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ORCKIT CO¥MMUNICATIONS LID
CONSOLIDATED STATEAMENTS OF OPERATIONS

(LISS in thousands, except per share data)

Revenues
Cost of revenues

Gross profit

Research and development expenses, net
Selling, mavketing, general and administrative expenses
Total operating expenses

Oper ating loss

Financial income (expense), net
Adjustments related fo series A and series B convertible notes

Total financial income {expense), net

Other income

Net loss

Net loss per share - basic

Net loss per share - dilated

Weighted average numbez of shares outstanding - hasic

Weighted average munber of shares oufstanding - diluted

§

Three ¥onths Ended

Sepiember 30

Nine Months Ended
September 30

2611 2010 2011 2010
1,590 3 4592 13,115 8 7,987
1,938 2,955 7460 5,383
1,652 1737 5646 2,604
2,306 3476 8,439 10,827
3,148 4,005 10,342 12,056
5454 7,481 18,781 22,883

(3.302) (5,744} (13,135) (20,279)
935 18 28 (350)
967 440) 2 (348)

1,902 {239) 254 (1,198
369 0 369 1,624

(153 % (600D (12512) §  (19,853)
007 S {031 055 3 (1.07)
(0.16) § 031) ©.57) $ (1.07)

22,74 19,580 22,665 18,516

27.110 19,530 24,033 18,516
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ORCEKIT COMMUNICATIONSETD.
CONSOLIDATED BALANCE SHERTS

(LSS in thousands)
September 30 December 31
2l 2010
ASSITS
Curzcnt assefs:
Cash and short terin matketable secutities $ 284318 § 19,193
Trade recaivables 7,767 6,624
Other receivables 2,649 3,197
Inventories 3,840 3,183
Total cusrent assets 12,694 32,196
Long term marketable seci ities 0 16,351
Severance pay fund 3,392 3,611
Property and equipient, net 748 923
Deferved issuance costs, net 6% 173
Totat assels § 46,903 § 53,257
LYABILITIES AND SHAREHOLDERS' EQUITY (NET OF CAPITAL DEHTCIENCY)
Current Habilities:
Trade payables 5 2,757 § 3,778
Accrued expenses and other payables 7,754 6,910
Deforred imeome 2,528 1,933
Convertible subordinated notes, seties A 25,689 -
Adjustmants due fo convertible notes conversion terms (476) -
Convertible subordinated notes series A, net 25,213 -
Total current iabilities 38,252 12,621
Long ferm liabilities :
Convertible subcrdinated notes, series A - 26,151
Adjustments due to converiible notes conversion terms - (1,213
Convertible subordinated notes series A, net - 24 938
Couvertible subordinated noies, series B 6,673 -
Accrued severance pay and other 4,043 4,446
Total long term labilities 10,723 29,384
Totai liabilities 48975 42,003
Shareholders' equity (capital deficiency ) (2.072y . 11,252
Total liabilities and sharcholders' equity (net of eapifal deficiency) § 46,003 § 33,257
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RISK FACTORS

Risks Refating to Qur Business and Indusiry

Even if the proposed arrangement with our note holders receives all the requisite appiovals and
comes info effect, our business will still be subject to numerous significant 1isks. There is no assurance that
our business plan will succeed, that we will be able fo make all required payments fo our note holders in
accordance with the arrangement or that our ordinary shares will increase in value.

It is possible that chailenges by third parties or other events outside our control could delay the
implementation of the proposed anangement with our note holders or result in its termination Even if the proposed
atrangement receives all the requisite approvals and comes into effect, there can be no assurance that our business
plan will succeed Our ability to successfully execute our business plan depends on various factors, some of which
are outside out control, such as raising additional funds to finance our business, developing our products to mest
customer specifications and being awarded large customer contracts  As discussed below, we may unable to raise
additional funds as and when required on reasonable terms or at all. ‘This would require us to further reduce our
operating expenses, which could haim our business prospects In addition, the successful execution of our business
plan is subject to the risks that we will not be selected for some or all of the customer projects that we are seeking,
that there will be delays in selecting the suppliets or in issuing purchase orders related to such projecis and that we
will be unable to develop, manufacture and deliver producis ordered satisfactorily and on a timely basis. If we are
unable to raise sufficient funds or are not selected for large customer projects on a timely basis, we could be unable
to make all required payments to our note holders, which could ultimately result in the liquidation of our business

The 1isk factars below more fully describe the tisks facing owr business

If the proposed arrangement with our note holders is not approved, we may encounfer creditor
lawsuits and/or request a stay of proceedings, which may materially harin oar operations and financial

results and ultimately result in our liquidation.

On January 1, 2012, we filed a petition with the Tel Aviv District Court for a stay of proceedings on actions
by creditors, including holders of owr Series A and Series B notes, pursuant to Section 350 of the of the Israeli
Companies Law, 5759-1999. On January 2, 2012, we filed a request with the Court to suspend the petition in order
to pursue furthet negotiations with the respective representatives of the Series A and Seties B note holders regarding
a possible arrangement.  Although we have reached an agreement with the representatives of the note holder
regarding a proposed atrangement, if it does not cgne into effect for any reason, we may request the Court to

reinstate our petition for a stay of proceedings.

