annual meeting

shareholders and to authorize the Board, upon ¢eenmmendation of the audit committee, to fix thenwaeration of the independ
registered public accounting firm in accordancéhwlite volume and nature of its services.
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Audit Committee Pre-Approval Policies and Procedurs

Our audit committee pre-approves audit and aodit services rendered by our independent regitpublic accounting firm, Kc

Forer Gabbay & Kasierer, a Member of Ernst & YouBtpbal, and its affiliates. This pmproval is designed to ensure that :
engagements do not impair the independence ohdependent registered public accounting firm.

The following table sets forth, for each of the ngeiadicated, the fees billed by our independegistered public accounting firm.

Year ended
December, 31,
2008 2009
(in thousands of U.S
dollars)
Audit Fees(1 $ 13¢ $ 127
Audit-Related Fees(Z 40 -
Tax Fees(3 35 42
Other Fees(4) 49 31
Total $ 26: $ 20C
Q) "Audit fees”include fees for services performed by our indepahgublic accounting firm in connection with oumaal audit fo
2008 and 2009, certain procedures regarding ourtepa financial results submitted on FormK6éand consultation concerni
financial accounting and reporting standa
(2 “Audit-Related fee” include fees for the performance of due diligemaestigations
3) “Tax fees”include fees for professional services rendereaunyindependent registered public accounting fiomtéx complianc
and tax advice on actual or contemplated trangas:
4) “Other fees”include fees for services rendered by our indepeindegistered public accounting firm with respeztgovernmer

incentives.

Proposed Resolution

You are requested to adopt the following resolution

“5. RESOLVED, that the reappointment ofsK&orer Gabbay & Kasierer (a member of Ernst & guGlobal) as tr

Companys independent registered public accounting firmtlar fiscal year ending December 31, 2010 and thilnext annual meeting
shareholders be approved, and that the Board, tgmommendation of the audit committee, be authdrizefix the remuneration of s
independent registered public accounting firm iocadance with the volume and nature of their sesuic

The affirmative vote of the holders of a majoritiytbe voting power represented at the Annual Mgelimperson or by proxy a

voting thereon is required to adopt this resolution
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Board Recommendation
THE BOARD OF DIRECTORS RECOMMENDS A VOTEFOR ” THE ADOPTION OF THIS RESOLUTION.
COMPENSATION OF DIRECTORS AND EXECUTIVE OFFICERS

The aggregate compensation paid to, or accruedebtialfoof, our directors and executive officers agraup during 2009 wi
approximately $2 million in salaries, fees, bonusgsmmissions and directorfees, and approximately $95,000 in amounts setas
accrued to provide pension, retirement or similanddits, but excluding amounts expended for autdle®inade available to our office
business travel and other expenses, including fiugsofessional and business associations, aret ttnefits commonly reimbursed or
by companies in Israel.

During 2009, our directors and executive officexsaived, in the aggregate, options to purchaserd88Xrdinary shares under
equity based compensation plans, of which 157, 7®ims were granted as part of a stock option tiadgrogram in exchange for t
participants’agreement to cancel underwater options that wezeiqusly granted to them. These options have aMeigaverage exerc
price of approximately $3.52 and the options wilbiee ten years after the date the options weratgda As of October 1, 2010, our direc
and executive officers held options to purchasaggregate of 2,128,004 ordinary shares issuabkuiput to exercise of such options.

AUDIT COMMITTEE REPORT

The audit committee is comprised solely of indeendlirectors, as defined by the rules of the SE€Cthe NASDAQ Stock Marke
and operates under a written charter which is allElon the Company’s website.

The audit committee includes at least one indepandiesctor who is determined by the Board to nteetqualifications of andudi
committee financial experith accordance with SEC rules. Nurit Benjaminihe independent director who has been determinbd o aud
committee financial expert. Shareholders shouldieustand that this designation is an SEC disclosgeirement related to Ms. Benjammi
experience and understanding with respect to cest@iounting and auditing matters. The designatmes not impose on Ms. Benjamini
duties, obligations or liability that are greatean are generally imposed on her as a member aiuti committee and the Board, and
designation as an audit committee financial exparsuant to this SEC requirement does not affextdilties, obligations or liability of a
other member of the audit committee or the Board.

