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NN LP9-DY NN NONIAN NPNL DWNIAPN DONINA DTN N PPYN
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DV INDND DWW ,NT PPYN 29-0Y MNXT MY (12 NITO) 2NN MINN
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INND SINMDIM 910Y MPINN NYIWI MY (72 NITD) 2IND MINNI 299N

$191Y VNN ,(’a NTO) 2NN
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NYNRIN INDNN OPN DNN MY DY NOPNY 1N DIONN .19-DY NPNINM
NN MWD MY TN PONND TINY NI ,NI1INN DY (2 NITO) NN MIPNA
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TYVIN NN NYP 5D 2011 919N 12 D2 .0V 45 NA NNTP NYTINA DY

19207 (/2 NITO) 2INN MINNA PIV YYD NMDPYAD NONIN

95955 1MW MEIRN NN NDIAN D793 DV IN PIY NVIYD WNRYON 595 NYTN
(2 NYTO) 2NN MIVON DY DMV TIINN NIV NADN DIV ,PIY NV DIad
555 NYTN 1 TYMNN DM 14 TN INX DIV DVIY NIAND 1NN ,INDNY
9555 YWY NYIRN NN NDIAN D7D HVYA 12 TYINNN IN PIYV NIVIYD WNYH

VN 290 IV NWIYI Dvad

APYNN MY Y N9 PMPINN MNYY TAR PINN — 2UN 79NN 1Y PIYY
5y N9 GMWYNI OIPMPINN NYY DN DY TN PXTNN IN NN SN
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VN9NI NONIAL INDND DIVID MNTPINN MYOITIN DN DPYPNN XD ON
TN N MYIND MTND NPN SVan MNIN ,PPwnyY [1]2.3 Pyoa
,NNIND NPAYNN DIV DY NIPNA .NDNIAL INDND NI KDY INPY NI WPV
DNMY (2) MY NYTIN T2 YY DDIDN GON O THN NYTA NIAND T DY WTIN

.DPI2YN NOYA HNIWI DIXIF) DMNDY

D PNYD NONIAN MYWIITA NTNRYOX,PPYND 2.2.1 PYDI VNHND D INIAY
,PPYND [2]2.3 9PYD2 VNHND NN MPINNR NYYI MY NYIITA 19) MIWN
Y PPYN 29-0y NPANN D1V NXAN

993NN D3Y DINNIYN HYANNN ININ

(2]

]

mM>)IN NMIND 531 MNT MMNN (P2 NITO) 2NN MINN NINNN MIYINY NPINN
TNDIN AIYANND IMDT PRYY .NHANN DY PONNN NNNI MNMPN P Ty NOD
PPYNY 3 P9 DRI NI2NN DY MDD NYIND
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TN MM NYSN DY WP ,PPYNI DXIND DPRY DITON NMOVYYN
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TN DMTON TIY ONWT 2V 9DV ;7NN DN DNNON ,PPYNN
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SOPYN DY NYNHINMD MIY0IY DITINPNN DINNMY ONNNA PPINPN 1Y DIPNI
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©XYXIIIN TIVA M NIINDN ND NN 2.7.1
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IR ,NTIPOD 121 PYOY DRNNA TN DY MWD DHN NYWA DN 29N
20N 2YWD PNN NN DX I L(20%) DIVINN DMWY DY NI NOW Nyva
YT-DY TIY MM NPON 12D LYNY ,NNT .NAMNN INDION B0 NN
PPV IN PIVINA L, P2INNND P - NN MDD NN DY PNV DY
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SYNNNND NP IN TAND NN (10%) DXDINN NIVYYA L,INN DY THY IN 172D
12-2 W90 TYINA IR TIVD M) NPON TVIND - 19N HODYN
PTIAOIIN PN NN XD DHN NYOY TWUNR ,NNNRD NN MTPY DOUTIND
TNIRND GR DY (25%) DODNN NIYINNY DAIVY DY MDY NOY MWW i
NPNRY IN) 37705 NTINN NPRY 1IN NIONX NPINND TN XTI NN NN 000
NIV 7YY DN 2N, (NIN YAVND TINK PN NOIWY IN XIN YA0NI NP
Dya PNYD (20%) DININN DMWY DV X ,(15%) DININK IWY-NYINN DY Noy
TN 220 ,19-1 YN P NANID PNNN NN DD IR IR PN NN
NN 2N, TIVN M) DY NTHNND OWINN TPIN NPT MINNIN YanY
DYVNN NYINN) DMIVY DY MYV DN TIVN M NN OONMIN NN
PYD 295 PONT NP NMINXIN NDNY DINIM MNNN NY1AP TV ,(25%)
NOIDNNY TN 22)D DINY XD NN NNDNIN DNN NV .NTIPAY (9)(N)N101
MNXNNY ORNNA ,’POY”N NN ITH NN TIVD MM NPOHN PP

DTIPAY (1)2 Py

MYV TIY M NN OONM PN NN DY DN 2PN M DTN 1A N
ToORY 2016 ©NN NMVYA 189% SV NYWY TY NYTTNA NN IUN ,MIANN ON
21% ,2013 DN MW 22% ,2012 ©NN MW 23% ,2011 DHNN MV 24%)

*.(2015 DN MWa 20% ,2014 ©HN MV

DV HOMPNN PNNI INT,NPINIMNY 2IN MINONI YNPHY NN NPONI
TMINN DY ONPNRN NN DX (INTI0HD NN NN IWIN TIXD) NONX NN
1NN YA (D9 DR) DIWY DIPYNN NN NINAYN MXXIND NI NN
DY MNIND NP DY NYIIIN DY NN INT DN OONND ,)10-1D .NMnY

2NN MIN DY NN

(2)9 YD 95 DHN DMNVHN DM YY) MNP 19 NNV NN )P
DY MNND I MM NN PN NN PHa ONN DMV, NTIPAD
NN ONN NYY DINY TIY M NPINND NN MINNI JIP DY MIMDIdN

SPOYN NDIDN PTIA NINNN NN NDIDNNVY TN DY INDION DY

0NN NMIVA DYNIND TIVN MM NN DNPNRY 0NN MV DITOIN
PN NN TN NHPY ,0D2APN YA DN DMIAMN PN PN INNT PN IR
YWINIY ,INDI INRY IN INDI ,TIV ) NPINHD NN M0 PYPIPN NIV
MO P IN T PN IMN PHT IMNOWY THITDTY DD TN L9 I IN
2V NI NN TITYT IN N2 DY 5NN DNN MYV IXINT) OINK TIY
NNN TOON NDP DY TIT2 YD OXTOONN NIDP 0N MY NNIND ,(25% Dy

SNININRD TITTN IN NN MDION IN NN INNT T

TIPAS 88 PYDA NY NNN NITHIND
TIPAY 88 PYDA N3 NN NITHIND
TIPAY 91 YDA NT NN NITHIND

NN DN MNTY AN P2 ,Y8N 1 NDIDN DB NP PPPNY PIN PN DON9 L2011 X012 3 OPa
DN PINN PIINY DXNNA 2012 DXADIN MHWN HNN NNNX WA Y9 VNI MIANT DN SNPY NNNSN
,2016 TIWA 20% ,2015 MWA 21% ,2014 MIWA 22% ,2013 MW 23% ,2012 MWA 24% Sy TINY> MIINN

PINTHY wAINN DIV PINN PN TN 2017 NMHwA 18%
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7PN DN NN KD ,)D-1ND YN NPNA NOINN ORYIY DXTOIN NIVPD
%95 MPN2 DN NN DNV DD DI NNNHNI NNIP ,2N) MNPD
LONN PN NN NPNA NN NXIVND DO XD NN TVINT OX .PTD
DPYYN MPT 1272 INDN MXNDNM DTIPAY (T)91 PYD MIXNN I

SN NI P2 1IN IT-DY INTPN

TNPN NN NPV ,NDNIL INDNN IPNN DOYNIND TIVD MPNY DD
N TW DD, NMMNNN 30% 7Y (NPXNNN INKD) DNPON NYa NNV
IN) NPNA DN N7 HY INK NV DY NN YN PPN NN NYDIN

(7PN2 DN NN NV

DINDIN TIY MM NPINHD NN ONNT DY ONN NV IN 2w OO0
21N XD DY MINMNN INIWI DY YIAP HYONI PN PNNN NN OX ,NDNA2
PYDA WAPY ORNNA ,ONIYW 22N YA NPININID XIN NIVIN 1IN 2D
DN) DNN MNX MNXNN DN 5N 1WON NN NVAY NIPN .NTIPIY N8
0N 191 XY ,)19-10D NIND AVIN DY MAVIND NPTND ORI Pa (Nn»p
DXNIN D»PNNA IN 2WVIND NON2 12N IN ONPID PINN YT-DY NPna

DN

D2NN NN 12 TITDTH NIDIDN DY DINYYW DN NYY 2.7.2

YAVIN OXTNY YT DN DD 1N TP ,NIAND NN YNPNRY TIPDT
192N2 XMNN MMM DY NNV PN Y20 VLYNY ,20% DY NYWA - DRIW
IUN D NTPY DXVTIND 12-2 NWHD TN IN THTITN NDaAp TYINa
MAVIN MIIN YT TITT 2D DNN NV .25% 7PN PAD ONN NV
MDIONL PN TIPDTN NPNRY T292) 0% DY MYV 5935 M ORI
INY DN INHD IMPNRY TITTH INANY DRIVD NIND INNSIV IX PNV
DV YOI - O MNN NN HYIIIRY IN 2WIN YT ;(25% 1N DNN NV
MY XIN 2WIN 2D ORIV NPTH DMINN 1PDY ONN MINKD 1195 ,20%
12-2 YyNWOD TN X TDTN NYIAP TN 192N MDD NN Sya
;ORI DTN DMINN 1PDY ONN MININD 19D ,25% 1D MTPY DOWTIND

TIPAS 91 YDA NY NNN NITHIND
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TNNI YIP TN DY OONN ONN MNYYI DRNNA -N2MAN NNNXI 1P O
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NYINY NN MXNND PID 7PN NPNRI DNN DM NV IN 2N 12D

AMI2AYIN N1TN PIAD NIANN DY MIAVIND N1TN P2 NNIDIY DN D95

(2 NITD) IN MIPNND N2 NIDION DY DINYW DN NV 2.7.3

1YY 15% YW YW DN 21N N TN ,NTIPIY (MH125 Pyod ONNN2
P ONTIX (NTIPOY (6M)3 9P°¥D2 DNITIND DPPON NTNINN YW MIAID)
YWY NPONA NTINN PNV IN,TTNHD NTING NPNRY 1IN NN ONPHY

VTN TY TTRD DTN NPNRY IN TN NODY

:DYNIN OONINDN THN NN P2 ,0PPNNA DINY XD NNXD DNN WY
DIV NNV IN NTIPAY (1)2 YO 19D 7poyrn NoIdN NN NN (1)
9532 Yan RN (2) ;9NIRD DIV NN X PHN DY PNINIVN 19D
TWN MM IR NN MIPN DY DTHND OVYIAMN DD NIND
PN NN NNOWNN N92N XMINND NP DY XN TN (3) ;0 INDNN

DTIPAY 121 YOS ORNNA DY DN 2N WX DIPNI

AV DTN )2 92N DY 11NN MNT IN NN MOIDN DY HNN DNPN NYY
NYIAPA MON NTIPAY (2)9 PYD MXNNY DTXR 72 12N NIRY ORI
0N NV N ,NIANIY 1P 12D NTIPAD (D)3 PYD 1YY VYND ,INDION
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21% ,2013 DN MV 22% ,2012 ©NN MV 23% ,2011 ONN MV 24%)

¢ (2015 ©NN MWA 20% ,2014 DN MHVA

(2)9 PYO 19Y DHN ONVHN DM DN MNP 1 ,NNVI NINNY P
MINMNY 9199 ;710N 1122 MDT IN N2 NDIODN XA 0NN DNV ,NTIPAD
SV INPINN NMPNA 1INV 11D MNIT IN N 1272 NTIPY (N)3 PYD
TNPY DINY 112 DT IN DN NI1N NNHNI YIP DY MIMDION DY .INN

SPOYI NOIDN P2 INNN NN NDIDNNY TN DY INDION YY DN DNN

DNITIND) 1227 DY PN MDD WY DNN NYY D00 NNPND OXNNA
¥2)D 15% 17N TTAY DTN NINY 2IN NIVN DY NN (9730 npna
YOV DNN NPY .IDIN NN NNOWNN NI2N SMINND NN DY IORY TN
N72N2 XMNND NN HY2 PNV TN 12D NNNRD MM DY NPNRa MDD

95 4 9900 VN NI

DNITIND ,DMPON NTNRNN W MATD ,PT DI 19-Dy DNV DPNRY NTANN WINPT — I
APOHONTY NTIPAY (13)9 Pyoa
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121 Yo 195 »29H7N DIWN DNN NYYD DXRNNA MM NN DN NNOWNN
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NYTH NMINN JPDY DN 595 NYIND NNNXND MIRNND 9D ,5%¥0 NNIND
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('3 NITD) IND MIPMN 172 117D NIWON IIN 2.74
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TN MINDND OXNNAY NN J1PINN NYY 295 7PN ON NIINN NN
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TIND ,ANNMY DD, NHNDNN NITON 12X IXNMY DN YINND JPINN NYOY

YT

1770 NIANIN NIIDNI MADN (P2 NITO) 2IN MIVN NPAN 2.7.5

1197 NMYOYA ,MADN (2 NITO) 1IN MINNX TNYA NIANN P29IN 12 NIPNI
L2 D7) 23N MIPRY YaPIv (112%) TYN M) 1IN NMOWN NNYN
NN NN D2APD MIN-Dy DXONN MYID NITON NININ MY ,NIANN NN
YR (P2 NITO) 2INN MION 12X2 11NN 3T DY PN 0NN NN PRYY D
NNIND DMV PN MNY DX NOOPYNN DNDN 29D TAN 117 NV
MUVOIN NDIAP DY MIPNA .("I9PIWNN 199990 NWY!) PY 53D ,NITO
DY NYTON NIANIN INKRD VIR ININD ONXNNA ,AVYNN 1IN ,7ININD

.DX0NRN MY MXNM PAYN 299 ,NDN2N 112N MYSHND IN PIY NI
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DIV ,PPYNN TIRNI NIAND TN 2D IND DX P NITOD TN
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CHAPTER 3

The securities have not been registered with the U.S. Securities and Exchange Commission
(the "SEC"), and are not being offered in the United States or to U.S. persons.