According to the petition, during the petiod of the stay, cur business would continue to function undet the
supervision of a trustee appointed by the Court. The trustee would replace our board of directors and have full
authority to control our business If the stay of proceedings is not gianted by the Court or if the stay expires and is
not extended by the Court before our financial condition sufficiently improves, ore or more of our creditors might
mitiate proceedings to liquidate our business. Up{’;)n liquidation, our ordinary shares would most likely have no

value.
Our petition for a stay of proceedings, even if denied, suspended or withdrawn, could adversely affect om
business and operations in vatious ways. For example, negative events or publicity associated with omr proposed

stay of proceedings could adversely affect our sales and relationships with owr existing and potential customers, as
well as with vendors and employess, which in turn could adversely affect our operations and financial condition

If the Court approves a stay of proceedings, our operations, including our ability fo execute our business
plan, would be subject to varicus risks and uncertainties, including the following:

Actions and decisions of the trustee, or delays in taking important business decisions, may adversely
affect our business;

. Actions and decisions of our creditors, including holders of our Serfes A and Series B notes, and

s




other third parties with interests in our stay of proceedings may be inconsistent with owr business

plan;

Cur ability to obtain and maintain commercially reasonable terms with vendors and service

providers;
Our ability to maintain customer contracts and sign new ones that are critical to our operations;
. Qur ability to retain management and other key personnel; and

Risks associated with third parties seeking and ohtaining Court approval to terminate or shorten the
petiod for us to prepoese and confitm a plan of reorganization or to appoint a trustee.

Because of the 1isks and uncertainties associated with a petition foi a stay of proceedings, the ultimate
impact that events that occur during the related proceedings will have on cur business, financial condition and

resuits of operations cannot be accurately predicted or quantified.
We require a significant amount of cash to fend our operating activities and repay our indebtedness.

We used cash in our operating sctivities in the amount of $33.4 million in 2008, $20 0 million in 2009,

$31 2 million in 2010 and $10 5 miilion in the six months ended Tune 30, 2011. In the second half of 2011 and in

2012, we will continue io use a significant amount of cash in our operating activities. In Match 2012, each holder of

our Series A notes will have the right to 1equest early redemption of its notes  If all the holders request such early -

redemption, we will be required to pay them approximately $23 .5 million. This amount exceeds the total amount of
our cash and cash equivalents as of February 14, 2012, which amounted to $18.9 million {excluding cash and cash
equivalents held by our subsidiaries). If the arrangement with our note holders comes into effect and ali of owr note
holders request early redemption of their notes, we will be required to pay them approximatety $10 .2 million in May
2012, $2 8 million in September 20$2, $1 6 in March 2013 and $11 9 in Tuly 2014(including accrued and unpaid
interest). There can be no assurance that our note holders will not exercise their right to request sarly redemption of
their notes or that they will decide to convert their notes into ordinary shares, notwithstanding the decrease
conversion price of the notes contemplated by the arrangement with our note holders. Accotdingly, we need to
obtain additicnal 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 and/ot in the liquidation of

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

We need to raise additional capital to operate owr business The substantial cash required to fund our
operating activities could impede our ability to fund our operations and to invest in om business. In order to operate
or grow our business, we need to raise equity or debt funds through additional public or private financing or through
arangsments with strategic partners. We have not generated cash from operations during each of the years in the
period from 2006 through September 30, 2011. We may nof be able to obtain additional financing on acceptable
tetms or at all. This would inhibit our ability to operate or grow out business or cause us to reduce owr expenditures
for research and development and for sales and marketing, which could adversely affect our results of operations
and our ability to grow Ultimately, if we are unable to raise sufficient funds, our business may be liquidated

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 transeission of data
for the metropolitan area. Whils we generated a smail amount of operating income in 2006, we incurred operating
losses of approximately $32 million in 2007, $34 million in 2008, $23 million in 2009, $25 millien in 2010 and $19
millien in the nine months ended September 30, 2011, due to a significant decrease in revenues compared to 2006,
We also incurred significant net losses in each of those years and expect to incur a net loss for 2011 We cannot bs

sure that we will be able to return to profitability
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We have a significant amount of debt and we may have insufficient cash to satisfy our debt service
obligations. The amount of our debt could impede our operations and flexibility and could ultimately 1esult

in the liquidation of our business.