The primary focus of the audit committee is to stsie Board in its general oversight of the Conypafinancial reporting, intern
controls and audit function. Management has tivagry responsibility for preparation, presentationd integrity of the Company‘financia
statements, accounting and financial reporting gipies, internal controls and procedures desigmeednsure compliance with applica
accounting standards, and applicable laws and aggok. The Compang’independent registered public accounting firmesponsible fc
performing an audit of the consolidated financitdtesments in accordance with generally acceptedtiagdstandards in the Unit
States. Members of the audit committee are noit@asd and their functions are not intended to ahabé or certify the activities
management and the independent registered puldauating firm, nor can the audit committee certtigt the independent registered pL
accounting firm is “independent” under applicahiées.
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In this context, the audit committee has met antll liscussions with management, the Compsiipternal auditor and t
independent registered public accounting firm. Mpamaent represented to the audit committee thattitited financial statements of
Company included in the Compasyannual report to shareholders for the fiscal yealed December 31, 2009, were prepared in acom
with generally accepted accounting principles ia thnited States, and the audit committee has redeand discussed the consolidi
financial statements with management and the inudgr@ registered public accounting firm.

The audit committee received the written disclosuaad the letter from the independent auditor reguby the Independer
Standards Board Standard No. 1 and discussed étintlependent auditor its independence understhatlard. The audit committee ¢
discussed with the independent auditor the mategsired to be discussed by the Statement on Awggdiiitandards No. 61, as amer
(Communications with Audit Committees). The auditronittee also considered the compatibility of thdeijpendent auditor’'s naaudit
services with the standards for auditorglependence. The audit committee discussed wétlinthependent auditor the overall scope and
for their audit.

Based on the reviews and discussions referreddeealbhe audit committee recommended to the Beard the Board approved, t
the audited consolidated financial statements blided in the annual report on Form R@er the fiscal year ended December 31, 200
filed with the Securities and Exchange Commissibme audit committee has recommended (which recordatem was adopted by 1
Board) the selection of the Company’s independegistered public accounting firm, subject to shaledr approval.

Submitted by the audit committee of the Board:
Nurit Benjamini
Dr. Eyal Kishon
Steven D. Levy
REPORT OF THE BOARD OF DIRECTORS

At the Annual Meeting, the Board will provide a ragement report which will include a discussionhd Companys consolidate
financial statements for the fiscal year ended Ddmr 31, 2009.

PROPOSALS OF SHAREHOLDERS
Any shareholder of the Company who intends to preseproposal at the 2010 Annual Meeting of shddehte must satisfy tl
requirements of the Israeli Companies Law in otdehave a proposal presented at the Annual Meetinger the Israeli Companies Lz

only shareholders who severally or jointly holdestst one percent (1%) of the Compangutstanding voting rights are entitled to reqtles
the Board includes a proposal, in a future shadehslmeeting, provided that such proposal is apfatepto be discussed in such meeting.
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OTHER BUSINESS

The Board is not aware of any other matters that beapresented at the Annual Meeting other thasethmentioned in the attact
Companys Notice of Annual Meeting of Shareholders. If atlger matters do properly come before the Annuaéfing, it is intended th
Shraga Katz, Rami Hadar and Nachum Falek, or aniyesh, the persons named as proxies, will votesyaunt to their discretionary author
according to their best judgment, in the interéshe Company.

MAILING OF PROXY STATEMENT; EXPENSES; SOLICITATION

The Company expects to mail this proxy statemedttha enclosed form of proxy to shareholders oabmut October 6, 2010. /
expenses of this solicitation will be borne by @ampany. In addition to the solicitation of proxigy mail, directors, officers, and employ
of the Company, may solicit proxies by telephomepérson, or by other means. Such directors, effi@and employees will not rece
additional compensation for such solicitation, oay be reimbursed for reasonable oupotket expenses in connection with ¢
solicitation. Brokerage firms, nominees, fiduciari@nd other custodians have been requested t@arfmaroxy solicitation materials to |
beneficial owners of ordinary shares of the Comphald of record by such persons, and the Compatlyreimburse such brokerag
nominees, fiduciaries, and other custodians fasorable out-of-pocket expenses incurred by thecommection therewith.

ADDITIONAL INFORMATION

The Company’s annual report for the fiscal yeateghDecember 31, 2009, filed on Form R@vith the SEC on April 8, 2010,
available for viewing and download on the SEC's sigbat www.sec.gov as well as under the Investors section of Aflotebsite ¢
www.allot.com. In addition, the Company has filed a number @&sprreleases on FormKg-including in respect of its quarterly results
operations for the quarters ended March 31, 20t0Jame 30, 2010. Shareholders may obtain a coplyese documents without charg
www.allot.com.