3.1 General

” o non "o

In this prospectus, unless the context otherwise requires, “Orckit,” “us, our," “ours’

and the "Company" refer to Orckit Communications Ltd. and its subsidiaries.

we,

We prepare our financial statements in United States dollars and in accordance with generally
accepted accounting principles as applied in the United States, referred to as U.S. GAAP. In this
prospectus, unless otherwise specified or unless the context otherwise requires, al referencesto “$” or
“dollars’ areto U.S. dollars and all referencesto “NIS” areto New Israeli Shekels.

3.2 Summary Information Regar ding the Company

YOU SHOULD READ THE FOLLOWING SUMMARY TOGETHER WITH THE MORE
DETAILED INFORMATION REGARDING US AND THE SECURITIES BEING OFFERED
HEREBY, INCLUDING THE RISKS DISCUSSED UNDER THE HEADING “RISK FACTORS,”
SET FORTH IN OR INCORPORATED BY REFERENCE INTO THIS PROSPECTUS. YOU
SHOULD ALSO READ CAREFULLY THE HISTORICAL CONSOLIDATED FINANCIAL
STATEMENTS AND NOTES THERETO AND THE OTHER INFORMATION THAT IS
INCORPORATED BY REFERENCE INTO THIS PROSPECTUS, INCLUDING OUR (i) AUDITED
CONSOLIDATED FINANCIAL STATEMENTS FOR THE YEAR ENDED DECEMBER 31, 2010
THAT ARE ATTACHED TO OUR REPORT ON FORM 6-K FILED WITH THE SEC ON MARCH
3, 2011, TOGETHER WITH OUR OPERATING AND FINANCIAL REVIEW AND PROSPECTS
RELATED THERETO ATTACHED TO OUR REPORT ON FORM 6-K FILED WITH THE SEC
ON MARCH 10, 2011, AND (ii) ANNUAL REPORT ON FORM 20-F FOR THE YEAR ENDED
DECEMBER 31, 2009, FILED ON MARCH 11, 2010.

About Orckit CommunicationsLtd.

We develop, market and sell telecommunication transport equipment capable of supporting
the growing capacity demands for Ethernet services and high bandwidth video services, such as
HDTV, Internet Protocol television, or IPTV, and video on demand, or VOD, and interactive
television (together known also as “video services'), 2G, 3G, 4G mobile backhauling, as well as other
types of data services together with voice services on the same platform, whether transmitted over
wireline or cellular networks, in metropolitan networks. Our target customers are telecommunication
service providers active in metropolitan areas. Our metro products consist of our CM-100, which is
our first generation product line, and CM-4000, our second generation product line, as well as CM-
View, the corresponding network management system. The CM-4000 product together with the CM-
View is called Packet Transport Network (PTN).

Our product lines are designed to enable the provision and management of data, video and
voice transport services in an efficient manner that is expected to reduce the costs of transport service
providers. Supporting fiber-optic infrastructures, our products support a wide range of interfaces for
video, data and voice.

Our metropolitan product lines are optical transport solutions that are designed to handle not
only the growing demand for video and data services by telecommunication company customers and
small to medium size businesses, but also support most traditional voice services, in compliance with
the technical specifications required by existing synchronous voice transmission on optical media,
SONET or SDH. Our product lines are designed to provide the benefits of both Ethernet and SONET
(or SDH) protocols. The product lines are also designed to avoid integrating costly protocol-dependant
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mapping functionalities that are generally required in adapting SONET/SDH platforms to support data
traffic, aswell as the costs of adapting additional Ethernet platforms to handle packet-based traffic.

We focus on the needs of metropolitan area networks. Our solution provides a transmission
capacity of 10 or more Gigabits per second, or Gbps. The mgjority of metropolitan area networks are
currently operating at a transmission capacity of 10 Gbps or below because they were initialy
designed to address voice traffic and later upgraded to support high speed Internet service
connections. Penetration of content-based services such as IPTV with the transition from Standard
Definition (SD) to High Definition (HD) content, together with the migration from linear TV
(Broadcast/Muulticast) to Video on Demand (VoD) and growth of Over the Top (OTT) content and file
sharing over the Internet, are expected to drive the need for growth in network transmission capacity.

Our products have been deployed by leading telecommunication service providers such as
KDDI in Japan, Bharat Sanchar Nigam Limited (BSNL) in India, SK Broadband in Korea, and Media
Broadcast in Germany.

Orckit Communications Ltd. was incorporated in 1990 under the laws of the State of Isragl.
Our principal executive offices are located at 126 Yigal Allon Street, Tel-Aviv 67443 Israel and our
telephone number is (972) 3-696-2121. Our agent in the United States, Puglisi Associates, is located
at 850 Library Avenue, Suite 204, Newark, Delaware 19711.

33 Ratio of Earningsto Fixed Charges

Our ratio of earnings to fixed charges for the periods indicated below is provided in the table
below.

Period Ratio of earningsto fixed Deficiency of earningsin
charges relation to fixed charges
(in thousands of US$)

2006 141.65 N/A
2007 (2.85) (8,956)
2008 (6.14) (27,762)
2009 (6.06) (19,796)
2010 (6.69) (22,056)

Our ratio of earnings to fixed charges is calculated by dividing earnings by fixed charges.

“Earnings’ consist of (i) pretax income from continuing operations before adjustment for
minority interests in consolidated subsidiaries or income or loss from equity investees, and (ii) fixed
charges

“Fixed charges’ consist of (i) interest expenses, and (ii) amortized premiums, discounts and
capitalized expenses related to indebtedness.

34 Summary Terms of the Offer

[ESS U< Orckit Communications Ltd.

Securities Offered...................... Up to NIS 80,000,000 aggregate principal amount of Series
B Notes convertible into ordinary shares of the I ssuer,
referred to herein as the notes or the Series B Notes.

Denomination.............c.coveenn.n. The notes will beissued in NIS units, each in the principal
amount of NIS 1,000.
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Offering Price..........cccccoviiiiiinnin. Not less than 94% of the principal amount of the notes, or
NIS 940.

MaUMitY. ..o e December 31, 2017, unless earlier converted or redeemed.

Interest Rate........c..cooeiveiiiiieenn 8% per year.

Interest Payment Dates............... Interest on the notes is payable on June 30" and December

31% of each of the years 2011 through 2017 (inclusive)
commencing June 30, 2011.

Linkage.......c.ooveiiiiii i, The principal and interest will not be linked to the Israeli
Consumer Price Index, or CPI.

Collateral .......c.covvviiiiiie i, Not applicable.

Rating ......coovviiiii e, Not applicable.

CoNVersion........cooveeeiveienn.n. On any trading day until December 15, 2017, at the election
of the holder.

Conversion Price.........c..covvevnennn. NIS 10.00 per share.

Conversion Rate Adjustments...... The conversion rate may be adjusted upon the occurrence of
certain events. See Sections 2.11.3 and 2.11.4 of this
prospectus.

Trading.....oooeve v, We have applied to the TASE to list the notes for trading.

The ordinary shares issued upon conversion of the notes will
be listed on the TASE and the NASDAQ.

Useof Proceeds.........cccevvinnnnn, We currently intend to use the net proceeds from the sale of
these securities for working capital and other general
corporate purposes.

GoverningLaw...........ccooceveeiiennnn. Israeli law and courts.

Distributor............ccoooiiiiiin, Clal Finance Underwriting Ltd., Poalim IBl Managing and

Underwriting Ltd., Meitav Issuing and Finance Ltd.

TIUSEEE. ..ot e e Ziv Haft Trusts Company Ltd.

35 Forwar d-L ooking Statements

This prospectus (including the documents incorporated by reference) contains “forward-
looking statements” within the meaning of Section 27A of the Securities Act of 1933, or the Securities
Act, and Section 21E of the Securities Exchange Act of 1934, or the Exchange Act. These forward-
looking statements can generally be identified as such because the context of the statement will
include words such as “may,” “will,” “intends,” “plans,” “believes,” “anticipates,” “expects,”
“estimates,” “predicts,” “potential,” “continue,” or “opportunity,” the negative of these words or
words of similar import. Similarly, statements that describe our business outlook or future economic
performance, anticipated revenues, expenses or other financial items, introductions and advancements
in development of products, and plans and objectives related thereto, and statements concerning
assumptions made or expectations as to any future events, conditions, performance or other matters,
are aso forward-looking statements. Forward-looking statements are subject to risks, uncertainties
and other factors which could cause actual results to differ materially from those stated in such
statements. Factors that could cause or contribute to such differences include, but are not limited to,
those set forth under “Risk Factors’ in this prospectus as well as those discussed elsewhere in our
other filings with the Securities and Exchange Commission, or the SEC, incorporated by reference in
this prospectus.
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Our actual results of operations and execution of our business strategy could differ materially
from those expressed in, or implied by, the forward-looking statements. In addition, past financial
and/or operating performance is not necessarily a reliable indicator of future performance and you
should not use our historical performance to anticipate results or future period trends. We can give no
assurances that any of the events anticipated by the forward-looking statements will occur or, if any of
them do, what impact they will have on our results of operations and financial condition. In
evaluating our forward-looking statements, you should specifically consider the risks and uncertainties
discussed under “Risk Factors’ in this prospectus. Except as required by law, we undertake no
obligation to publicly revise our forward-looking statements to reflect events or circumstances that
arise after the date of this prospectus.

3.6 Selected Consolidated Financial Data

The following selected consolidated financial data as of December 31, 2008, 2009 and 2010
and for each of the years ended December 31, 2007, 2008, 2009 and 2010 are derived from our
audited consolidated financial statements incorporated by reference into this Annual Report, which
have been prepared in accordance with generally accepted accounting principles in the United States.
The selected consolidated financial data as of December 31, 2007 and for the year ended December
31, 2006 are derived from our audited consolidated financial statements not included in the audited
financial statements incorporated by reference into this prospectus.

YOU SHOULD READ THE FOLLOWING SELECTED CONSOLIDATED FINANCIAL
DATA IN CONJUNCTION WITH (i) OUR AUDITED CONSOLIDATED FINANCIAL
STATEMENTS FOR THE YEAR ENDED DECEMBER 31, 2010 THAT ARE ATTACHED TO
OUR REPORT ON FORM 6-K FILED WITH THE SEC ON MARCH 3, 2011, TOGETHER WITH
OUR OPERATING AND FINANCIAL REVIEW AND PROSPECTS RELATED THERETO
ATTACHED TO OUR REPORT ON FORM 6-K FILED WITH THE SEC ON MARCH 10, 2011,
(i) OUR ANNUAL REPORT ON FORM 20-F FOR THE YEAR ENDED DECEMBER 31, 2009
AND (iii) THE OTHER FINANCIAL INFORMATION INCORPORATED BY REFERENCE OR
APPEARING ELSEWHERE IN THIS PROSPECTUS.

Our consolidated financial statements were audited by Kesselman & Kesselman, a member of
PricewaterhouseCoopers International Limited. Our selected consolidated financial data are presented
in United States dollars and in accordance with generally accepted accounting principles as applied in
the United States, referred to as U.S. GAAP.



Statement of
Operations Data:
Revenues
Cost of revenues
Gross profit
Research and
development
expenses
Less grants
Research and
devel opment
expenses, net
Selling, general and
administrative
expenses
Operating income
(loss)
Financia income
(expenses), net
Gain from early
extinguishment of
notes
Income (expenses)
from valuation of
conversion
feature embedded
in convertible
notes
Other income
Net income (l0ss)
Net income (loss) per
share —basic
Net income (loss) per
share —diluted
Weighted average
number of
ordinary shares
outstanding-basic
Weighted average
number of
ordinary shares
outstanding-
diluted

2006

$63,648
30,219
33,429

17,418
1,864

15,554
16,017

1,858

3,346

$5,204
$0.34
$0.31

15,419

16,606
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Year Ended December 31,

2007

2008

$9,906  $17,256
4,826 9,606
5,080 7,650
22,612 24,925
2,454 2,066
20,158 22,859
16,902 19,164
(31,980) (34,373
2,172 (179)
3,480 2,265
14,231 -
(12,097)  (32,287)
$(0.76) $(1.97)
$(0.76) $(1.97)
15,911 16,386
15,911 16,386

(in thousands, except per share data)

2009 2010
$12,727  $14,631
8244 9340
4483 5201
15330 16,667
1722 2,569
13608 14,098
15,677 16,498
(24,802)  (25,305)
(362) (L1642
2,985 -
883 (28)

- 1624
(23062)  (25,351)
$(140)  $(1.33)
$(140)  $(1.33)
16483 19,024
16483 19,024
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As of December 31,

2006 2007 2008 2009 2010
Balance Sheet Data: (in thousands)
Cash, cash
equivalents,
bank deposits,
marketable and other
securities and long-
term investments $85,572 $101,233 $66,821 $47,343 $35,546
Working capital (1) 34,896 57,676 41,723 22,931 19,578
Total assets 99,357 111,014 82,189 56,357 53,257
Convertible
subordinated notes - 25,476 25,731 21,996 24,938
Share capital and
additional paid-in
capita (2) 328,964 332,377 336,048 337,774 356,373
Shareholders’ equity 76,863 67,408 36,761 17,464 11,252

@ Total current assets net of total current liabilities

2 Net of treasury shares

Exchange rate fluctuations and their effect on our business and operations are presented or
discussed in (i) our audited consolidated financial statements for the year ended December 31, 2010
that are attached to our report on Form 6-K filed with the SEC on March 3, 2011, together with our
operating and financial review and prospects related thereto attached to our report on Form 6-K filed
with the SEC on March 10, 2011, (ii) our annual report on Form 20-F under “Item 5 - Operating and
Financial Review and Prospects’ and (iii) in Section 3.7 below under “Risk Factors-- We face foreign
exchange currency risks’.
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3.7 Risk Factors

We have made some statements in this prospectus about our future activities that may or may
not come true. Factors, over which we have no or limited control, may affect our actual performance
and results of operations and may cause them to be different from what we present to you in this
prospectus.