In March 2007, we issued NIS-denominated Series A convertible notes in the aggregate principal amount
of approximately $25 8 million (based on the US Do!lar/NIS exchange rate at that time), which bear intetest at the
rate of 6% pet year and are linked to the Israeli CPI. The Series A notes are doe in March 2017, but are subject to
the right of each holder to request early repayment of all or part of the notes held by it in March 2012 with a penalty
of approximately 3% of the indexed amount (equal to the last payable interest coupon preceding the early repayment
request) In the first quarter of 2009, we paid $3.0 million to repurchase approximately 25% of the then principal
amount of the outstanding Series A notes. As of December 31, 2011, the net indexed principal amount outstanding
under the Series A notes was approximately $24 9 million (based on the U.S Dolla/NIS exchange rate at December
31, 2011) The Series A notes are convertible at the election of each hoider into our ordinary shares at the
conversion ptice of NIS 63 00 per share (approximately $16 49 based on the US Dollar/NIS exchange rate at
December 31, 2011) The conversion price is subject to adjustment in the event that we effect a share split ot teverse
share split, & distribution of bonus shares or cash dividend, or a rights offering

In Tune 2011, we issued NIS-denominated Series B convertible notes in the aggregate principal amount of

approximately $9 0 miliion (based on the U.S. Dollar/NIS exchange rate at that time), which bear intetest at the rate
of 8% per year and ate not linked to the Israeli CPI. The Series B notes are due in December 2017. The Series B
notes ate convertible at the election of each helder into our ordinary shaies at the conversion price of NIS 10 00 per
share (approximately $2.62, based on the U S. Dollar/NIS exchange rate at December 31, 201 1). The conversion
price is subject to adjustment in the event that we effect a share split or reverse share split, a distribution of bonus

shares or cash dividend, or a rights offaiing

If the value of the NIS compared to the U.S. dollar increases, the U S. dollar value of the principal amount
of both series of our convertible notes would also increase  We may be unable to repay the principal amount of the
notes when due. If we are unable to generate sufficient cash flows or otherwise obtain funds necessary to make
required payments on these notes ot to tepay the principal or interest of these notes, we will be in default under the
respective trust agreements governing the notes which could, in turn, cause defaults under any other future

indebtedness

The amount of debt we have incurred could adversely affect us in a number of ways, including by:
¢ limiting our ability to obtain additional financing;
¢ limiting our flexibility in planning for, or reacting to, changes in our business;

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

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

requiring us fo apply all or a substantial portion of our cash towards payments on our debt,
instead of using those fimds for other purposes, such as working capital or capital expenditures;

and
*  harming our financial condition and results of operations.
Recent and future economic condifions may adversely affect our business including our business
prospects in India.

The current economic and credit environment is having a negative impact on business around the world
The impact of these conditions on the technology industry and owr major current and potential customers has been
severe. In addition, the Indian telecommunications market is currently in a deep economic slewdown and the




demaad for third generation services is not growing at the pace expected. Conditions may continue to be depressed
or may be subject to further deterioration which could lead to a further reduction in censumer and customer
spending overall, which could have an adveise impact on sales of our products A disruption in the ability of ow
cutrent and potential significant customers to access liquidity could cause serious disruptions or an overall
deterioration of theit businesses which could lead to a significant teduction in their orders of our products, the
inability or failure on their part to mest their payment obligations to us and the cancellation or reduction of future
projects, any of which could have a material adverse effect on our results of operations and liquidity In addition,
any distuption in the abiiity of customers to access liquidity could lead customers to Tequest longer payment terms
from us or long-term financing of their purchases from us. If we are unable to grant extended payment terms 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 resuit, we may have to defer recognition of revenues, out
reserves for doubtfitl accounts and write-0ffs 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 2 decrease in purchases by a significant customer, could have a material adverse effect on our results of

operations.

Our revenues from 2004 through 2007 were dependent on sales of ong product line, the CM-100, to KDD],
a Tapanese telecommunication catrier, which remained a significant customer in 2008, 2009, 2010 and through
September 30, 2011. Approximately 45 5% of o revenues in 2008, 44 0% of our revenues in 2009, 23.1% of ou
revenues in 2010 and 13 4% of revenues as of September 30, 2011 were derived from sales of CM-100 metro
products and services to KDDI We do not know for how long a petiod 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 decteased in 2006 through 2011 In 2007, we
introduced the CM-4000, a metro product with additional features and capabilities. KIDiDI has not made purchases of
this product and we do not know if KDDY will choose to make purchases of our CM-4000 product line.

In 2008, om 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 Broadeast. Sales to Media Broadcast
decreased significantly thereaftér and constituted 13.6% of our revenuss in 2009, 6.6% of our revenues in 2010 and
2 3% of our revenues as of September 30, 2011 The cable operator that is the ultimate user of our products has
decided to build ifs own nefwork structure. Accotdingly, our revenues from Media Broadcast are expected to consist
primarily of the sale of services for equipment previously sold and therefore aré expected to be significantly

Ieduced

In 2008, our products were selected by Korea’s Hanaro Telecom (now called SK Broadband) as their main
network infrasiructure building block for their premivm 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 and 0.7% of our revenues as of September 30, 2011 We cannot be sure that SK Broadband wil! continue to

purchase our products to the same extent, if at all.