The Company is subject to the information reportiequirements of the U.S. Securities Exchange Ac1984, as amende
applicable to foreign private issuers. We fulfilese requirements by filing reports with the SHGe Companys filings with the SEC may |
inspected without charge at the SE®ublic Reference Room at 100 F Street, N.E., Rb680, Washington, D.C. 20549. Information on
operation of the Public Reference Room can be wbthby calling the SEC at 1-800-SEC-0330. The Gomjs SEC filings are al:
available to the public on the SEC’s website at wsaw.gov. As a foreign private issuer, the Company is exefrom the rules under t
Exchange Act related to the furnishing and contdrproxy statements. The circulation of this Préatement should not be taken a
admission that the Company is subject to, thergyprales.

By Order of the Board of Directors,
/sl Shraga Katz

Shraga Katz

Chairman of the Board of Directa

Hod Hasharon, Israel
Date: October 6, 2010
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PROXY
ALLOT COMMUNICATIONS LTD.
ANNUAL MEETING OF SHAREHOLDERS
TO BE HELD NOVEMBER 10, 2010
THIS PROXY IS SOLICITED ON BEHALF OF THE BOARD OF D IRECTORS

The undersigned hereby appoints Shraga Katz, RadaHand Nachum Falek, and eaclaoy of them, proxies of the undersigr
with full power of substitution to vote all of thehares ofAllot Communications Ltd., an Israeli company (tHeéompany"), which th
undersigned may be entitled to vote at the Annuaétihg of shareholders of the Company to be heltieabffices ofthe Company at :

Hanagar Street, Neve Ne'eman Industrial Zone B, Hasharon, Israel, oWednesday, November 10, 2010, at 5:00 p.m. logsd tr at an
adjournment or postponement thereof, as shownemdting side of this card.

(Continued and to be signed on the reverse side.)




ANNUAL MEETING OF SHAREHOLDERS OF

ALLOT COMMUNICATIONS LTD.

November 10, 2010

NOTICE OF INTERNET AVAILABILITY OF PROXY MATERIAL
The Notice of Meeting, Proxy Statement, Proxy Card
are available at www.allot.com

Please sign, date and mail
your proxy card in the
envelope provided as soon

as possible.

| Please detach along perforated line and mailéretivelope provided.

PLEASE SIGN, DATE AND RETURN PROMPTLY IN THE ENCLOS ED ENVELOPE. PLEASE MARK YOUR VOTE IN BLUE
OR BLACK INK AS SHOWN HERE [X]

FOR  AGAINST ABSTAIN

1. TO REELECT SHRAGAKATZAS [ O O
A CLASS | DIRECTOR TO SERVE
FOR A THREE-YEAR TERM IN
ACCORDANCE WITH THE
COMPANY'S ARTICLES OF
ASSOCIATION.

2. TO APPROVE AN AMENDMENT | O O
TO THE COMPENSATION PLAN
OF SHRAGA KATZ.

3. TO APPROVE AN ANNUAL FEE | O O
AND A PER MEETING
ATTENDANCE FEE TO BE PAID
TO EACH OF EYAL KISHON,
SHAI SAUL AND YIGAL JACOBY.

4. TO APPROVE THE GRANT OF 0O 0O 0O
STOCK OPTIONS TO YIGAL
JACOBY.

5 TO APPROVE THE O O O

REAPPOINTMENT OF KOST
FORER GABBAY & KASIERER, A
MEMBER OF ERNST & YOUNG
GLOBAL, AS THE COMPANY'S

INDEPENDENT REGISTERED
PUBLIC ACCOUNTING FIRM FOR
THE FISCAL YEAR ENDED
DECEMBER 31, 2010 AND UNTIL
THE 2011 ANNUAL MEETING OF
SHAREHOLDERS AND TO
AUTHORIZE THE BOARD OF
DIRECTORS, UPON
RECOMMENDATION OF THE
AUDIT COMMITTEE, TO FIX THE
REMUNERATION OF SAID




INDEPENDENT REGISTERED
PUBLIC ACCOUNTING FIRM.

The proxy will be voted as specified. If a choicesinot specified, this proxy
will be voted "FOR" all proposals and in the discreion of the proxies
with respect to all other matters which may propery come before the
meeting and any and all adjournments thereof.