Our statements in this prospectus are accurate to the best of our knowledge and belief as of
the date this document is filed with the Israel Securities Authority. We take no responsibility to
publicly update or revise such statements.

The following is a list of the material risk factors that affect our business and our results of
operations. We cannot predict nor can we assess the impact, if any, of such risk factors on our
business or the extent which any factor, or a combination of factors, may cause actual results to differ
materially from those projected in any forward-looking statement. In addition, we do not undertake
any obligation to update any forward-looking statements, whether as a result of new information,
further events, or otherwise.

Before you invest in our securities, you should carefully consider the risks involved. In
addition, we may include additional risk factors in a prospectus supplement to the extent there are
additional risks related to the securities offered by that prospectus supplement. Accordingly, you
should carefully consider the following factors, other information in this prospectus or in the
documents incorporated by reference and any additional risk factors included in the relevant
prospectus supplement:

Risks Relating to Our Businessand Industry

We have a history of substantial losses. We may experience additional losses in the
future.

We have incurred significant research and development expenses addressing the development
of the metro CM-100 and CM-4000 products, both telecommunication equipment products addressing
high transmission of data for the metropolitan area. We began to recognize revenues from sales of
CM-100 products in 2004 and from sales of CM-4000 products in 2008. We were able to generate
both operating income and net income from sales of CM-100 for the first time in 2005, as well asin
2006, athough at much lower levels than in 2005, as a result of the receipt of significant revenues
from KDDI a Japanese telecommunication carrier. We incurred operating losses of approximately $34
million in 2008, $25 million in 2009 and $25 million in 2010 due to a significant decrease in revenues.
We also incurred significant net losses in each of those periods. We cannot be sure that we will be able
to return to profitability.

Recent and future economic conditions, including turmoil in the financial and credit
markets, may adver sely affect our business.

The current economic and credit environment is having a significant negative impact on
business around the world. The impact of these conditions on the technology industry and our major
customers has been quite severe. Conditions may continue to be depressed or may be subject to
further deterioration which could lead to a further reduction in consumer and customer spending
overall, which could have an adverse impact on sales of our products. A disruption in the ability of
our significant customers to access liquidity could cause serious disruptions or an overall deterioration
of their businesses which could lead to a significant reduction in their orders of our products and the
inability or failure on their part to meet their payment obligations to us, any of which could have a
material adverse effect on our results of operations and liquidity. In addition, any disruption in the
ability of customers to access liquidity could lead customers to request longer payment terms from us
or long-term financing of their purchases from us. If we are unable to grant extended payment terms
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when requested by customers, our sales could decrease. Granting extended payment terms or a
significant adverse change in a customer’s financial and/or credit position would have an immediate
negative effect on our cash balances, and could require us to assume greater credit risk relating to that
customer’ s receivables or limit our ability to collect receivables related to purchases by that customer.
As a result, we may have to defer recognition of revenues, our reserves for doubtful accounts and
write-offs of accounts receivable may increase and our losses may increase.

We depend on sales to a limited number of significant customers. The loss of a
significant customer, or a decrease in purchases by a significant customer, could have a material
adver se effect on our results of operations.

Our revenues from 2004 through 2007 were dependent on sales of one product line, the CM-
100, to KDDI, a Japanese telecommunication carrier, which remained a significant customer in 2008,
2009 and 2010. Approximately 45.5% of our revenues in 2008, 44.0% of our revenues in 2009 and
23.1% of our revenues in 2010 were derived from sales of CM-100 metro products and services to
KDDI. We do not know for how long a period of time KDDI will continue to purchase products from
us, nor do we have any control or influence over the purchasing decisions of KDDI, including the
quantities and timing of the deployment of the CM-100 product line in its network. KDDI purchased
the CM-100 for initial coverage deployment in its metropolitan area network and began significant
deployment in late 2004, continuing through 2005. KDDI’ s deployments of the CM-100 decreased in
2006 through 2010. Deployments and revenues from KDDI for 2011 may be insignificant. In 2007, we
introduced the CM-4000, a metro product with additional features and capabilities. KDDI has not
made purchases of this product and we do not know if KDDI will choose to make purchases of our
CM-4000 product line.

In 2008, our products were selected by Media Broadcast GmbH as a network infrastructure
building block for network solutions deployed by Deutsche Telekom’s wholesale business unit, and
leased to a leading cable operator in Germany. Media Broadcast, which was a subsidiary of Deutsche
Telekom, began purchasing and deploying our products in 2008, becoming our second largest
customer in 2008. Approximately 44.1% of our revenues in 2008 were derived from sales of metro
products to Media Broadcast. Sales to Media Broadcast decreased significantly thereafter and
constituted 13.6% of our revenues in 2009 and 6.6% of our revenues in 2010. There can be no
assurance that the cable operator in Germany will continue to outsource the expansion of its network
through Deutsche Telekom’'s wholesale business unit. Deutsche Telekom sold Media Broadcast to
Telediffusion de France in 2008. As a result, even if the cable operator outsources the expansion of its
network through Deutsche Telekom'’s wholesale business unit, there is no assurance that Deutsche
Telekom will purchase products from Media Broadcast. Further, the cable operator is considering
building its own network structure. If the cable operator decides to build its own network structure, our
salesto Media Broadcast may be significantly reduced or even eliminated.

In 2008, our products were selected by Korea s Hanaro Telecom (now called SK Broadband)
as their main network infrastructure building block for their premium IPTV services. SK Broadband,
which began purchasing our CM-100 products in 2008, was our second largest customer in 2009.
Sales to SK Broadband represented 22.9% of our revenues in 2009. Sales to SK Broadband decreased
significantly in 2010 and constituted 1.7% of our revenues in 2010. We cannot be sure that SK
Broadband will continue to purchase our CM-100 products to the same extent, if at all.

In 2009, our CM-4000 products were selected by Bharat Sanchar Nigam Limited (BSNL) in
India as part of a nationwide, next generation broadband, triple play network based on gigabit passive
optical network (GPON) and carrier ethernet technologies. In 2010, after receipt of arequired approval
from TSEC in India, a condition for making sales to BSNL, we started to recognize revenues from
sales to BSNL. We recognized approximately $5.9 million of revenues in 2010 from prior shipments
of our products to BSNL, which represented 40% of our revenues in 2010. We cannot be sure of the
amount and timing of revenues from BSNL in the future.
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We expect to depend on sales of our CM product lines to a limited number of customers for
the substantial majority of our revenues in 2011 and beyond. Demand for CM products from our
customers will likely be derived from growth in the number of subscribers for services offered by
them, both for wireline and wireless subscribers. There can be no assurance that our customers will be
successful in offering new services or securing additional subscribers. Sales to our customers are
dependent on their success in offering new services and securing additional subscribers. Even if
successful, there is no assurance that our customers, including KDDI, BSNL, SK Broadband and
Media Broadcast, will continue to purchase our products or that they will not choose another vendor.
Our revenues from KDDI declined in 2008, 2009 and 2010. This materialy adversely affected our
results of operations. The loss of KDDI, BSNL, SK Broadband or Media Broadcast as a customer, or a
significant decrease in revenues from one of them, would have a material adverse effect on our results
of operations.

We need to make sales to additional customers and to develop additional products in
order to become profitable.

We need to make sales to additional customers and to develop additional products in order to
become profitable. Since 2004, aimost all of our revenues have been derived from our CM-100
product line to a very limited number of customers. In 2008, we added a second generation product
line, the CM-4000, which has started to be commercially deployed and accounted for the majority of
our revenues in 2010. We cannot be sure that we will be able to make significant sales of any of our
products. There is no specific obligation on any customer to purchase products from us. Thus, we
cannot be sure of the amount of our products that will be purchased as a result of selections of our
products by new customers, or the period of time over which our products may be purchased by any
customers.

Werequireasignificant amount of cash to fund our operating activities.

We used cash in our operating activities in the amount of $33.4 million in 2008, $20.0 million
in 2009 and $31.2 million in 2010. In 2011, we expect to continue to use a significant amount of cash
in our operating activities. If we are not able to generate cash from our operations in future periods, we
may need to obtain additional financing. We might not be able to secure additional funding, which
could result in a significant reduction in our expenditures for research and development and for sales
and marketing.

We may need additional financing to operate or grow our business.

We may need to raise additional capital to operate our business or continue our longer term
expansion plans. The substantial cash required to fund our operating activities could impede our
ability to fund our operations and to invest in our business. In order to operate or grow our business,
we may need to raise equity or debt funds through additional public or private financing or through
arrangements with strategic partners to the extent that we cannot fund our activities through our
existing cash resources and any cash we may generate from operations. We did not generate cash from
operations during 2006, 2007, 2008, 2009 or 2010. We may not be able to obtain additional financing
on acceptable terms or at all. This could inhibit our ability to operate or grow our business or cause us
to reduce our expenditures for research and development and for sales and marketing, which could
adversely affect our results of operations and our ability to grow.

We depend on third party distributors, mainly in Japan, Korea, India and Germany for
the sale of our products. If these distributors do not succeed in selling our products, or if weare
not ableto maintain our relationship with them, our results of operationswill suffer.

Our sales of products to KDDI are made through OKI Electric Industry Co., Ltd., our sales of
products to SK Broadband are made through Global Telecom, our sales of products to BSNL are made
through ITI Ltd. and Alphion Corporation, as well as an additional OEM channel, and our sales in
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Germany are made through Media Broadcast GmbH. We are dependent on the marketing and sales
efforts of our distributors to convince customers or end-users to purchase our products and to provide
local support services. If adistributor terminates or adversely changes its relationship with us, we may
be unsuccessful in replacing it. The loss of a distributor could impair our ability to sell our products
and materially adversely affect our results of operations.

The purchasing patterns in the markets we address will likely result in our revenues
being highly volatile.

Sales of our product lines are dependent on the capital equipment expenditure budgets of
telecommunication carriers for metro network equipment. The purchasing patterns of
telecommunication carriers for this type of expansion project are subject to high volatility. Uncertainty
with respect to consumer spending as a result of weak economic conditions could cause our customers
to delay the placing of orders and slow the pace of reorders. We have experienced a concentrated and
inconsistent pattern of purchasing by KDDI in Japan. We have limited experience with respect to the
purchasing patterns of SK Broadband, BSNL and Media Broadcast While product selections and
subsequent deliveries may last several years, the purchasing pattern during the deployment period is
highly uncertain and, accordingly, our revenues are likely to be subject to high volatility.

A substantial amount of our shipments are currently in India. We have limited
experience in selling and servicing metro products in India. This lack of experience could
materially adversely impact our results of operations.

In 2008, a substantial portion of our shipments was to Germany. In 2009, a substantial portion
of our shipments was to Korea, and, in late 2009, we began to make shipments of our metro products
to India. Telecommunication equipment sales in these countries are subject to high quality and strict
delivery requirements. We have limited experience in making sales of metro products into these
markets and could face business requirements for quality, delivery, service and support that we may
not meet. Failure to meet these requirements could have a material adverse effect on our results of
operations.

Successful introduction of service applications by telecommunication carriers that are
expected to drive demand for our metro products could be delayed or slow to emerge.

Service applications that drive the demand for our metro telecommunication products are
related to the offering of data services and video services, such as video-on-demand, HDTV and
Internet TV, as well as other media services by telecommunication carriers over data networks. These
types of services require very high bandwidth for packet-based transmissions and, as a result, require
an upgrade of metropolitan, or metro, network equipment and access equipment. The availability of
these services has begun to emerge in Asia, the United States and parts of Europe, but is till limited in
the breadth of services offered as well as in the number of subscribers. The launch of these services
requires significant capital investment in equipment by telecommunication carriers in the access and
metro networks for a range of products, as well as for content packages to be provided by the
telecommunication carriers. Delays in the launch of these services or slow subscriber additions to
these services will have an adverse effect on the demand for our metro products. If the growth of these
services continues to be limited, we will be required to invest additional resources and use more cash
in our research and development, as well as in marketing efforts, in an effort to attain and maintain a
competitive position in these markets before we can benefit from commercia selection and revenues
from our products. Telecommunication carriers could select solutions offered by our competitors to
provide video services. Thus, even if the demand for video services increases, we cannot be sure that
this increased demand will result in increased sales of our products.

A slowdown in capital expenditures by telecommunication service providers had a
material adver se effect on our results of operationsin the past and may again in the future.
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The global economic deterioration and economic uncertainty that began in 2008 has resulted
in a curtailment of capital investment by telecommunication carriers and service providers.
Consolidation of telecommunication carriers in the United States has led carriers to purchase from
fewer telecommunication equipment vendors. We are currently experiencing a slow capital investment
environment in some regions, which is likely to have a negative effect on the demand for new
technologies and new types of equipment. This could significantly limit our ability to sell our
products. A continued industry downturn could increase our inventories, decrease our revenues, result
in additional pressure on the price of our products and prolong the time until we are paid, each of
which could have a material adverse effect on our results of operations.

We plan to continue to invest substantial capital and other resourcesin the development,
sales and mar keting of new telecommunication equipment.

We intend to incur substantial expenses in the development of telecommunication solutions
capable of supporting high bandwidth services in telecommunication networks located in metropolitan
areas. Most of our research and development and other operating expenses in 2008, 2009 and 2010
were related to our CM-4000 products and we expect the CM-4000 to continue to constitute a
significant part of our efforts in 2011 as well. In 2010, we increased expenses in research and
development primarily in order to meet market demands. We also increased our sales and marketing
expenses as a result of establishing a presence in new countries. These expenditures could reduce our
cash balances. Thereis no assurance that these investments will result in increased revenues.

Our future growth will depend upon requirements by our customers and potential
customers to develop new products and features and whether we have sufficient resources to
meet these requirements.