In 2009, owr 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 a required approval from TSEC in India, a condition for
making sales to BSNL, we started to recognize revenues from sales to BSNL through two OEM channels: We
recognized approximately $3.9 million of revenues in 2010 which represented 40% of our revenues in 2010 and we
recognized approximately $2.8 million of revenues as of September 30, 2011 which represented 21.5% of our




revenues as of such period We cannot be sure of the amount and timing of revenues, if at all, from BSNL in the
future

In late 2009, a teading Scandinavian telecommunieation service provider selected our CM-4000 product to
enabie services migration and expansion for residential, enterprise and mobile subscribers with shipments beginning
in late 2009 Sales to this customer represenied 9 3% of our revenues in 2010 and 25 5% of our revenues as of

September 30, 2011.

For the past several years, we have depended on sales of our CM product lines to a limited number of
customers for the substantial majority of cur revenues This dependence continued in 2011 and may continue in
2012 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 wirelinel and wireless subscribers. There can be no assutance that
our customers will be successful in offering new services or securing additional subscribers. Sales to our customers
ate dependent on their success in offering new services and securing additional stbscribers. Even if successful, there
is no assurance that our customers will continue to purchase our products or that they will not choose another
vendor. Out revenues from KDDI declined in 2008, 2009, 2010 and in the period ended as of September 30, 2011
Qur revenues fiom Media Broadcast declined in 2009, 2010 and in the petiod ended as of September 30, 2011, Our
revenues from SK Broadbarid deciined in 2010 and in the petiod ended as of September 30, 2011 This materially
adversely affected our results of opetations Accordingly, we will need to attract new customers if we are to increase
our revenues, The loss of, BSNL as a customer or the loss of one of two OEM channels through which sales to
BSNL are made, ot a significant decrease in revenues from BSNL, would have a material adverse effect on our
results of operations unless we are able to generate significant additional revenues from other customers.

We need to male sales to additional customers and to develop additional products in order to

become pr ofitable.

We need to make sales (o additional customers and to develop additional products in order to beceme
profitable. Since 2004, the significant majority of our revenues have been derived from our CM-100 product line to
a very limited numbet of customers. In 2008, we added a secend genetation product line, the CM-4000, which has
started to be commerciaily deployed and accounied for the majority of cur revenues in 2010 We cannot be sure that
we will be able to make significant sales of any of ow 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 tesult
of selections of owr products by new customets, or the period of time over which our products may be purchased by

any customers.

We depend on third party distributors for the sale of our products. If these distributors do not

succeed in selling ony products, or if we are not able to maintain our relationship with them, our results of

operations will suffer.

Our sales of products to KDDI are made through OKI Electtic 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 Ttd. and

Alphion COIpOIatIOH, both distributors in India, as well as through an additional OFEM channel, and our sales i m_

Germany are carrently made mairly through 3M Services. We also make sales through dzstrzbutors for other smaller

scale custemers. 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 a distributor 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 aperations.

Ihe purchasing patterns in the markets we address will likely resuif in our revenues being highly

volatile.

Sales of our product lines are dependent on the capital equipment expendifure 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 sconomic conditions could cause our customers to delzy the placing of orders and slow the pace of
reorders We have expeirienced a concentrated and inconsistent pattern of purchasing by XDDI, SK Broadband,

T
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Media Broadcast and BSNL. We have [imited experience with respect to the purchasing patterns of other newer
custorners as well. While product selections and subsequent deliveries may last several years, the purchasing pattern
dwing the deployment pericd is highly uncertain and, accordingly, our revenues are likely to be subject to high

volatility

A substantial amount of our shipments are currenily made in countiies in which we have limited
experience in selling and servicing metro products. This lack of experience could materially adversely impact

our results of operations.

In 2008, a substantial portion of our shipments was to Getmany 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 expetience 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.

In 2011, we opened a research and development center in India. We have limited experience in

conducting business in India.

in 2011, we opened a research and development center in fndia Ihe sstablishment of a business in a
foreign country requires a knowledge of various matters that impact conducting business in that country, inciuding
legal, tax, employee and other tegulatory issues, as well as the country’s business culture Owr lack of expetience in
conducting business in India could adversely impact our ability to successfully operate a business in India and could
result in expenses and costs we have not anticipated and, as a result, adversely affect 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 telecommurication products are related to the
offering of data and video services and their associated infrastructure, such as mobile backhauling, mobile
hieadhand, videc-on-demand, HDIV, and Internet TV, as well as other media services by telecommunication
carriers over data networks. These types of setvices 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, parls of Furope and Latin America, but is still
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 cariiers in thé access and metro
networks. Delays in the launch of these services or slow subseriber 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
commercial selection and revenues fiom our products Telecommunication carriers could select solutions offered by
our competitors to provide these services. Thus, even if the demand for these services increases, we cannot be sure

that this increased demand will result in increased sales of our preducts

A slowdown in capital expenditures by felecommunication service providers had a material adverse
effect on our results of operations in the past and may again in the future. -

The global economic detericration and economic uncertainty that began in 2008 resulted in a curtailment of

capital investment by telecommunication cartiers and service providers. Consclidation of telecommunication
carriers has led camiers to purchase ffom 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 cur ability to sell our
products. A continued industry downtuin could increase our inventories, decrease our revenues, result in additional
pressure on the price of our preducts and prolong the time unti! we are paid, each of which could have a material
adverse etfect on our results of operations In addition, the Indian telecommunications market i3 curtently in a desp
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economic slowdown and the demand for third generation services is not growing at the pace expected This may
adversely affect our ability to generate significant revenues in India