To change the address on your account, please check
the box at right and indicate your new addreshén t
address space above. Please note that changes to th ]
registered name(s) on the account may not be stdamit

via

this method.

Signature of . Signature of .
Shareholder Date: Shareholder Date:

Note: Please sign exactly as your name or names appédhisaProxy. When shares are held jointly, eadddvshould sign. When
signing as executor, administrator, attorney, &@sir guardian, please give full title as suclthéfsigner is a corporation, please
sign full corporate name by duly authorized offjagving full title as such. If signer is a partabip, please sign in partnership
name by authorized persc
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UNITED STATES

SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

FORM 6-K

REPORT OF FOREIGN PRIVATE ISSUER PURSUANT TO RULE 13A-16 OR 15D-16
UNDER THE SECURITIES EXCHANGE ACT OF 1934

For the month of November 2010
Commission File Number: 001-33129
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(Translation of registrant's name into English)
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Hod-Hasharon 45240
Israel
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Indicate by check mark whether the registrant files or will file annual reports under cover Form 20-F or Form 40-F.

Form 20-F Form40-F O

Indicate by check mark if the registrant is submitting the Form 6-K in paper as permitted by Regulation S-T Rule 101(b)(1):
Indicate by check mark if the registrant is submitting the Form 6-K in paper as permitted by Regulation S-T Rule 101(b)(7):

Indicate by check mark whether by furnishing the information contained in this Form, the registrant is also thereby furnishing
the information to the Commission pursuant to Rule 12g3-2(b) under the Securities Exchange Act of 1934.

Yes O No

If "Yes" is marked, indicate below the file number assigned to the registrant in connection with Rule 12g3-2(b): 82-




EXPLANATORY NOTE

On November 9, 2010, Allot Communications Ltd. issued a press release announcing the quarterly results for the third
quarter of 2010.

A copy of the press release is attached to this Form 6-K as Exhibit 99.1 and incorporated herein by reference.
SIGNATURES

Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to be signed
on its behalf by the undersigned, thereunto duly authorized.

Allot Communications Ltd.

By: /s/ Nachum Falek
Nachum Falek
Chief Financial Officer

Date: November 10, 2010




EXHIBIT INDEX

The following exhibit has been filed as part of this Form 6-K:

Exhibit Description
99.1. Press Release Announcing Financial Results Dated November 9, 2010.
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Allot Communications Reports Continued Increase in Revenues and
Net Profit for Third Quarter of 2010

--Revenues rise to $14.7 million; EPS increases to $0.05 on a non-GAAP basis--
Key highlights:
- Third quarter revenues reached $14.7 million, a 36% increase over the third quarter of 2009
- Third quarter non-GAAP net income of $1.3 million; non-GAAP EPS grows to 30.05 from $30.03 in the second quarter of 2010
- Cash and cash equivalents totaled $56.2 million

Boston, MA — November 9, 2010 — Allot Communications Ltd. (NASDAQ: ALLT), a leading supplier of service optimization and
revenue generation solutions for fixed and mobile broadband service providers worldwide, today announced that sales, as well as
profitability, continued to rise during the third quarter of 2010.

Total revenues for the third quarter of 2010 reached $14.7 million, a 36% increase from the $10.8 million of revenues reported for the
third quarter of 2009, and an 8% increase from the $13.6 million of revenues reported for the second quarter of 2010. On a GAAP
basis, net profit for the third quarter of 2010 was $0.8 million, or $0.03 per share (basic and diluted). This compares with a net loss of
$2.3 million, or $0.10 per share (basic and diluted), in the third quarter of 2009, and a net loss of $7.4 million, or $0.33 per share
(basic and diluted), in the second quarter of 2010, the latter due primarily to the sale of the Company’s entire remaining ARS portfolio
during the second quarter of 2010.

On a non-GAAP basis, excluding the impact of share-based compensation and amortization of certain intangibles, non-GAAP net
income for the third quarter of 2010 totaled $1.3 million or $0.06 per basic share and $0.05 per diluted share, compared with a
non-GAAP net loss of $0.2 million, or $0.01 per share (basic and diluted), for the third quarter of 2009, and non-GAAP income of
$0.8 million, or $0.03 per share (basic and diluted), for the second quarter of 2010.