In order to win new orders from our current customers and receive orders from new
customers, we are required from time to time to develop new products and product features. These
development projects require us to expend significant time and resources. We may not have sufficient
resources to develop al the products and features required by our customers and prospective
customers, which would entail recruiting and training new employees and other associated costs. Even
if we have sufficient resources, our organization may not have the ability to recruit, train and manage a
higher number of employees. These development projects could reduce our cash balances, strain our
relationships with our customers and prevent us from acquiring new customers.

Our future growth will depend upon the acceptance of the technologies developed by us
and the development of marketsfor our products.

The markets for our products are dependent on carrier Ethernet, multi protocol |abel
switching, or MPLS, MPLS-TP, pseudo wire emulation, or PWE, and a range of other emerging
technologies. These technologies address migration of synchronous transmission protocols to a
metropolitan area Ethernet network that is not limited to synchronous transmission protocols and
operates at 10 Gbps and higher rates. We believe that these technologies will support the upgrade of
existing metro networks on a cost efficient basis in order to provide packet transmission addressing
high numbers of subscribers and multiple services at significantly higher transmission. The markets
for our products are also dependent on the need to support legacy services and new data services over
asingle, unified metro network.

The market for products based on carrier Ethernet, MPLS, MPLSTP, PWE and
synchronization technologies in the metropolitan area may not fully develop, whether as a result of
competition, adoption of alternative technologies or changes in technologies. Our future success
depends on the acceptance of our products and technologies and the purchase of high-transmission
services by the customers of telecommunication companies. We have no control over the devel opment
of these target markets. Even if our technologies are accepted, relationships with providers of
telecommunication services must be developed in order to be successful. Furthermore, competing
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technologies in the targeted areas may be utilized in the majority of these target markets. This would
leave us with a small market to address.

We may not be able to keep pace with emerging industry standards for products we are
developing. This could make these products mor e costly or unacceptable to potential customers.

Industry-wide standards for MPLS, MPLS-TP, PWE and synchronization, as well as various
aspects of the standards applicable to Ethernet, continue to be enhanced. We design our products to
support these standards and evaluate new requirements as they are proposed by industry working
groups. The adoption of standards different from those currently used by us could result in our having
to incur additional time and expense in order for our products to comply with these standards.
Standards may be adopted by various industry groups or may be proprietary and nonethel ess accepted
broadly in the industry. The failure to support evolving standards could limit acceptance of our
products. Since these products will be integrated into networks consisting of elements manufactured
by various companies, they must support a number of current and future industry standards and
practices. It may take us a significant amount of time to develop and design products incorporating
these new standards. We may also have to pay licensing fees to the devel opers of the technologies that
constitute newly adopted standards. This would increase our expenses and could adversely affect our
results of operations.

Because telecommunication companies must obtain in-house and regulatory approvals
before they can order our products, expected sales of our products to new customers or new
products to existing customers are likely to be subject to a long sales cycle, which may harm our
business.

Before telecommunication companies can purchase our products, these products must undergo
a lengthy approval process. Evaluations and modifications of our products to meet customers
requirements are likely to take several years prior to commercial selection. Accordingly, we are
required to submit enhanced versions of products undergoing the approva process and products in
development for approval.

The following factors, among others, affect the length of the approval process:

e the time required for telecommunication companies to determine and publish
specifications;

¢ thetechnological priorities and budgets of telecommunication companies;
e product acceptance tests; and
¢ theregulatory requirements applicable to telephone companies.

Delays in the product approval process could seriously harm our business and results of
operation.

Because of rapid technological and other changes in the market for telecommunication
products, we must continually develop and market new products and product enhancements
while reducing production costs.

The market for our products is characterized by:

e rapid technological change;

o frequent product introductions and enhancements;
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e evolving industry standards;
e changesin end-user requirements; and
e changesin services offered by telecommunication companies.

Technologies or standards applicable to our products could become obsolete or fail to gain
widespread, commercial acceptance, resulting in losses and inventory write-offs. Rapid technological
change and evolving technological standards are resulting in relatively short life cycles for our
products. Short life cycles for our products could cause decreases in product prices at the end of the
product life cycle, inventory write-offs and a lower rate of return on our research and devel opment
expenditures. We may not be able to respond effectively to technological changes or new product
introductions by others or successfully develop or market new products.

We may accumulate excess or obsolete inventory that could result in unanticipated price
reductionsor write downs and adver sely affect our results of operations.

Telecommunication companies typically require prompt delivery of products. Sales are
typically shipped within a period of up to three months from the date we receive a purchase order. As
aresult, we may be required to maintain or have available sufficient inventory levels or make advance
long lead-time component orders to satisfy anticipated demand on a timely basis. Rapid technological
change, evolving industry standards or shifts in demand can also result in shorter life cycles for our
inventory. In particular, our newer CM-4000 product has resulted in a reduction in the demand for our
CM-100 product and faster obsolescence of related inventory. Certain components of the CM-4000
product could become obsolete if these components are not included in the specifications for products
ordered from us. This increases the risk of decreases in selling prices, inventory obsolescence and
associated write-offs, all of which could adversely affect our results of operations.

The market for our telecommunication products is intensely competitive. Because
substantially all of our competitors have much greater resources than we have, it may be
difficult for usto effect commercial salesor to achieve operating profitability.

The market for our products is intensely competitive, and we expect competition to increase in
the future. Many of our current and potential competitors are large and established companies and
have better name recognition and greater financial, technical, manufacturing, marketing and personnel
resources than we. Consolidation has increased the size and scope of a number of our competitors.
Any of these competitive factors could make it more difficult for us to attract and retain customers,
cause us to lower our prices in order to compete and reduce our market share and revenues, any of
which could have a material adverse effect on our financial condition and results of operations. The
expansion of research and design facilities in China and India, where engineering costs are
significantly lower compared to the United States, Western Europe or Israel, has increased and could
further increase competition and price pressure for our products. In addition, manufacturers of
telecommunication equipment in China are attempting to leverage their success in supplying
telecommunication equipment to local carriers in Asia and market and sell their products outside
China

The competitors in our markets are numerous and we expect competition to increase in the
future. The principal competitors for our products include Alcatel-Lucent, Brocade, Ciena, Cisco
Systems, Inc., ECI Telecom Ltd., Ericsson, Extreme Networks, Inc., Fujitsu, Hitachi, Huwaei, Juniper
Networks, NEC, Nokia-Siemens Networks, Tellabs and UT Starcom.

Government regulation of telecommunication companies could adversely affect the
demand for our products.

Telecommunication regulatory policies affecting the availability of telephone companies
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services, and other terms on which telephone companies conduct their business, may impede the
market penetration of our metro products. For example, our CM-100 and CM-4000 product lines
address high bandwidth packets, and are dependent on new service offerings, such as video services,
which require regulatory approvals for introduction by telecommunication carriers, including for the
scope of content, service packages and tariffs. Telecommunication companies in markets in other
countries in which we may attempt to sell our products are also subject to evolving governmental
regulation or state monopolies. Changes in laws or regulations in Japan, the United States, Korea,
India, Latin America, Germany, the rest of Europe or elsewhere could materially adversely affect our
ability, and the ability of our customers, to deploy our products.

Because we currently use one subcontractor to manufacture and assemble our products,
sour ce components and provide other services, and some of our suppliers are sole suppliers, our
business could suffer if we cannot retain or replace our sole subcontractor or a sole supplier.

We currently use one subcontractor for product assembly, component sourcing, inventory
warehousing, testing and shipment. As a result, we are highly dependent on this subcontractor. In
addition, some of the components used in our products are purchased, by us or by our subcontractor,
from suppliers that are the sole source of such components.

We have not entered into multi-year agreements with assurances of supply with any of our
suppliers or subcontractor. Our reliance on third-party suppliers and subcontractor involves several
risks, including:

o the potential absence of adequate capacity if we are able to sell a significant amount of
our products;

e theunavailability of, or interruption in access to, certain process technologies,

e reduced control over product quality, delivery, schedules, manufacturing yields and
costs; and

e higher per unit prices we could be charged for the manufacturing services we purchase
based on the amount of services purchased.

Shortages of raw materials or production capacity constraints at our suppliers or subcontractor
could negatively affect our ability to meet product delivery obligations and result in increased costs for
affected products that we may not be able to recover. Use of a subcontractor also involves the risk of
reduced control over product quality, delivery schedules and manufacturing yields, as well as limited
negotiating power to reduce costs.

In order to have an adequate supply of components with along lead-time for delivery, we may
order significant quantities of components in advance of receiving a purchase order from a customer.
A shortage in the supply of key semiconductor and other components could affect our ability to
manufacture and deliver our products and result in lower revenues. We may be unable to find
aternative sources in atimely manner, if at al, if our major subcontractor were unwilling or unable to
provide us with key components.

In addition, supply from single source suppliers limits our ability to purchase components at
competitive prices and could require us to maintain higher inventory levels. This could increase our
need for working capital and could increase the risk of an inventory write-off. In addition, unless we
can significantly increase our sales above 2010 levels, we may be charged higher per unit prices for
the manufacturing services we purchase. In addition, we may a so be charged higher per unit prices for
certain components whose costs are unit sensitive. This would adversely affect our gross profit
margins and results of operations. If we cannot obtain sufficient manufacturing services or key
components as required, or develop alternative sources if and as required in the future, product
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shipments may be delayed or reduced. This could adversely affect our end-user relationships, business
and results of operations.

We are subject to regulations that require us to use components based on
environmentally friendly materials. Compliance with these regulations has increased our costs
and is expected to continue to increase our costs. Failureto comply with these regulations could
materially adversely affect our results of operations.

We are subject to telecommunication industry regulations requiring the use of
environmentally-friendly materials in telecommunication equipment. For example, pursuant to a
European Union directive, known as the “RoHs5 regulations,” telecommunication equipment suppliers
were required to stop using specified materials that are not “environmentally friendly” (as defined in
the relevant directive) by July 1, 2006 and to eliminate lead solders from their products by 2010 (the
“RoHs6 regulations’). Although we believe that we are in compliance with the RoHs5 and RoHs6
regulations, the tests for compliance with these regulations are limited in their ability to fully ensure
compliance. If in spite of the tests performed, if we are not in compliance with these regulations, it
could harm our ability to sell our products in Europe and in any other countries that may adopt these
regulations. In addition, we have not tested all of our products for RoHs compliance. We have relied
on the results for products tested in deciding not to test all of our products. If untested products are
determined not to comply with these regulations, it could harm our ability to sell our products.

Compliance with these regulations, especially with respect to the requirement that products be
lead free, as well as additional regulations that are likely to apply in the future, requires us to
undertake significant expense with respect to the re-design of our products. This could also result in
part or al of our inventory becoming obsolete. We may also be required to pay higher prices for
components that comply with these regulations. In addition, such regulations could reduce our
production yield and decrease our gross margin. We may not be able to pass these higher component
costs and the cost of the decrease in production yield on to our customers. We cannot at this point
estimate the expense that will be required to redesign our products in order to include
“environmentally friendly” components. We cannot be sure that we will be able to comply with such
regulations, that we will be able to comply on a cost effective basis or that a sufficient supply of
compliant components will be available to us. Compliance with such regulations has increased our
product design costs and could continue to increase these costs.

Our inability or failure to comply with these regulations could have a material adverse effect
on our results of operations.

We could incur substantial costsif customers assert warranty claims or request product
recalls.

Any significant product returns or claims under our warranty or post-contract hardware and
software support services, or PCS, could have a material adverse effect on our business and results of
operations. We offer complex products that have in the past and may in the future contain errors,
defects or failures when introduced or as new versions are released. If we deliver products with
defects, errors or bugs or if we undergo a product recall as a result of errors or failures, market
acceptance of our products could be lost or delayed and we could be the subject of substantial negative
publicity. This could have a material adverse effect on our business and results of operations. We
commenced commercia sales of our metro product in 2004. While to date we have not incurred
warranty expenses that exceeded our estimates, we could incur a higher level of warranty expense
claims at any time compared to our prior experience. We have agreed to indemnify our customers in
some circumstances against liability from defects in the products sold by us and expect to continue to
provide a similar indemnity in connection with future sales. In some cases, our indemnity also covers
indirect damages. Product liability claims could seriously harm our business, financial condition and
results of operations.
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As a result of our issuance of convertible notes in March 2007, we have a significant
amount of debt denominated in New Israeli Shekels and we may have insufficient cash flow to
satisfy our debt service obligations. In addition, the amount of our debt could impede our
operations and flexibility.

In March 2007, we issued NIS-denominated convertible notes in the aggregate principal
amount of approximately $25.8 million (based on the U.S. Dollar/New Israeli Shekel (“NIS’)
exchange rate at that time), which bear interest at the rate of 6% per year. The convertible notes
mature in March 2017 and are linked to the Israeli CPI but are subject to the right of each holder to
request early repayment in March 2012 at a price equal to 100% of the principal amount of such
holder's notes. In the first quarter of 2009, we paid $3.0 million to repurchase approximately 25% of
the then principal amount of the outstanding convertible notes. As of December 31, 2010, the net
indexed principal amount outstanding under the convertible notes was approximately $26.2 million
(based on the U.S. Dollar/New Israeli Shekel exchange rate at December 31, 2010). If the value of the
NIS compared to the U.S. dollar continues to increase, the U.S. dollar value of the principal amount of
the convertible notes will also continue to increase. We may be unable to repay these notes when due.

The notes are convertible at the election of each holder into our ordinary shares at the
conversion price of NIS 63.00 (approximately $17.39, based on the U.S. Dollar/NIS exchange rate at
February 28, 2011) per share, subject to adjustment for customary events.

If we are unable to generate sufficient cash flows or otherwise obtain funds necessary to make
required payments on the notes, we will be in default under the trust agreement governing the notes
which could, in turn, cause defaults under our other existing or future indebtedness.