We plan to continue to invest substantial capital and other resources in the development, sales and
marketing of 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, 2010 and as of September 30, 2011 were
related to our CM-4000 products and we expect the CM-4000 to continue to constitute a significant part of our
efforts in 2012 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. In the nine months ended September 30, 2011, our research and development and owr sales and marketing

expenses relatively decreased mainly because we decreased our headcount

These expenditures ceuld reduce out cash balances. There is 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
requited from time to time to develop new products and product features These development projects reqhire us to
expend significant time and 1esources, even before we are selected as a supplier and without any assurance that we
will be selected if we develop the requested products ot features. We may not have sufficient resources to develop
all the products and features required by our customners 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 couid
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 markets for our products.

The markets for our products are dependent on packet transport networks (PTN), carrier Ethernet, multi
protocol [abel switching, or MPLS, MPLS-TP, pseudo wite emulation (PWE), synchronous Fihernet, [FEE 1588v2,
and a tange 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 protccols and
operates at 10 Gbps and highet rates. We believe that these technologies will support the upgrade of existing metro
networks on a cost efficient basis in order to provide packet ttansmission addressing high numbers of subscribers
and multiple services at significantly higher transmission rates. The markets for out products are also dependent on
the need to support legacy services and new data services over a single, unified metro netwotk

The market for products based on PTN, carrier Ethernet, MPLS, MPLS-IP, PWE and synchronization
technologies, such as synchronous Ethernet and TEEE 1588v2 in the metropolitan area, may not fully develop,
whether as a result of competition, adoption of alternative technologies or changes in technologies. Our futwie
success depends on the acceptance of our products and technologies and the purchase of high-transmission services
by the customers of felecommunication companies. We have no control over the development of these target
markets. Even if our technologies are accepted, relationships with providers of telecommunication services must be
developed in order to be successfiul Furthermore, competing technologies in the targeted areas may be utilized in the
mdjority 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 producis we are developing.
This could make these products more costly or unacceptable to potential customers.




Industiy-wide standards for MPLS, MPLS-TP, PWE and synchronization, as well as various aspects of the
standards applicable to Ethemet, continue to be enhanced We design cur products to support these standaids and
evaluate new requitements 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 ow
products to comply with these standards. Standards may be adopted by various industry groups or may be
proprietary and nonetheless accepied 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 varicus companies, they must support a number of current and futwre industry standards and
practices. It may take us a significant amount of time te develop and design products incorporating these new
standards We may also have to pay licensing fees to the developers of the technologies that constitute newly
adopted standards. This would increase our expenses and could adversely affect cur results of operations.

Because telecommunication companies must obtain in-house and regulatory approvals before they
can order our products, expected sales of onr products te 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 vears prior to commercial selection Accordingly, we are required to submit enhanced versions of products

undergoing the apptoval process and products in development for approval
The following factors, among others, affect the length of the approval process:
+ the time required for telecommunication companies to determine and publish specifications;

e the technological priorities and budgets of telecommunication companies;

* product acceptance tests; and
o the regulatory requirements applicable to telephone companies.
Delays in the product approval process could sericusly 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:
= rapid technological change;
e fisquent product introductions and enhancements;
s evolving industty standards;
e changes in end-user requitements; and

» changes in services offered by telecommunication companies

Technologies or standatds applicable to our products could beceme obsolete or fail to gain widespread,
commercial acceptance, resulting in losses and inventory write-offs. Rapid technological change and evolving

fechnological standards are resulting in relatively short life cycles for our products. Short life cycles for our preducts

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 development expenditires We may not be able to respond effectively to technelogical

changes or new product introductions by others or suceessfully develop ot market new products
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We may accumulate excess or obsolete inventory that could result in unanticipated price reductions
or write downs and adversely affect our results of operations.

Telecommunication companies typically require prompt delivery of products Sales are typically shippad
within a period of up to three months from the date we receive a purchase order As a result, 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 eycles for ow: inventory In particular, our newer CM-2000 preduct 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 obsclescence and
associated write-ofls, all of which could adversely affect our results of operations. '

IThe market for our telecommunication products is intensely competitive. Because substantially all of
onr competitors have much greater resources than we have, it may be difficult for us to affect commercial

sales or to achieve operating profitability.

The market for our products is intensely competitive, and we expect competition to increase in the futare.
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 owr 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 owr financial condifion and results
of operations. The expansion of research and design facilities in China and India, where engineering costs are
significantly lower compatad io the United States, Western Europe or Israel, has increased and could further
increase competition and price presswe for owr products In addition, manufacturers of telecommunication
equipmernt in China are attempting to leverage their success in supplying telecommunication equipment to local
catriers in Asia and market and sell their producis outside China

The compstitors in owr markets are numerous and we expect competition o increase in the future. The
principal competitors for our products include Alcatel-Lucent, Brocade, Ciena, Cisco Systems, Inc, ECI Ielecom
Ltd, Ericsson, Extreme Networks, Inc, Yujitsu, Hitachi, Huwaei, Tuniper Networks, NEC, Nokia-Siemens

Networks, Tellabs, UTStarcom and ZIE.