These non-GAAP measures should be considered in addition to, and not as a substitute for, comparable GAAP measures. The
non-GAARP results and a full reconciliation between GAAP and non-GAAP results are provided in the accompanying Tables 3 and
4. The Company provides these non-GAAP financial measures because it believes that they present a better measure of the
Company’s core business and management uses the non-GAAP measures internally to evaluate the Company’s ongoing
performance. Accordingly, the Company believes that they are useful to investors in enhancing an understanding of the Company’s
operating performance.
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“We are pleased to report continued, steady growth in revenues and profitability during the third quarter,” commented Rami Hadar,
Allot Communications' President and Chief Executive Officer. “The continued dramatic rise in data traffic, particularly in the mobile

market, is opening new opportunities for Allot. In addition to classic traffic management functionality, the need for service providers
to offer value added services to drive additional revenues has opened up new prospects for Allot’s solutions.”

Recently, the Company achieved the following significant goals:

Began deployment with a global Tier 1 mobile operator in Latin America, which includes 6 different territories to date;
Received a new large order from a Tier 1 fixed line operator in APAC;

Received its first major order from a Tier 1, incumbent fixed line operator in Eastern Europe;

During the quarter, received orders from 19 large service providers, of which 8 represented new customers and 11 represented
expansion deals; and

e Of'these deals, 12 were with mobile operators, 10 of which are local operating companies of some of the Company’s global Tier
1 mobile customers.

As of September 30, 2010, cash, cash equivalents, short term deposits and marketable securities totaled $56.2 million.
Conference Call & Webcast

The Allot management team will host a conference call to discuss its third quarter 2010 earnings results today at 8:30 AM ET, 3:30
PM Israel time.

To access the conference call, please dial one of the following numbers: US: +1 212 444 0412, UK: +44 (0)20 7806 1951, Israel: +97
3721 9509, participant code 8572404.

A replay of the conference call will be available from 12:01 am ET on November 10, 2010 through December 8, 2010 at 11:59 pm
ET. To access the replay, please dial: US: +1 347 366 9565, UK: +44 (0)20 7111 1244, access code: 8572404#.

A live webcast of the conference call can be accessed on the Allot Communications website at www.allot.com. The webcast will also
be archived on the website following the conference call.
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About Allot Communications

Allot Communications Ltd. NASDAQ: ALLT) is a leading provider of intelligent IP service optimization solutions for fixed and
mobile broadband operators and large enterprises. Allot's rich portfolio of solutions leverages dynamic actionable recognition
technology (DART) to transform broadband pipes into smart networks that can rapidly and efficiently deploy value added Internet
services. Allot's scalable, carrier-grade solutions provide the visibility, topology awareness, security, application control and
subscriber management that are vital to managing Internet service delivery, enhancing user experience, containing operating costs, and
maximizing revenue in broadband networks. For more information, please visit_http://www.allot.com.

Safe Harbor Statement

Information provided in this press release may contain statements relating to current expectations, estimates, forecasts and
projections about future events that are "forward-looking statements" as defined in the Private Securities Litigation Reform Act of
1995. These forward-looking statements generally relate to the Company's plans, objectives and expectations for future operations.
These forward-looking statements are based upon management's current estimates and projections of future results or trends. Actual
results may differ materially from those projected as a result of certain risks and uncertainties. These factors include, but are not
limited to: changes in general economic and business conditions, the Company s inability to develop and introduce new technologies,
products and applications; loss of market; and other factors discussed under the heading "Risk Factors" in the Company's annual
report on Form 20-F filed with the Securities and Exchange Commission. These forward-looking statements are made only as of the
date hereof, and the Company undertakes no obligation to update or revise the forward-looking statements, whether as a result of new
information, future events or otherwise.

Investor Relations Contact:

Jay Kalish

Executive Director Investor Relations
International access code +972-54-221-1365
jkalish@allot.com

Source: Allot Communications Ltd., 6-K, November 10, 2010 Powered by Morningstar® Document ResearchSM



TABLE 1

ALLOT COMMUNICATIONS LTD.