Even if we are able to meet our payment obligations on the notes, the amount of debt we have
incurred could adversely affect usin a number of ways, including by:

e limiting our ability to obtain additional financing;
e limiting our flexibility in planning for, or reacting to, changesin our business;

e placing us at a competitive disadvantage as compared to our competitors who have
less or no debt;

e making us more vulnerable to the downturn in our business and the economy
generally;

e requiring us to apply a substantial portion of our cash towards payments on our debt,
instead of using those funds for other purposes, such as working capital or capital
expenditures; and

e harming our financial condition and results of operations.

We are subject to international businessrisks.

We sell our CM-100 and CM-4000 products internationally, mainly in Japan, Korea, India and
Europe, and we are marketing our products primarily in Asia, Latin America, Europe and the United
States. Expansion of our international business requires significant management attention and financial
resources. Our international sales and operations are subject to numerous risks inherent in international
business activities, including:

e compliance with foreign laws and regulations;

e staffing and managing foreign operations;



-3-17-

e import or currency control restrictions;

e burdensthat may beimposed by tariffs and other trade barriers;
e Jocal and international taxation;

e increased risk of collections;

e transportation delays; and

e seasond reduction of business activities; and

e political and economic factors, as well as natural disasters, in the applicable foreign
countries may adversely affect our customers and potential customers located there.

These factors, as well as different technical standards or product requirements for our systems
in different markets, may limit our ability to penetrate foreign markets.

The recent earthquake, tsunamis, nuclear crisis, and other collateral events, in Japan
may adversely affect the demand for our products and services in the Japanese market, which
may cause a decline in revenues and negatively affect our operating results.

We have an office in Tokyo, Japan and generate revenue from the sale of our products and
maintenance servicesin Japan. Approximately 45.5% of our revenues in 2008, 44.0% of our revenues
in 2009 and 23.1% of our revenues in 2010 were derived from sales of CM-100 metro products and
services to KDDI, our main customer in Japan.

The recent earthquake, tsunamis and nuclear crisis in Japan, and other collateral events,
including, among others, the catastrophic loss of lives, businesses and infrastructure, releases of
radioactive material from damaged nuclear reactors, electricity shortages and delays in transportation,
may affect our employees and customers in Japan. If products that we have sold to customers in Japan
have been destroyed, our customers will not require maintenance services from us and may purchase
replacement products from our competitors, if at al. In addition, a decline in the overall economy in
Japan may cause our customers and potential customers in Japan to reduce or delay spending on
communications infrastructure products like ours. As aresult, these events could cause a declinein our
revenue in Japan and our results of operations could be materially and adversely affected.

We depend on a limited number of key personnel who would be difficult to replace. If
we lose the service of these individuals, our business could be har med.

Our growth and future success largely depends on the managerial and technical skills of
members of senior management. If any of them is unable or unwilling to continue with us, our
business could be harmed and our results of operations could be materially and adversely affected.

We have experienced periods of growth and consolidation of our business. If we cannot
adequately manage our business, our results of operationswill suffer.

We have experienced both growth and consolidation in our operations from sales of our metro
products. In November 2008, in order to decrease our expenses, we substantially decreased our
employee head count. Beginning in late 2009, we increased our research and development and sales
and marketing expenses primarily as a result of the hiring of new employees. Future growth or
consolidation may place a significant strain on our managerial, operational and financial resources.

We cannot be sure that we have made adequate allowances for the costs and risks associated
with possible expansion and consolidation of our business, or that our systems, procedures and
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managerial controls will be adequate to support our operations. Any delay in implementing, or
transitioning to, new or enhanced systems, procedures or controls may adversely affect our ability to
manage our product inventory and record and report financial and management information on a
timely and accurate basis. We believe that significant growth may require us to hire additional
engineering, technical support, sales, administrative and operational personnel. Competition for
qualified personnel can be intense in the areas where we operate. The process of locating, training and
successfully integrating qualified personnel into our operations can be lengthy and expensive. If we
are unable to successfully manage our expansion, we may not succeed in expanding our business, our
expenses may increase and our results of operations may be adversely affected.

Our proprietary technology is difficult to protect and unauthorized use of our
proprietary technology by third parties may impair our ability to compete effectively.

We may not be able to prevent the misappropriation of our technology, and our competitors
may independently devel op technologies that are substantially equivalent or superior to ours. We have
filed U.S. and international patent applications covering certain of our technologies. To protect our
unpatented proprietary know-how, we rely on technical leadership, trade secrets and confidentiality
and non-disclosure agreements. These agreements and measures may not adequately protect our
technology and it may be possible for athird party to copy or otherwise obtain and use our technology
without our authorization or to develop similar technology.

Thereisarisk that we may violate the proprietary rights of others.

We are subject to the risk of adverse claims and litigation alleging infringement of the
intellectual property rights of other companies. Many participants in the telecommunication industry
have an increasing number of patents and patent applications and have frequently commenced
litigation based on aleged infringement. We indemnify our customers with respect to infringement of
third party proprietary rights by our products. Third parties may assert infringement claims in the
future and these claims may require us to enter into license arrangements or result in costly litigation,
regardless of the merits of these claims. Licensing may be unavailable or may not be obtainable on
commercially reasonable terms.

We face foreign exchange currency risks.

We operate in a number of territories and typicaly our prices are determined in local
currencies of the countries in which we operate. The main currencies of the countries in which we
operate are the U.S. dollar, Japanese Yen (“Yen”), NIS and Euro. A major part of our expenses will be
denominated in U.S. dollars and in NIS. In particular, we are obligated to pay interest on, and to repay
the principal of, our convertible notes in NIS. The majority of our salaries is also paid in NIS. We
currently do not use hedge instruments. We are likely to face risks from fluctuationsin the value of the
Yen, NIS, Euro and the Rupee compared to the U.S. dollar, our functional currency in our financial
statements. In 2008, the value of the U.S. dollar decreased against the Y en, and since our sales prices
to KDDI were determined in Y en, based on currency exchange rates that prevailed in prior years, this
caused us to recognize higher dollar revenues and gross profit in our financial statements in those
years. In 2009, the value of the U.S. dollar insignificantly increased against the Yen, while in 2010,
the value of the U.S. dollar once again significantly decreased against the Yen. In 2008, the value of
the U.S. dollar increased against the Euro, which caused us to recognize lower dollar revenues and
gross profit in our financial statements for Euro linked prices. In 2009, the value of the U.S. dollar
decreased dightly against the Euro, while in 2010, the value of the U.S. dollar once again increased
dlightly against the Euro. An increase in the value of the U.S. dollar against the Yen and Euro in the
future would cause a decrease in our revenues and gross profit derived from sales denominated in Yen
or Euro. In 2008, 2009 and 2010, the value of the U.S. dollar decreased against the NIS, which caused
us to recognize higher dollar expenses (mainly salary expenses). A further decrease in the value of the
U.S. dollar against the NIS would cause a further increase in our expenses.
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Weare subject torisksfrom our financial investments.

We invest the mgjority of our cash on hand in a variety of financial instruments, including
different types of corporate and government bonds from different countries, and other financial
instruments. Some of these bonds and instruments are rated below investment grade or are not
rated. In 2008, 2009 and 2010, based on our evauation of certain obligors to pay their debts, we
recognized an impairment charge with respect to the value of certain bonds we hold. Also, in 2009, the
market value of part of our investments was significantly lower than the book value, while in 2010
some of this difference was recovered due to an increase in market values of investments. If the
obligors of any of the bonds or instruments we hold default or undergo a reorganization in bankruptcy,
we may lose all or a portion of our investment in any such investment. This would harm our financial
condition.

We ar e subject to taxation in several countries.

Because we operate in several countries, mainly in Israel, Japan, the United States, Germany,
Korea, India and Mexico, we are subject to taxation in multiple jurisdictions. We are required to report
to and are subject to local tax authorities in Israel, the United States, Japan, Korea and India and
cannot be sure of the amount of taxes we may become obligated to pay in these countries. In addition,
our income that is derived from sales to customers in one country might also be subject to taxation in
other countries. The tax authorities in the countries in which we operate may not agree with our tax
position. Our tax benefits from carry forward losses and other tax planning benefits such as Isradli
Approved Enterprise programs, may prove to be insufficient due to Israeli tax limitations, or may
proveto be insufficient to offset tax liabilities from foreign tax authorities. Foreign tax authorities may
also use our gross profit or our revenues in each territory as the basis for determining our income tax,
and our operating expenses might not be considered for related tax calculations. This could adversely
affect our results of operations.

Risks Relating to Our Operationsin | srael

Potential political, economic or military instability in Israel may adversely affect our
results of operations.

Our principal offices and many of our subcontractors and suppliers are located in Isragl.
Accordingly, political, economic and military conditions in Israel affect our operations. Since the
establishment of the State of Isragl in 1948, a number of armed conflicts have taken place between
Isragl and its Arab neighbors. A state of hostility, varying in degree and intensity, has led to security
and economic problems for Israel. Since October 2000, there has been a marked increase in hostilities
between Israel and the Palestinians, and in 2007, Hamas, an Islamist movement responsible for many
attacks against Israglis, took control of the Gaza Strip by force. Recent political events in various
countries in the Middle East have weakened the stability of those countries, which may result in
extremists coming to power. In addition, Iran has threatened to attack Israel and is widely believed to
be developing nuclear weapons. Iran is aso believed to have a strong influence among extremist
groups in areas that neighbor Isragl, such as Hamas in Gaza and Hezbollah in Lebanon. This situation
may potentially escalate in the future to violent events which may affect Israel and us.

The future of relations between Israel and the Palestinian Authority is uncertain. Terror
attacks, armed conflicts or political instability in the region could negatively affect local business
conditions and harm our results of operations. We cannot predict the effect on us of the increase in the
degree of violence by Palestinians against Israel or the effect of political instability or military action
elsawhere in the Middle East. Furthermore, several countries restrict doing business with Israel and
Isragli companies, and additional companies may restrict doing business with Isragl and Isragli
companies as aresult of the increase in hostilities. This may also seriousy harm our operating results,
financial condition and the ability to expand our business.
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Our results of operations may be negatively affected by the obligation of our personnel
to perform military service.

Most of our male employeesin Israel are obligated to perform military reserve duty from time
to time. In addition, in the event of a military conflict or other attack on Israel, including the ongoing
conflict with the Palestinians, these persons could be required to serve in the military for extended
periods of time and on very short notice. The absence of a number of our officers and employees for
significant periods could disrupt our operations and harm our business.

Our results of operations may be adver sely affected by inflation ratesin I srael.

We could be exposed to risk if the rate of inflation in Isragl exceeds the rate of devaluation of
the NISin relation to the Yen, U.S. dollar and other currencies of other foreign countries in which we
operate, or if the timing of such devaluation lags behind inflation in Isragl. In that event, the cost in
U.S. dollars of our operations in Isradl would increase and our U.S. dollar-measured results of
operations would be adversely affected. For example, in 2010, the value of the U.S. dollar decreased
in relation to the NIS by 6.0%, while inflation increased by 2.7%. As a result, our salary expenses,
which are primarily linked to the NIS, increased in U.S. dollar terms. In 2009, the value of the U.S.
dollar decreased in relation to the NIS by 0.7%, after fluctuating during the year, while inflation
increased by 3.9%. In 2008, there was a similar increase in expensesin U.S. dollar terms. Our issuance
in March 2007 of convertible notes, which are denominated in NIS, has made us more sensitive to
increases in the value of the NIS relative to the U.S. dollar, and this sensitivity will increase upon the
issuance of our Series B Notes pursuant to this prospectus. In 2008, 2009 and 2010 the value of the
U.S. dollar decreased in relation to the NIS, and the Isrageli CPl increased, which caused us to record
significant financial expenses in relation with these notes. Due to these fluctuations, we may record
higher or lower expensesin our financial statements.

We benefit from government grant programs that may be reduced and may be
unavailableto usin the future. Our participation in these programsrestricts our ability to freely
transfer manufacturing rights and technology out of |srael.

Since our inception, we have relied on grants from the Isragli government and other
institutions for the financing of a portion of our product development expenditures. Due to reductions
of the budget of Israel’s Office of the Chief Scientist of the Ministry of Industry, Trade and Labor, the
amount of grants we receive from the Israeli government in the future might be lower than in prior
years, if we receive any at all. We recognized grants in the amount of $2.1 million in 2008, $1.7
million in 2009 and $2.6 million in 2010.

Generally, according to Isragli law, any products developed with grants from the Office of the
Chief Scientist, or OCS, are required to be manufactured in Israel, unless we obtain prior approval of a
governmental committee. As a condition to obtaining this approval, we may be required to pay the
OCS up to 300% of the grants we received and to repay these grants at an accelerated rate, depending
on the portion of manufacturing performed outside Israel. We have obtained an approval from the
OCS to manufacture part of our products outside Israel. We intend to keep sufficient manufacturing
activitiesin lsrael so that we will be subject to a repayment percentage of up to 150% of the grants we
received. In addition, we are prohibited from transferring to third parties the technology developed
with these grants without the prior approval of agovernmental committee. Based on arequest from the
OCS, we reported and made certain payments related to our manufacturing activities outside of Israel.
In addition, the OCS has claimed that we are required to repay grants related to a research and
development project that was cancelled. We are disputing some of the claims made by the OCS and
are attempting to negotiate a settlement of the claim. While we have made a provision in our financial
statements to cover the estimated outcome of this claim, the amount we ultimately pay may exceed our
estimate. The OCS may also dispute our reports related to our manufacturing activities outside of
Isragl. If we are required to pay the OCS more than what we provided for in our financial statements,
it could adversely affect our results of operations.
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The tax benefits to which we are currently entitled require us to meet several conditions
and may beterminated or reduced in the future, which would increase our taxes.

We are entitled to certain government programs and tax benefits, particularly as a result of the
“Approved Enterprise”’ status of most of our existing facilities. If we fail to meet igibility conditions
in the future, our tax benefits could be reduced or canceled.

For more information about Approved Enterprises, see “Item 5.B - Liquidity and Capital
Resources — Effective Corporate Tax Rates in lIsragl”, “lItem 10.E — Taxation — Israeli Tax
Considerations — Tax Benefits Under the Law for the Encouragement of Capital Investments, 1959,
and Note 7ato the financial statements for the year ended December 31, 2010, included in our Form 6-
K filed with the SEC on March 3, 2011, which isincorporated by reference in this prospectus.