Government regulation o

f telecommunication companies could adversely atfect the demand for our
products. :

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

ability of our customers, to deploy our products

We currently use one subcontractor to manufacture and assemble our products, source components
and provide other services. In addition, some of our suppliers are sole suppliers. Our business could suffer if
we cannot refain or replace our scle subcontractor or a sole supplier.

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

soutce of such components




We have nol entered into multi-year agieements with assurances of supply with any of cur suppliers or
subcontractor Qur reliance on one subcontractor and on third-party suppliets involves several risks, including:

s the potential zbsence of adequate capacity if we ae able to sell a significant amount of our

products;
+ the unavailability of, or intertuption in access to, certain process technologies;

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

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 constrainis at our suppliers or subcontractor could
negatively affect our ability to meet product delivery obligations and tesult in increased costs for affected products
that we may not be able to recover. Use of a subcontractor also involves the risk of 1educed control over product
quality, delivery schedules and manufacturing yields, as well as limited negotiating power to reduce costs

In crder to have an adequate supply of components with a leng 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 alternative sources in a timely manner, if at all, if our majot
subcontractor were unwiliing or unable to provide us with key components.

In addition, supply from single sowrce suppliers limits our ability to purchase components at competitive
prices and could require us to maintair: 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
2011 levels, we may be charged higher per unit prices for the manufacturing services we purchase. In addition, we
may also be charged higher per unit prices for certain componenis whose costs are unit sensitive. This would
adversely affect our gross profit margins and resuits of operations. If we cannot obtain sufficient manufacturing
services or key components as tequired, ot develop alternative sowrces if and as required in the future, product
shipments may be delayed orreduced 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 expecied fo continue to increase
our costs. Failure to 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 Furopean Union directive,
telecommunication equipment suppliers were required te eliminate lead solders fiom their prodncts (the “RoHs6
rsgulations™) Although we believe that we are in compliance with the 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, we
are not in compliance with these regulations, it could harm our ability to sell our products in Ewrope and in any othet
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 o test all of our products If products that we
slected not to test are found net to be compliant with these regulations, it could harm ow ability to seil the products

that are not compliant

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 futurs, requires us to undertake significant expense with
respect to the re-design of our products This counld also result in part or all of our inventory bécoming 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 thess
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 redasign our praducts in order to include “environmentally friendly”
compenents. 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 out product design costs and could continue to increase these costs

Our inability or failure to comply with these iegulations could have a material adverse effect on our results

of operations

We could incur substantial costs it customers assert warianty claims or request product recalls.

Any significant produci returns o claims under our wartanty ot post-contract hatrdware 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, eriors or bugs or if we undergo a product recall as a
result of etrors o1 failures, market acceptance of our products could be lost o1 delayed and we could be the subject of
substantial negative publicity. This could have a matetial adverse effect on our business and results of operations.
We commenced commercial sales of cur metic product in 2004. While to date we have rot incurred warranty
expenses that exceeded our estimates, we could incur a higher level of warranty expense claims at any time
compated to ow priot experience. We have agreed to indemnify our customers in some circumstances against
liability fiom defects in the products sold by us and expect to continue to provide a similar indemmnity in connection
with future sales In some cases, our indemnity also covers indirect damages Product Hability claims could seriously

haim our business, financial condition and results of operations.

We are subject to international business risks.
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 and Europe Expansion of our international business

requires significant management attention and financial resources Our international sales and operations are subject
to numerous risks inhetent in international business activities, including:

e compliance with foreign laws and regulations;

o staffing and managing foreigr operations;

= import or currency conirol restrictions;

*  buidens that may be imposed by tariffs and other tiade barriers;
e local and international taxation;

*  Increased risk of collections;

* transportation defays;

+  seasonal reduction of business activities; and

political and economic factors, as well as natural disasters, that may adversely affect our
customners and potential customers

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

The recent earthquake, tsunami, nuclear power plant 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.
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We generate revenue fiom the sale of our products and maintenance services in Japan. Approximately
45 5% of our revenues in 2008, 44.0% of our revenues in 2009, 23 1% of owr revenues in 2010 and 13 4% of owr

revenues as of September 30, 2011 were dertved fiom sales of CM-100 metro products and services to KDDI, ot

main customer in Japan

The recent earthquake, tsunami and nuclear powet plant crisis in Japan, and other collateral events,
including, among others, the catastiophic loss of lives, businesses and infrasiructure, releases of radicactive material
from damaged nuclear reactors, electricity shortages and delays in tiansportation, may affect our customers in fapan.
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 ows. As a result, these events could cause
a decline in our revenue in Japan and our iesults of opetations could be matetially and adverseiy affected

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

Our growth and futire success largely depends on the managerial and technical skills of Tzhak Tamir, Eric
Paneth and cother members of senior management If any of them is unable o1 unwilling to continue with us, ow
business could be harmed and our resulis 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 operations will suffer.