AND ITS SUBSIDIARIES

CONSOLIDATED STATEMENTS OF OPERATIONS
(U.S. dollars in thousands, except share and per share data)

Revenues
Cost of revenues

Gross profit

Operating expenses:

Research and development costs, net

Sales and marketing

General and administrative

Total operating expenses

Operating profit (loss)

Financial and other income (expenses), net
Profit (loss) before income tax expenses

Income tax expenses
Net profit (loss)

Basic net profit (loss) per share
Diluted net profit (loss) per share

Weighted average number of shares
used in computing basic net
earnings per share

Weighted average number of shares
used in computing diluted net
earnings per share

Three Months Ended Nine Months Ended
September 30, September 30,
2010 2009 2010 2009
(Unaudited) (Unaudited)
$ 14,668 $ 10,843 § 40,765 $ 30,221
4,125 2,977 11,395 8,287
10,543 7,866 29,370 21,934
2,945 2,350 8,261 6,857
5,611 5,302 16,275 14,559
1,382 1,311 4,019 4,170
9,938 8,963 28,555 25,586
605 (1,097) 815 (3,652)
247 (1,151) (7,730) (2,363)
852 (2,248) (6,915) (6,015)
100 21 196 137
752 (2,269) (7,111) (6,152)
$ 003 3 (0.10) $ (0.31) $ (0.28)
$ 003 § (0.10) $ (0.31) $ (0.28)
22,813,134 22,214,563 22,656,343 22,118,241
23,642,725 22,214,563 22,656,343 22,118,241




CURRENT ASSETS:

Cash and cash equivalents

Marketable securities and restricted cash
Trade receivables, net

Other receivables and prepaid expenses
Inventories

Total current assets

LONG-TERM ASSETS:
Marketable securities
Severance pay fund
Other assets

Total long-term assets

PROPERTY AND EQUIPMENT, NET

TABLE 2
ALLOT COMMUNICATIONS LTD.
AND ITS SUBSIDIARIES
CONSOLIDATED BALANCE SHEETS
(U.S. dollars in thousands)

ASSETS

GOODWILL AND INTANGIBLE ASSETS, NET

Total assets

LIABILITIES AND SHAREHOLDERS' EQUITY

CURRENT LIABILITIES:

Trade payables

Deferred revenues

Other payables and accrued expenses
Total current liabilities

LONG-TERM LIABILITIES:
Deferred revenues

Accrued severance pay

Total long-term liabilities

SHAREHOLDERS' EQUITY

Total liabilities and shareholders' equity

September 30, December 31,
2010 2009
(Unudited) (Audited)
$ 49,928 36,470

6,303 2,324

7,538 7,842

2,920 3,618

9,679 5,046

76,368 55,300

- 14,490

295 3,410

292 430

587 18,330

5,448 5,674

3,546 3,639

$ 85,949 82,943
$ 5,206 3,142
7,008 5,467

9,148 8,512

21,362 17,121

3,575 2,046

176 3,364

3,751 5,410

60,836 60,412

$ 85,949 82,943




GAAP net profit (loss) as reported

Non-GAAP adjustments
Expenses recorded for stock-based compensation
Cost of revenues
Research and development costs, net
Sales and marketing
General and administrative
Core technology amortization- cost of revenues
Total adjustments to operating loss
Impairment of auction rate securities
Financial and other expenses, net
Total adjustments

Non-GAAP net profit (loss)
Non- GAAP basic net profit (loss) per share
Non- GAAP diluted net profit (loss) per share

Weighted average number of shares
used in computing basic net
earnings per share

Weighted average number of shares
used in computing diluted net
earnings per share

TABLE 3

ALLOT COMMUNICATIONS LTD.

AND ITS SUBSIDIARIES

RECONCILATION OF GAAP TO NON-GAAP CONSOLIDATED STATEMENTS OF OPERATIONS
(U.S. dollars in thousands, except per share data)

Three Months Ended Nine Months Ended
September 30, September 30,
2010 2009 2010 2009
(Unaudited) (Unaudited)
$ 752§ (2,269) $ (7,111)  $ (6,152)
21 33 72 86
87 87 273 265
213 254 655 560
152 231 528 810
30 31 90 89
503 636 1,618 1,810
- 1,448 7,711 3,023
503 2,084 9,329 4,833
$ 1,255 $ (185) $ 2,218 $ (1,319)
$ 0.06 3 (0.01) $ 0.10 3 (0.06)
$ 005 § (0.01) $ 0.09 § (0.06)
22,813,134 22,214,563 22,656,343 22,118,241
24,244,210 22,214,563 23,997,119 22,118,241




TABLE 4

ALLOT COMMUNICATIONS LTD.