It may be difficult to enforce a U.S. judgment against us, our officers and directors and
our lsraeli auditorsor to assert U.S. securitieslaw claimsin I srael.

Service of process upon our directors and officers and our Israeli auditors may be difficult to
effect in the United States because al these parties reside outside the United States. Any judgment
obtained in the United States against such parties may not be collectible in the United States.

It may be difficult to assert U.S. securities law claims in original actions instituted in Isragl.
Israeli courts may refuse to hear a claim based on a violation of U.S. securities laws because Israel is
not the most appropriate forum to bring such a claim. In addition, even if an Isragli court agrees to
hear a claim, it may determine that Israeli law and not U.S. law is applicable to the claim. If U.S. law
is found to be applicable, the content of applicable U.S. law must be proved as a fact, which can be a
time-consuming and costly process. Certain matters of procedure will also be governed by Isragli law.
Thereislittle binding case law in Isragl addressing these matters.

However, subject to time limitations, Israeli courts may enforce a U.S. judgment in a civil
matter, if:

o adequate service of process has been effected and the defendant has had a reasonable
opportunity to be heard;

¢ thejudgment and its enforcement are not contrary to the law, public policy, security or
sovereignty of the State of Isragl;

¢ the judgment was rendered by a court of competent jurisdiction, in compliance with
due process and the rules of private international law prevailing in Isradl;

¢ the judgment was not obtained by fraudulent means and does not conflict with any
other valid judgment in the same matter between the same parties,

¢ no action between the same parties in the same matter is pending in any Israeli court
at the time the lawsuit isinstituted in a U.S. court; and

e theU.S. courts are not prohibited from enforcing judgments of the Israeli courts.

Provisions of Israeli law may delay, prevent or make an acquisition of us more difficult,
which could depressour shareprice.

The lsragli Companies Law, 5759-1999, or the Companies Law, generally requires that a
merger be approved by the board of directors and a majority of the shares voting on the proposed
merger. Upon the request of any creditor of a party to the proposed merger, a court may delay or
prevent the merger if it concludes that there is a reasonable concern that, as a result of the merger, the
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surviving company will be unable to satisfy its obligations. In addition, a merger may generally not be
completed unless at least (i) 50 days have passed since the filing of the merger proposal with the
Israeli Registrar of Companies and (ii) 30 days have passed since the merger was approved by the
shareholders of each of the parties to the merger.

Also, in certain circumstances an acquisition of shares in a public company must be made by
means of atender offer if as aresult of the acquisition the purchaser would become a 25% or greater
or 45% or greater shareholder of the company (unless there is aready a 25% or greater or a 45% or
greater shareholder of the company, respectively). If, as aresult of an acquisition, the acquirer would
hold more than 90% of a company’s shares, the acquisition must be made by means of a tender offer
for al of the shares.

The described restrictions could prevent or make more difficult an acquisition of Orckit,
which could depress our share price.

Risks Relating to the Owner ship of our Ordinary Shares

Holders of our ordinary shares who are U.S. residents face certain income tax risks. In
any tax year, we could be deemed a passive foreign investment company, which could result in
adverse U.S. federal incometax consequencesfor U.S. holders of our ordinary shares.

Based on the composition and value of our gross assets during 2008, 2009 and 2010, it is
likely that we would be deemed to have been a passive foreign investment company, or PFIC, for U.S.
federal income tax purposes during each of such years. For each of 2005 and 2006, we believe that we
would not be deemed to have been a PFIC. There can be no assurance that we will not be deemed a
PFIC for any future tax year in which, for example, the value of all our assets, as measured by the
public market valuation of our ordinary shares and the amount of our liabilities, declinesin relation to
the value of our passive assets (such as cash, cash equivalents and marketable securities). If we are a
PFIC for any tax year, U.S. holders of our ordinary shares during such year may be subject to
increased U.S. federal income tax liabilities and reporting requirements for such year and succeeding
years, even if we are no longer a PFIC in such succeeding years.

U.S. residents should carefully read “Item 10.E - Taxation — United States Federal Income
Tax Considerations’ in our Annual Report on Form 20-F for the year ended December 31, 2009,
which is incorporated by reference in this prospectus, for a more complete discussion of the U.S.
federal income tax risks related to owning and disposing of our ordinary shares and the consequences
of PFIC status.

We do not intend to pay cash dividends.

We have never declared or paid any cash dividends on our ordinary shares. We currently
intend to retain future earnings, if any, for funding growth. Accordingly, we do not expect to pay any
cash dividends in the foreseeable future.

Two shareholder swho are also our senior officersmay be ableto control us.

As of March 31, 2011, Izhak Tamir, our Chairman and President, beneficially owned an
aggregate of 2,012,267 ordinary shares, representing 8.7% of our outstanding ordinary shares,
including 420,000 ordinary shares issuable upon the exercise of options at an exercise price of $27.14
per share, 25,000 ordinary shares issuable upon the exercise of warrants at an exercise price of $5.66
per share and 78,000 ordinary shares issuable upon the exercise of warrants at an exercise price of
$3.50 per share. As of the same date, Eric Paneth, our Chief Executive Officer, beneficially owned an
aggregate of 1,949,017 ordinary shares, representing 8.4% of our outstanding ordinary shares,
including 420,000 ordinary shares issuable upon the exercise of options at an exercise price of $27.14
per share, 18,750 ordinary shares issuable upon the exercise of warrants at an exercise price of $5.66
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per share and 66,000 ordinary shares issuable upon the exercise of warrants at an exercise price of
$3.50 per share.

Each of Mr. Tamir and Mr. Paneth is an executive officer and a member of our board of
directors. Currently, Messrs. Tamir and Paneth are not parties to a shareholders' agreement. However,
if Messrs. Tamir and Paneth act together, they may have the power to control the outcome of matters
submitted for the vote of shareholders, including the approval of significant change in control
transactions. The equity interest in Orckit of Mr. Tamir and Mr. Paneth may make certain transactions
more difficult and result in delaying or preventing a change in control of us unless approved by one or
both of them.

Our shareholder bonus rights plan and the super-majority voting requirements in our
articles of association may delay, prevent or make more difficult a hostile acquisition of us,
which could depressour share price.

In November 2001, we adopted a shareholder bonus rights plan pursuant to which share
purchase bonus rights were distributed to our shareholders. These rights generally will be exercisable
and transferable apart from our ordinary shares only if a person or group acquires beneficial ownership
of 15% or more of our ordinary shares, or commences a tender or exchange offer upon consummation
of which that person or group would hold such a beneficial interest. Once these rights become
exercisable and transferable, the holders of rights, other than the person or group triggering their
transferability, will be generally entitled to purchase our ordinary shares at a discount from the market
price. The rights will expire on December 31, 2011. While these rights remain outstanding, they may
make an acquisition of us more difficult and result in delaying or preventing a change in control of
Orckit.

In addition, our articles of association require the approva of the holders of at least 75% of
our ordinary shares voting on the matter to remove a director from office and the approval of at least
two-thirds of our ordinary shares voting on the matter to elect a director. These requirements could
also delay or prevent a change of control of our company.

Our share price hasfluctuated significantly and could continue to fluctuate significantly.

The market price for our ordinary shares, as well as the prices of shares of other technology
companies, has been volatile. Between January 1, 2005 and May 26, 2011, our share price has
fluctuated from a low of $1.77 to a high of $31.22. The following factors may cause significant
fluctuations in the market price of our ordinary shares:

o fluctuationsin our quarterly revenues and earnings or those of our competitors;

e shortfalsin our operating results compared to levels forecast by securities analysts,
e announcements concerning us, our competitors or telephone companies,

e announcements concerning our customers,

e announcements of technological innovations;

e theintroduction of new products;

e changesin product price policiesinvolving us or our competitors;

e market conditionsin the industry;

e the conditions of the securities markets, particularly in the technology and Isradli
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sectors; and
e political, economic and other developments in the State of Isragl and worldwide.

In addition, stock prices of many technology companies fluctuate significantly for reasons that
may be unrelated or disproportionate to operating results. The factors discussed above may depress or
cause volatility of our share price, regardless of our actual operating results.

Our quarterly results of operations, including revenues, net income and net loss, net
income and net loss per share, and cash flow, have fluctuated significantly in the past, and these
fluctuations are expected to continue. Fluctuations in our results of operations may disappoint
investorsand result in adeclinein our share price.

We have experienced and expect to continue to experience significant fluctuations in our
quarterly results of operations. In some periods, our operating results may be below public
expectations or below revenue levels and operating results reached in prior quarters or in the
corresponding quarters of the previous year. If this occurs, the market price of our ordinary shares
could decline. The following factors have affected our quarterly results in the past and are likely to
affect our quarterly results in the future:

e sizeandtiming of orders, including order deferrals and delayed shipments;

launching of new product generations,
e length of approval processes or market testing;
e technological changesin the telecommunication industry;

e accuracy of telecommunication company, distributor and original equipment
manufacturer forecasts of their customers’ demands;

e changesin our operating expenses;

¢ thetiming of approval of government research and development grants;
e disruption in our sources of supply;

e competitive pricing pressures;

e funding required for our operations;

e genera economic conditions;

e termsand conditions of supply agreements with our customers and their impact on our
recognition of revenues from these agreements,

e changes in our revenue recognition practice as a result of changes in the commercial
terms between us and our customers,

e determination of the fair value of the conversion feature in our convertible notes;
o timely payments of receivables by customers;

e changes in payment terms between us and our suppliers which could accelerate the
timing of payments by us and negatively affect our working capital and cash balances;
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and

e changesin payment terms between us and our customers which could defer the timing
of payments by our customers and negatively affect our working capital and cash
balances.

Other factors could also impact our results. Therefore, the results of past periods may not be
relied on as an indication of our future performance.

Our actual financial results might vary from our publicly disclosed financial forecasts.

From time to time, we publicly disclose financial forecasts. Our forecasts reflect numerous
assumptions concerning our expected performance, as well as other factors which are beyond our
control and which might not turn out to be correct. As a result, variations from our forecasts could be
material. Our financial results are subject to numerous risks and uncertainties, including those
identified throughout this “Risk Factors’ section. If our actual financia results are worse than our
financial forecasts, the price of our ordinary shares may decline.

Investors may experience significant dilution as a result of the sale of shares under our
Standby Equity Purchase Agreement or the issuance of ordinary shares under outstanding
securities convertible into or exercisablefor our ordinary shares.

On August 3, 2010, we entered into a Standby Equity Purchase Agreement, or SEPA, with
YA Global Master SPV Ltd., or YA Global, a fund managed by U.S.-based Yorkville Advisors, as
investor under the SEPA. The SEPA provides that, upon the terms and subject to the conditions set
forth therein, YA Global is committed to purchase up to $10 million of our ordinary sharesin multiple
tranches over a commitment period of up to three years at a price equal to 95.5% of the lowest daily
volume weighted average price of our ordinary shares on NASDAQ during the five NASDAQ trading
days following our advance notice. The sale of our ordinary shares pursuant to the SEPA will result in
dilution of the percentage of our ordinary shares held by current and future shareholders. Because the
sales pursuant to the SEPA will be made based on prevailing market prices at the time advances are
made, the prices at which we sell these shares and the number of shares we will issue will vary,
perhaps significantly, with the market price of our ordinary shares. In addition we may issue additional
ordinary shares upon the conversion or exercise of our outstanding stock options, warrants and
convertible subordinated notes, as well as pursuant to contingent warrants that may become
exercisable in the future, and other rightsto acquire our ordinary shares.

There may be an adverse effect on the market price of our shares as a result of shares being
sold or available for sale in the future. If our shareholders sell substantial amounts of our ordinary
shares, including shares issued upon the exercise of outstanding options or warrants, the market price
of our ordinary shares may fall. In addition, the ordinary shares that may be purchased by YA Global
under the SEPA are freely tradable, and YA Global may promptly resell the shares we agree to issue
to them under the SEPA in the public markets. Such sales, and the potentia for such sales, could cause
the market price of our ordinary shares to decline significantly. To the extent our share price declines,
any advances requested by us under the SEPA would require the issuance of a greater number of
ordinary shares to YA Global to raise a given dollar amount for us. This may result in significant
dilution to our shareholders. These sales also might make it more difficult for us to sell equity or
equity-related securities in the future at atime and price that we deem appropriate.

Our ordinary shares are listed for trading in more than one market and this may result
in pricevariations.

Our ordinary shares are listed for trading on NASDAQ and the TASE. Trading in our ordinary
shares on these markets is made in different currencies (U.S. dollars on NASDAQ and NIS on TASE),
and at different times (resulting from different time zones, different trading days and different public
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holidays in the United States and Israel). The trading prices of our ordinary shares on these two
markets can often differ, resulting from the factors described above, as well as differences in exchange
rates. Any decrease in the trading price of our ordinary shares on one of these markets could cause a
decrease in the trading price of our ordinary shares on the other market.

We are subject to ongoing costs and risks associated with complying with extensive
cor por ate gover nance and disclosur e requirements.

As a foreign private issuer subject to U.S. federal securities laws, we spend a significant
amount of management time and resources to comply with laws, regulations and standards relating to
corporate governance and public disclosure, including the Sarbanes-Oxley Act of 2002, SEC
regulations and NASDAQ rules. Section 404 of the Sarbanes-Oxley Act requires an annual review and
evaluation of our internal control over financial reporting of the effectiveness of these controls by our
management and, under certain circumstances, by our independent registered public accounting firm.
There is no guarantee that these efforts will result in management assurance or, when required, an
attestation by our independent registered public accounting firm that our internal control over financial
reporting is adequate in future periods. In connection with our compliance with Section 404 and the
other applicable provisions of the Sarbanes-Oxley Act, our management and other personnel devote a
substantial amount of time, and we may need to hire additional accounting and financial staff, to
assure that we continue to comply with these requirements. The additional management attention and
costs relating to compliance with the Sarbanes-Oxley Act and other corporate governance
requirements could materially and adversely affect our financial results.