We have experienced both growth and consolidation in our operations from sales of our metro products In
Novernber 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 owr managetial,
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 owr systems, procedures and managerial controls will be
adequate fo support our operations. Any delay in implementing, ot fransitioning to, new or enhanced sysiems,
procedures or controls may adversely affect owr ability to manage cur 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 engineeting, technical support, sales, administrative and opetational personnel
Competition for qualified personnel can be intense in the areas where we oparate. 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 atfected

Our proprietary technology is difficult fo 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 ou: technology, and owr competitors may
independently develop technologies that are substantially equivalent or superior to onrs. We have filed U.S. and
international patent applications covering certain of our technoiogies. To protect our unpatented propiietary know-
how, we rely on technical leadership, trade secrets and confidentiality and non-disclosure agreements These
agreemerts and measures may not adequately protect owr technology and it may be possible for a third party to copy
or otherwise obtain and use our technology without cur authorization ot to develop similar technelogy.

There is a risk that we may violate the proprietary rights of others,

We are subject to the risk of adverse ¢laims and litigation alleging infringement of the intellectual property

rights of other companies Many participants in the telecommunication industty have an increasing number of
patents and patent applications and have frequently commenced litigation based on alleged infiingsment We
indemmify our customers with respect to infiingement of third party proprietary rights by our products Third parties
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may asselt infringement claims in the future and these claims may require us to enter into license airangements ox
result in costly litigation, regardless of the metits of these claims. Licensing may be unavailable o1 may not be

obtainable on commercially reasonable terms

We face foreign exchange currency risks.

We operate in a number of territories and typically owr prices are determined in local curreficies of the
countries in which we operate. The main currencies of the couniries in which we operaté are the US. dollar,
japanese Yen (“Yen”), NiS, Rupee and Euro. A major patt of our expenses are denominated in U.§ doilars and in
NIS In particular, we are obligated to pay interest on, and to repay the principal of, cur convertible notes in NIS.
The majarity of our salaties are also paid in NIS. We currently do not use hedge instruments.

We are likely to face risks from fluctuations in the value of the Yen, NIS, Euro and the Rupee compared to
the U.S dollar, our functional currency in owr financial statements In 2008, the value of the US dollar decreased
against the Yen, and since our sales prices to KDDI were determined in Yen, based on currency exchange rates that
prevailed in piior yeats, this caused us to recognize higher doilar revenues and gross profit in owr 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 and in 2011, the value of the
U.S. doilar slightly decreased against the Yen. In 2008, the vaiue of the U S dollar increased against the Euro,
which caused us to recognize lower doliar 1evenues and gross profit in our financial statements for Euro linked sales
prices In 2009, the value of the U S dollar decreased slightly against the Euro, while in 2010, the value of the U S.
dollar once again incieased silchtly against the Euro and in 2011, the value of the U S dollar slightly mcreased
against the Euro An increase in the value of the U S dollar against the Yen and Earo in the fitture would cause a
decrease in our revenues and gross profit derived from sales denominated in Yen o1 Euro. In 2008, 2009, 2010, the
value of the U S. doilar decreased against the NIS, which caused us to recognize higher dollar expenses (mainiy
salary expenses) In 2011 the value of the U S. dollar increased against the NIS A decrease in the value of the U S

dollar against the NIS would cause a further increase in owr expenses.

Our sales in India are currently denominated in U.S. dollars. However, we cannot be sure that future sales
in India, if any, will be in U.S. dollars If futire sales in India are made in Indian Rupees and the value of the U.S.
dollar against the Indian Rupee should decrease, it would cause a decrease in the revenues reported in ot financial

statements and adversely affect owr results of operations.

We are subject fo risks from onr financial investments.

We invest the majority 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 instiuments Some of these bonds and
instruments are rated below investment grade ot are not rated In 2008, 2009, 2010 and as of September 30, 2011,
based on our evaluation of certain obligors to pay their debts, we recognized an impaiiment charge with respect fo
the value of certain bonds we hold. Also, in 2009, the market valve of part of ow 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, in the nine months ended September 30, 2011 it once again declined If the obligors of any of the
bonds or instruments we hold default or undergo a reorganization in bankruptcy, we miay lose zll or a portion of ow
mvestment in any such investment This would harm our financial condition

‘We are subject to taxation in several countries,

Because we opetate in several countriss, mainly in Istael, Japan, the United States, Germany, Korea, India,
Brazil 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, JTapan, Korea and India and cannot be sure of the amount of taxes
we may become obligated to pay in these countries. In addition, cw 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 countiies in which we
operate may not agree with our tax position. Qur tax benefits from carry forward [osses and other tax planning
benefits such as Tsraeli Approved Enterprise programs, may prove to be insufficient due to Israeli tax limitations, or
may prove o be insufficient to offset tax liabilities fiom foreign tax authotities Foreign tax authorities may also use
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our gross profit or our revenues [n each tertitory 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 Operations in Is1ael

Potential political, economic or milita1y instability in Israel may adversely affect our results of

operations.