AND ITS SUBSIDIARIES

CONSOLIDATED STATEMENTS OF OPERATIONS
(U.S. dollars in thousands, except share and per share data)

Revenues
Cost of revenues

Gross profit

Operating expenses:

Research and development costs, net

Sales and marketing

General and administrative

Total operating expenses

Operating profit (loss)

Financial and other income (expenses), net
Profit (loss) before income tax expenses

Income tax expenses
Net profit (loss)

Basic net profit (loss) per share
Diluted net profit (loss) per share

Weighted average number of shares
used in computing basic net
earnings per share

Weighted average number of shares
used in computing diluted net
earnings per share

Three Months Ended Nine Months Ended
September 30, September 30,
2010 2009 2010 2009
(Unaudited) (Unaudited)

$ 14,668 $ 10,843 § 40,765 $ 30,221
4,074 2,913 11,233 8,112

10,594 7,930 29,532 22,109

2,858 2,263 7,988 6,592

5,398 5,048 15,620 13,999

1,230 1,080 3,491 3,360

9,486 8,391 27,099 23,951
1,108 (461) 2,433 (1,842)

247 297 (19) 660
1,355 (164) 2,414 (1,182)

100 21 196 137
1,255 (185) 2,218 (1,319)
$ 0.06 3 (0.01) $ 0.10 3 (0.06)
$ 005 § (0.01) $ 0.09 § (0.06)

22,813,134 22,214,563 22,656,343 22,118,241

24,244,210 22,214,563 23,997,119 22,118,241

Created by Morningstar® Document Research®"
http://documentresearch.morningstar.com
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EXPLANATORY NOTE

Allot Communications Ltd. (NASDAQ: ALLT) (the “Company”) today announced the results of its Annual Meeting of
Shareholders held on November 10, 2010, at the Company’s offices located at 22 Hanagar Street, Neve Ne’eman Industrial Zone B,
Hod-Hasharon, Israel.

At the Annual Meeting of Shareholders, the shareholders adopted the following resolutions:

1. To reelect the Chairman of the board of directors of the Company, Shraga Katz, as a Class I director, to serve for a
three-year term in accordance with the Company’s Articles of Association.

2. To approve an amendment to the compensation plan of Shraga Katz, further to the approval of the
compensation committee, audit committee and the board of directors.

3. To approve the compensation plan of each of the members of the board of directors, Eyal Kishon, Shai Saul and
Yigal Jacoby, further to the approval of the compensation committee, audit committee and the board of directors.

4. To approve the grant of stock options to Yigal Jacoby, our Class III director, further to the approval of the
compensation committee, audit committee and the board of directors.

5. To approve the reappointment of Kost Forer Gabbay & Kasierer, a member of Ernst & Young Global, as the
Company’s independent registered public accounting firm for the fiscal year ending December 31, 2010 and until
the 2011 annual meeting of shareholders and to authorize the board of directors, upon recommendation of the audit
committee, to fix the remuneration of said independent registered public accounting firm.

Only shareholders of record as of the close of business on October 1, 2010 were entitled to vote at the meeting. A total of
12,733,335 shares, representing approximately 55% of the Company’s total outstanding shares were represented at the meeting.

Shraga Katz who was reelected to serve as a Class I director has served as the Chairman of our board of directors since 2008.
Mr. Katz is a Venture Partner of Magma Venture Partners, a venture capital firm specializing in early-stage investments in
communication, semiconductors, internet and media. Mr. Katz has over 30 years of experience in the technology sector and has
specialized for over 20 years in the communications industry. In 1996, Mr. Katz founded Ceragon Networks Ltd. (NASDAQ: CRNT),
a global provider of high capacity wireless networking solutions for mobile and fixed operators and private networks, and served as its
President and Chief Executive Officer until mid 2005. Prior to founding Ceragon, Mr. Katz served in the Israeli Defense Forces for 17
years. Mr. Katz was head of the Electronic Research and Development Department of the Israeli Ministry of Defense. Mr. Katz is a
two-time winner of the Israel Defense Award, Israel’s most prestigious recognition for research and development. Mr. Katz holds a
B.Sc. from the Technion - Israel Institute of Technology and an M.B.A. from Tel Aviv University.




SIGNATURES

Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to be signed
on its behalf by the undersigned, thereunto duly authorized.

ALLOT COMMUNICATIONS LTD.

By: /s/ Nachum Falek
Name: Nachum Falek
Title: Chief Financial Officer

Date: November 10, 2010
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