Risks Relating to our Series B Notes

Our notes will be unsecured and will be effectively subordinated to our existing and
future secured indebtedness and to the existing and future indebtedness of our operating
subsidiaries.

Our Series B Notes will be unsecured and will be effectively subordinated to any existing and
future secured indebtedness we may have. In addition, since we are a holding company, our Series B
Notes will also be structurally subordinated to any indebtedness of our operating subsidiaries.
Therefore, the rights of our creditors, including the holders of the Series B Notes, to participate in our
assets upon liquidation or reorganization, will be subject to the prior claims of our secured creditors
and to the claims of creditors of our operating subsidiaries, and there may not be sufficient remaining
fundsto repay all the principal and accrued interest under the Series B Notes.

We may not be able to generate sufficient cash flow to make paymentsunder the SeriesB
Notes.

Our ability to make payments on our indebtedness, including the Series B Notes being offered
by this prospectus, will depend on our ability to generate cash in the future. See the risk factors above
entitled “We have a history of substantial losses. We may experience additional losses in the future”
and "We require a significant amount of cash to fund our operating activities".

We cannot assure you that our business will generate sufficient cash flow from operations or
that future financing will be available to us in an amount sufficient to enable us to pay our
indebtedness or to fund our other liquidity needs. If we are unable to generate sufficient cash flow to
make payments on our Series B Notes or our other indebtedness, we will have to pursue one or more
aternatives, such as reducing our operating expenses, reducing or delaying capital expenditures,
refinancing the Series B Notes or such other indebtedness, or raising equity. We cannot assure you
that any of these alternatives could be accomplished on satisfactory terms or that they would yield
sufficient funds to repay the Series B Notes and our other indebtedness.

The Series B Noteswill not belisted or traded in the United States.
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The Series B Notes are being offered and sold in Israel and listed only on the TASE pursuant
to an exemption from registration under U.S. federal and applicable state securities laws. We do not
intend to list the Series B Notes on any U.S. stock exchange or trading market.

Thereis no established trading market for the Series B Notes, which could make it more
difficult for you to sell your Series B Notes and could affect adversely the price of your Series B
Notes.

The Series B Notes constitute a new series of securities, for which no established trading
market exists. Although we expect to list the Series B Notes on the TASE, we cannot assure you that
an active or liquid trading market will develop for the Series B Notes. The liquidity of the trading
market in the Series B Notes, and the market price quoted for the Series B Notes, may be affected
adversely by changes in the overall market for such types of securities, interest rates, the Isradli
economic and security situations, and by changes in our financial performance or prospects or in the
prospects for companies in the industry in which we operate. As aresult, you cannot be sure that an
active trading market will develop for the Series B Notes.

Our SeriesB Notesarenot linked to the CPI.

Since our Series B Notes are not linked to the CPl, if the CPI increases, the rea value of the
notes will decrease. In addition, if the CPl increases, the market value of our Series B Notes could
decline in relation to the market value of notes of other companies that are linked to the CPI. The CPI
is affected by, and sometimes depends on, a number of interrelated factors, including direct
government intervention and economic, financial, regulatory, and political events, over which we have
no control.

The Series B Notes do not contain restrictive covenants.

The Series B Notes do not contain restrictive covenants that would protect you from certain
kinds of transactions that may adversely affect you. In particular, the Series B Notes do not contain
covenants that limit our ability to pay dividends or make distributions on or redeem our ordinary
shares or limit our ability to issue additional equity securities or incur additional debt and, therefore,
protect you in the event of a highly dilutive or leveraged transaction or other similar transaction. In
addition, there is no requirement that we offer to repurchase the Series B Notes upon a change of
control. Accordingly, we could enter into transactions that could adversely affect our capital structure
and the value of our Series B Notes and ordinary shares.

Our Series B Noteswill not be assigned a rating by a credit rating agency.

We have not applied to any credit rating agencies for assignment of a credit rating for our
Series B Notes. Accordingly, if our financial condition deteriorates, you will not be warned by any
such agency of adowngrade in a credit rating applicable to our Series B Notes.
3.8 Material Changes

There are no other material changes that occurred since December 31, 2010 which are not
included in the consolidated financial statements incorporated herein by reference or in a report on
Form 6-K incorporated herein by reference.

3.9 Price Range of Ordinary Shares

Our ordinary shares are quoted on the NASDAQ Globa Market, or NASDAQ, and the Tel-
Aviv Stock Exchange, or the TASE under the symbol “ORCT”.
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The following table sets forth, for the periods indicated, the high and low sales prices of our
ordinary shares as reported on NASDAQ. The price per share of our ordinary shares and share count
has been retroactively adjusted to reflect the three-for-one stock split of our ordinary shares as of April
5, 2005.

Calendar Y ear Price Per Share
High Low
2010 $5.81 $2.22
2009 $4.39 $1.77
2008 $9.34 $1.90
2007 $12.42 $5.57
2006 $31.22 $6.75
Calendar Period Price Per Share
High Low
2011
First Quarter $3.20 $2.55
2010
First Quarter $5.81 $3.08
Second Quarter $4.68 $2.70
Third Quarter $3.28 $2.18
Fourth Quarter $4.05 $2.65
2009
First Quarter $3.43 $1.77
Second Quarter $3.70 $2.06
Third Quarter $4.25 $2.60
Fourth Quarter $4.39 $2.80
Calendar Month Price Per Share
High Low
April 2011 $3.35 $2.76
March 2011 $3.04 $2.55
February 2011 $2.98 $2.56
January 2011 $3.20 $2.71
December 2010 $2.99 $2.65

November 2010 $4.05 $2.65
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The following table sets forth, for the periods indicated, the high and low sales prices of our
ordinary shares as reported on the TASE.

Calendar Y ear Price Per Share
High Low
2010 $5.79 $2.29
2009 $4.45 $1.90
2008 $9.23 $2.10
2007 $12.41 $5.85
2006 $30.91 $6.78
Calendar Period Price Per Share
High Low
2011
First Quarter $3.21 $2.52
2010
First Quarter $5.79 $2.91
Second Quarter $4.62 $2.70
Third Quarter $3.04 $2.29
Fourth Quarter $4.11 $2.66
2009
First Quarter $3.38 $1.90
Second Quarter $3.70 $2.06
Third Quarter $4.23 $2.90
Fourth Quarter $4.45 $2.83
Calendar Month Price Per Share
High Low
April 2011 $3.25 $2.79
March 2011 $3.00 $2.52
February 2011 $3.07 $2.60
January 2011 $3.21 $2.63
December 2010 $3.02 $2.66
November 2010 $4.11 $2.67

The share prices as presented above in U.S. dollars were originaly denominated in NIS and
were converted to U.S. dollars using the representative exchange rate between the U.S. dollar and the
NIS published by the Bank of Israel for each applicable day in the presented period.
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On May 26, 2011, the last reported sale price of our ordinary shares on NASDAQ was $2.54
per share, and the last reported sale price of our ordinary shares on the TASE was NIS 8.56 per share
(or $2.47 per share, based on the exchange rate between the U.S. dollar and the NIS published by the
Bank of Israel on May 26, 2011).

3.10 Description of Ordinary Shares

As of the date of this prospectus, our articles of association authorize us to issue 75,000,000 of
our ordinary shares, no par value.

Asof March 31, 2011, we had outstanding 22,728,298 ordinary shares and options to purchase
an aggregate of 5,111,770 ordinary shares issuable upon the exercise of outstanding options at a
weighted-average exercise price of $8.62 per share, with the latest expiration date of these options
being February 2018 (of which, options to purchase 3,109,989 of our ordinary shares were exercisable
as of March 31, 2011). There were also 1,285,640 ordinary shares issuable upon the conversion of
our convertible subordinated notes, at a conversion price of NIS 63.00 per share (approximately
$18.10, based on the U.S. Dollar/NIS exchange rate at March 31, 2011). All figures relating to
outstanding shares exclude shares held in treasury.

As of March 31, 2011, we aso had outstanding primary warrants to purchase up to 702,500
ordinary shares at an exercise price of $5.66 per share and contingent warrants to purchase up to
702,500 ordinary shares at an exercise price of $11.32, which were issued on April 1, 2010 in
connection with the sale of unitsto investorsin our registered direct offering.

The primary warrants are exercisable at a price of $5.66 per share until April 1, 2015. If the
closing price of our ordinary shares for any 20 trading day period within a 30 trading day period
following April 1, 2011 is equal to or greater than $11.32 per share, we may require the holders of
primary warrants to exercise any previously unexercised primary warrants, provided, however, that we
may not require the exercise of the primary warrants in any period during which our ordinary shares
are not listed for trading on NASDAQ, the TASE or any national securities exchange. In the event
that we require the exercise of the primary warrants, subject to certain conditions, contingent warrants
to purchase a number of ordinary shares equal to the number of primary warrants we required holders
to exercise will become exercisable at a price of $11.32 per share until April 1, 2015. The exercise
prices of the primary warrants and contingent warrants are subject to appropriate adjustment in the
event of dividends and distributions, share splits, share combinations, reclassifications or similar
events affecting our ordinary shares. The forms of the primary warrants and the contingent warrants
arefiled with the SEC.

As of March 31, 2011, we aso had outstanding warrants to purchase up to 1,827,271 ordinary
shares at an exercise price of $3.50 per share, which were issued on December 3, 2010 in connection
with the sale of units in our public offering. The exercise price of the warrants is subject to
appropriate adjustment in the event of dividends and distributions, share splits, share combinations,
reclassifications or similar events affecting our ordinary shares. The warrants are exercisable until
December 3, 2015.

In April and May 2010, we completed the sales of 2,810,000 units at a price of $3.78 per unit
in a registered direct offering. Each unit consisted of one ordinary share, a primary warrant and a
contingent warrant. We sold 2,810,000 ordinary shares and primary warrants to purchase up to
702,500 ordinary shares, plus the related contingent warrants to purchase up to 702,500 ordinary
shares. See above for a description of the primary and contingent warrants.

In December 2010 and March 2011, we completed the sales of 3,045,452 units at a price of
$2.75 per unit in a public offering. Each unit consisted of one ordinary share and a warrant to
purchase 0.60 of one ordinary share at an exercise price of $3.50 per share. We sold 3,045,452
ordinary shares and warrants to purchase up to 1,827,271 ordinary shares.
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From March 31, 2008 through March 31, 2011, we issued a total of 457,904 ordinary shares
upon the exercise of options.

The following description of our ordinary shares and certain provisions of our memorandum
and articles of association is a summary. The description below is qualified in its entirety by the
provisions of our memorandum and articles of association.

Ordinary Shares

Our issued and outstanding ordinary shares are validly issued, fully paid and nonassessable.
Each holder of our ordinary shares has one vote for each share held of record. A shareholder is not
entitled to vote at any shareholders meeting unless al calls then payable by him in respect of his
shares have been paid (this does not apply to separate meetings of the holders of a particular class of
shares with respect to the modification or abrogation of itsrights).

Authorized but Unissued Shares

Our authorized but unissued ordinary shares are available for future issuance without
shareholder approval. These additional shares may be utilized for a variety of corporate purposes,
including future public offerings to raise additional capital, corporate acquisitions and employee
benefit plans.

Limitations on the Rightsto Own Securities

The ownership or voting of ordinary shares by non-residents of Israel, except with respect to
citizens of countries which are in a state of war with Israel, is not restricted in any way by our
memorandum of association or articles of association or by the laws of the State of Israel.

Voting, Shareholders M eetings and Resolutions

Holders of ordinary shares have one vote for each ordinary share held on all matters submitted
to a vote of shareholders. Under the Companies Law and our articles of association, most resolutions
of our shareholders require approval by a simple mgjority of the ordinary shares voting thereon.
Amendments to our articles of association and the election of directors require approval of 66-2/3% of
our ordinary shares voting thereon, and liquidation and the removal of directors (other than outside
directors) require approval of 75% of our ordinary shares voting thereon.

These voting rights may be affected by the grant of any special voting rights to the holders of a
class of shares with preferential rights that may be authorized in the future.

We have two types of genera shareholders meetings: annual general meetings and
extraordinary general meetings. Directors are elected only at annual general meetings. These meetings
may be held either in Israel or in any other place the board of directors determines. An annual general
meeting must be held in each calendar year, but not more than 15 months after the last annual general
meeting. Our board of directors may convene an extraordinary meeting, from time to time, at its
discretion and is required to do so upon the request of shareholders holding at least 5% of our ordinary
shares.

The quorum required for a meeting of shareholders consists of at least two shareholders
present in person or by proxy who hold or represent between them at least 25% of the outstanding
voting shares, unless otherwise required by applicable rules. NASDAQ generally requires a quorum of
33-1/3%, but we have received an exemption and instead follow the generally accepted business
practice for companies in Israel. A meeting adjourned for lack of a quorum generdly is adjourned to
the same day in the following week at the same time and place or any time and place as the chairman
may designate with the consent of a majority of the voting power represented at the meeting and
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voting on the matter adjourned. At such reconvened meeting the required quorum consists of any two
members present in person or by proxy, unless otherwise required by applicable rules.

M aodification of Class Rights

Our articles of association provide that the rights attached to any class (unless otherwise
provided by the terms of that class), such as voting, rights to dividends and the like, may be varied by
ashareholders' resolution, subject to the sanction of a resolution passed by a majority of the holders of
the shares of that class at a separate class meeting.

Anti-Takeover Provisions, Mergersand Acquisitions

The Companies Law includes provisions that allow a merger transaction and requires that each
company that is a party to a merger have the transaction approved by its board of directors and a vote
of the mgjority of its shares, at a shareholders meeting called on at least 21 days prior notice. For
purposes of the shareholder vote, unless a court rules otherwise, the statutory merger will not be
deemed approved if amgjority of the shares present that are held by parties other than the other party
to the merger, or by any person who holds 25% or more of the shares or the right to appoint 25% or
more of the directors of the other party, vote against the merger. Upon the request of a creditor of
either party to the proposed merger, the court may delay or prevent the merger if it concludes that
there exists a reasonable concern that as a result of the merger, the surviving company will be unable
to satisfy the obligations of any of the parties to the merger. In addition, a merger may not be
completed unless at least (i) 50 days have passed from the time that the requisite proposal for the
merger has been filed by each party with the Israeli Registrar of Companies and (ii) 30 days have
passed since the merger was approved by the shareholders of each party.

The Companies Law also provides that an acquisition of shares of a public company must be
made by means of atender offer if as aresult of the acquisition the purchaser would become a 25% or
greater shareholder of the company and there is no existing 25% or greater shareholder in the
company. An acquisition of shares of a public company must also be made by means of atender offer
if as a result of the acquisition the purchaser would become a 45% or greater shareholder of the
company and there is no existing 45% or greater shareholder in the company. These requirements do
not apply if the acquisition (i) occurs in the context of a private placement by the company that
received shareholder approval, (ii) was from a 25% shareholder of the company and resulted in the
acquirer becoming a 25% shareholder of the company or (iii) was from a 45% shareholder of the
company and resulted in the acquirer becoming a 45% shareholder of the company. The tender offer
must be extended to al shareholders, but the offeror is not required to purchase more than 5% of the
company's outstanding shares, regardless of how many shares are tendered by shareholders. The
tender offer may be consummated only if (i) at least 5% of the company’ s outstanding shares will be
acquired by the offeror and (ii) the number of shares tendered in the offer exceeds the number of
shares whose holders objected to the offer.

If, as aresult of an acquisition of shares, the acquirer will hold more than 90% of a company’s
outstanding shares, the acquisition must be made by means of atender offer for all of the outstanding
shares. If lessthan 5% of the outstanding shares are not tendered in the tender offer, all the shares that
the acquirer offered to purchase will be transferred to it. The law provides for appraisal rights if any
shareholder files a request in court within three months following the consummation of a full tender
offer. An amendment to the Companies Law will soon go into effect that extends the appraisal rights
period to six months and allows the acquirer to stipulate that any shareholder who tenders his shares
will not be entitled to appraisal rights. If more than 5% of the outstanding shares are not tendered in
the tender offer, then the acquirer may not acquire shares in the tender offer that will cause his
shareholding to exceed 90% of the outstanding shares.

Israeli tax law also treats stock-for-stock acquisitions between an Israeli company and a
foreign company less favorably than does U.S. tax law. For example, Isragli tax law may, under
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certain circumstances, subject a shareholder who exchanges his ordinary shares for shares of another
corporation to taxation prior to the sale of the shares received in such stock-for-stock swap.

Our articles of association provide that our board of directors may, at any time in its sole
discretion, adopt protective measures to prevent or delay a coercive takeover of us, including, without
limitation, the adoption of a shareholder rights plan. In November 2001, our board of directors
adopted a shareholder bonus rights plan pursuant to which share purchase bonus rights were
distributed on December 6, 2001 at the rate of one right for each of our ordinary shares held by
shareholders of record as of the close of business on that date.

The rights plan is intended to help ensure that al of our shareholders are able to realize the
long-term value of their investment in usin the event of a potential takeover which does not reflect our
full value and is otherwise not in the best interests of us and our shareholders. The rights plan is also
intended to deter unfair or coercive takeover tactics.

Each right initially will entitle shareholders to buy one-half of one of our ordinary shares for
$21.67. Therights generally will be exercisable and transferable apart from our ordinary shares only if
a person or group becomes an “acquiring person” by acquiring beneficial ownership of 15% or more
of our ordinary shares, subject to certain exceptions set forth in the rights plan, or commences a tender
or exchange offer upon consummation of which such person or group would become an “acquiring
person.” Subject to certain conditions described in the rights plan, once the rights become exercisable,
the holders of rights, other than the acquiring person, will be entitled to purchase ordinary shares at a
discount from the market price.

The rights will expire on December 31, 2011 and are generally redeemable by our board of
directors, at $0.01 per right, at any time until the tenth business day following public disclosure that a
person or group has become an “acquiring person.”

Our articles of association also provide that as long as any of our securities are publicly traded
on a United States market or exchange, al proxy solicitations by persons other than our board of
directors must be undertaken pursuant to the United States proxy rules, regardless of whether those
proxy rules are legally applicable to us. These provisions of our articles of association could
discourage potentia acquisition proposals and could delay or prevent a change in control of us.

3.11 Dividend Policy

We have never declared or paid cash dividends on our capital stock. For the foreseeable
future, we intend to use any future earnings for the operation and expansion of our business.
Accordingly, we do not anticipate paying any cash dividends. Payment of future dividends, if any, will
be at the discretion of our audit committee and board of directors and will depend on various factors,
such as our statutory retained earnings, financial condition, operating results and current and
anticipated cash needs.

If we declare cash dividends, we will pay those dividends in NIS. Current Israeli law permits
holders of our ordinary shares who are non-residents of Israel and who acquired their shares with a
non-Israeli currency to repatriate all distributions on these shares in that non-Isragli currency.
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312 Capitalization and Indebtedness

The following table sets forth cash, cash equivaents, bank deposits, marketable and other
securities and our consolidated capitalization as of December 31, 2010 on a historical basis and on an
as adjusted basis to reflect the sale by us of the notes offered hereby and the receipt by us of the net
proceeds therefrom before deducting the estimated offering expenses, assuming for this purpose that
we will sell the notes in the aggregate principal amount of approximately $23.2 million, at a price of
94% of par value.

The table should be read in conjunction with our audited financial statements for the year
ended December 31, 2010, included in our report on Form 6-K filed on March 3, 2011, which has
been incorporated by reference in this prospectus.

As of December 31, 2010

(U.S. Dallars
in thousands)
Actual As Adjusted®
Cash, cash equivalents, bank deposits, marketable and
Other SECUNMTIES.......vecieeiee e 5,546 $56,956
Convertible Subordinated NOLES ........ccoeeeveevcieeieeseeeeene 24,938 48,120
Shareholders equity
Share Capital
Ordinary shares of no par value:
75,000,000 shares authorized;
25,128,358 shares issued and 22,483,519 shares
OULSEANAING @ ... 362,017 362,017
Accumulated defiCit .......ooeveeririreeeeeeee (345,065) (345,065)
Accumulated other comprehensive loss.................... (56) (56)
Treasury shares, at cost (2,644,839 ordinary
SNAES) ..ttt (5,644) (5,644)
Total shareholders’ equity........cccccceveeeveeeeeeeeeeeeeceeiees $11,252 $11,252
Total capitalization.........ccccceveeveveece e 6,190 59,372
@ Amounts do not include 240,000 units to be purchased by two of our affiliates, which were

approved at our extraordinary general meeting of shareholders on March 17, 2011. We will receive
$660,000 as a result of these purchases. No underwriting commission will be payable by us with
respect to the units purchased by our affiliates.

@ The total number of our ordinary shares outstanding is based on 22,483,519 shares
outstanding on December 31, 2010 and excludes ordinary shares issuable pursuant to outstanding
stock options, convertible subordinated notes, our Standby Equity Purchase Agreement, warrants and
contingent warrants.

3.13 Useof Proceeds

We currently intend to use the net proceeds from the sale of these securities for working
capital and other general corporate purposes. Working capital and other genera corporate purposes
may include repaying debt, making capital expenditures, funding research and development and other
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operating expenses. We have not yet determined the amount of net proceeds to be used specifically for
any of the foregoing purposes. Accordingly, our management will have significant discretion and
flexibility in applying the net proceeds from the sale of these securities sold pursuant to this
prospectus.

3.14 Expensesof the Offering

The aggregate amount of al expenses in connection with this offering is set forth in Section
4.2 of this prospectus.

3.15 WhereYou Can Find MoreInformation and I ncorporation By Reference

We are an Israeli company and are a“foreign private issuer” as defined in Rule 3b-4 under the
Exchange Act. Asaresult, (1) our proxy solicitations are not subject to the disclosure and procedural
requirements of Regulation 14A under the Exchange Act, (2) transactions in our equity securities by
our officers and directors are exempt from Section 16 of the Exchange Act, and (3) until November 4,
2002, we were not required to make, and did not make, our SEC filings electronically, so that those
filings are not available on the SEC’'s website. However, since that date, we have been making all
required filings with the SEC electronically, and these filings are available over the Internet as
described below.

In addition, we are not required to file reports and financial statements with the SEC as
frequently or as promptly as U.S. companies whose securities are registered under the Exchange Act.
However, we file with the SEC an Annua Report on Form 20-F containing financial statements
audited by an independent registered public accounting firm. We also furnish reports on Form 6-K
containing unaudited financia information for the first three quarters of each fiscal year and other
materia information.

You can read and copy any materials we file with the SEC at its Public Reference Room at
100 F Street, N.E., Washington, D.C. 20549. Y ou can aobtain information about the operations of the
SEC Public Reference Room by calling the SEC at 1-800-SEC-0330. The SEC also maintains a web
site that contains information we file electronically with the SEC, which you can access over the
Internet at http://www.sec.gov. You may also access the information we file electronically with the
SEC through our website at http://www.orckit.com. Our website does not form part of this prospectus.

Our ordinary shares and series A notes are also listed on the Tel Aviv Stock Exchange. We
file reportsin Israel pursuant to the leniencies afforded under the Israeli Securities Law for companies
that are listed both on the TASE and NASDAQ. These reports, and any additional Hebrew-language
reports that we may file, are available for public view on the website of the Israel Securities Authority,
or the ISA, at http://www.magna.isa.gov.il. We undertake no obligation to the holders of the securities
being offered by this prospectus to publish any reports that are not required by applicable law.

We incorporate by reference in this prospectus the documents listed below prior to the
termination of the offering. The documents we incorporate by reference are:

e our Annua Report on Form 20-F for the fiscal year ended December 31, 2009, filed
with the SEC and the ISA on March 11, 2010;

e our Report on Form 6-K filed with the SEC and the ISA on February 23, 2010
(regarding our audited financial statements as of and for the year ended December 31,
2009);

e our Report on Form 6-K filed with the SEC and the ISA on March 29, 2010
(regarding a U.S. registered direct offering);

e our Report on Form 6-K filed with the SEC and the 1SA on June 2, 2010 (regarding
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our annual general meeting and second closing of registered direct offering);

our Report on Form 6-K filed with the SEC and the ISA on August 4, 2010 (regarding
our standby equity purchase agreement);

our Report on Form 6-K filed with the SEC and the ISA on November 30, 2010
(regarding aU.S. public offering);

the final sentence in the sixth paragraph (regarding our 2011 revenue projection) in
the press release attached to our Report on Form 6-K filed with the SEC on February
16, 2011 and filed with the ISA on February 15, 2011; see Section 3.5 above
regarding forward-looking statements;

our Report on Form 6-K filed with the SEC and the ISA on March 3, 2011 (regarding
our audited financial statements for the year ended December 31, 2010);

our Report on Form 6-K filed with the SEC on March 10, 2011 and with the ISA on
March 13, 2011 (regarding our operating and financial review in respect of the year
ended December 31, 2011);

our Report on Form 6-K filed with the SEC and the ISA on March 21, 2011
(regarding our extraordinary general meeting and closing of investment);

the financia statements attached to the press release in our Report on Form 6-K filed
with the SEC and the ISA on May 23, 2011 (regarding our unaudited condensed
financial statements for the three-month period ended March 31, 2011); and

the descriptions of our ordinary shares set forth in our Registration Statement on Form
8-A filed with the SEC on August 27, 1996 and the amendment thereto on Form 8-
A/A filed with the SEC and the ISA on July 6, 2009, and the description of our
shareholder bonus rights set forth in our Registration Statement on Form 8-A filed
with the SEC on November 27, 2001 and the amendment thereto on Form 8-A/A filed
with the SEC and ISA on June 24, 2003, and any amendment or report filed for the
purpose of updating that description.

The information we incorporate by reference is an important part of this prospectus.

We shall provide you without charge, upon your written or oral request, a copy of any of the

documents incorporated by reference in this prospectus, other than exhibits to such documents which
are not specifically incorporated by reference into such documents. Please direct your written or
telephone requests to:

3.16

Orckit Communications Ltd.
126 Yigal Allon Street
Tel-Aviv 67443, | srael

Telephone: (972) 3-696-2121

or to our agent in the United States:
Puglisi Associates

850 Library Avenue, Suite 204
Newark, Delaware 19711

Legal Matters

The validity of the securities offered hereby under Israeli law has been passed upon for us by

and other legal matters under Israeli law relating to the offering will be passed upon for us by
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Goldfarb, Levy, Eran, Meiri, Tzafrir & Co., Tel-Aviv, Isradl.

317 Experts

Orckit's consolidated financial statements as of December 31, 2010, 2009 and 2008, and for
each of the four years ended December 31, 2010 incorporated in this prospectus by reference to our (i)
Report on Form 6-K filed with the SEC on March 3, 2011, and (ii) annual report on Form 20-F for the
year ended December 31, 2009, filed with the SEC on March 11, 2010 (which, in turn, incorporates by
reference our Report on Form 6-K filed with the SEC on February 23, 2010), have been so
incorporated in reliance on the audit report of Kesselman & Kesselman, independent registered public
accounting firm in Israel and a member of PricewaterhouseCoopers International Limited, given on
the authority of said firm as expertsin auditing and accounting.
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CONSENT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

We hereby consent to the incorporation by reference in this Prospectus filed with the Israeli Securities
Authority of our report dated February 22, 2010 relating to the consolidated financial statements, which
is incorporated by reference in Orckit Communications Ltd.'s Annual Report on form 20-F for the year
ended December 31, 2009. We aso consent to the incorporation by reference of our report dated March
3, 2011, relating to the consolidated financial statements, which appears in the Current Report on Form
6-K dated March 3, 2010. We also consent to the reference to us under the heading "Experts' and
"Selected Consolidated Financial Data" in such Prospectus.

Tel-Aviv, Israel Kesselman & Kesselman
April 14, 2011 Certified Public Accountants (Isr.)

A member firm of PricewaterhouseCoopers International Limited
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