Our principal offices and many of our subcontractors and suppliers are located in Istaei Accordingly,
political, economic and military conditions in Israel affect ot operations Since the establishment of the State of
Israel in 1948, a number of armed conflicts have taken place between Jsrael and its Arab neighbors A state of
hostility, varying in dégree and intensity, has led to security and economic problems for Israel. Since October 2000,
there has been a marked increase in hostilities between Isrzel and the Palestinians, and in 2007, Hamas, an Islamist
movement responsible for many attacks against Israeiis, took contiol of the Gaza Strip. Recent political events in
various countties in the Midd(e East have weakened the stability of thosé countries, which may result in extiemists
ceming to power. In addition, Tran has threatened to attack Israel and is widely bglieved to be developing nuclear
weapons. [ran is also believed to have a strong influence among extremist groups in areas that neighbor Israel, such
as Hamas in Gaza and Hezbollah in Lebanon. This situation may potentially escalate in the future to violent events

which may affect Israel and us

The future of relations between Isracl and the Palestinian Authority is uncertain, especially as the
Palestinian Authority has enteted into an agreement with Hamas 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
tecent uprisings, pofitical instability or militaty action elsewhere in the Middle East. Furthetmore, several countries
restzict doing business with Israel and Israeli companies, and additional companies may resirict doing business with
Israel and Israeli companies as a result of the increase in hostilities This may alsc seriously harm our operating

results, financial condifion and the ability to expand our business

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

Most of our male employees in Istael are obligated to perform military reserve duty fiom time to time. In
addition, in the event of a military conflict or other attack on Istael, including the ongoing conflict with the

Palestinians, these persons could be requited to serve in the military fot extended periods of time and on very short
notice  The absence of a number of our officers and employees for significant periods could disrupt ow: operations

and harm our business

Our results of operations may be adversely affected by inflation rates in Israel.

We could be exposed to risk if the rate of inflation in Israel exceeds the rate of devaluation of the NIS in~

telation to the Yen, U.S. dollar, Eure, Rupee and other currencies of other foreign countties in which we operate, ar
if the timing of such devaluation lags behind inflation in Isrzel. In that event, the cost in US dollars of our
operations in Israel would increase and our U.S. dollat-measured resuits of operations would be adversely affected
For example, in 2011, the value ofthe US dollar increased in relation to the NIS by 7. 7%, while inflation in 2011
increased by 2.2% and in 2010, the valus 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 8. doliar
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 expenses in U S dollar terms. Qur
issuance in March 2007 and June 2011 of convertible notes that are denominated in NIS has made us more sensitive

to increases in the value of the NIS relative to the U S dollar In 2008, 2009 and 2010, the value of the U.S. dollar

decreased in relation to the NIS, and the Israeii CPI increased, which caused us to record significant financial
expenses in relation with the Series A notes Due to these fluctuations, we may record higher or lower expenses in

our financial statements
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We benefit from govetnment grant programs that may be reduced and may be unavailable to us in
the future Our participation in these programs restricts our ability to {veely transfer manufacturing rights

and technology out of Israel.

Since our inception, we have relied on grants from the Isrzeli government and other institutions for the
finanecing of a pottion of our product development expenditures Due to teductions of the budget of Tstael’s Office of
the Chief Scientist of the Ministry of Industry, Trade and Labor, the amount of grants we 1eceive 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 millicn in 2009, $2 6 million in 2010 and $2 1 miilion as of September 30,

2011,

Generally, according to Istaeli law, any products developed with grants from the Office of the Chief
Scientist, or OCS, are required to be manufactured in Istael, unless we obtain prior approval of a goveinmental
committee. As a condition to obtaining this approval, we may be requited tc 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 petformed
outside Istael. We have obtained an approval from the OCS to manufacture part of our products cutside Israel We
intend to keep sufficient manufacturing activities in Tsrael so that we will be subject to a repayment percentage of up
to 150% of the grants we received. In addition, we are prohibited fiom transferring to third parties the knowhow
developed with these grants without the prior approval of a governmental committee. Based on a request from the
QCS, 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 gramts related to a research and development project that was
cancelled We are disputing some of the claims made by the OCS and are atterpting to negotiate a seftlement of the
claim. While we have made a provision in our financial staternents to cover the estimated outcoms of this claim, the
amount we ultimately pay may exceed our estimate. The OCS may also dispute our reports related to ow
manufactuning activities outside of Israel. 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.

The {ax benefits to which we are currently entitled require us to meet several conditions and may be
terminated 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
Brterprise” status of most of our existing facilities. If we fail to meet eligibility conditions in the futuze, our tax

benefits could be reduced or canceled.

) For more information about Approved Enterprises, see “Item 5B - Liquidity and Capital Resouzces —
Effective Corporate Tax Rates in Israel” in our Annual Report, “Ttem 10 E — Taxation — Israeli Tax Considerations —
Tax Benefits Under the I aw for the Encouragement of Capital Investments, 1959” in our Annual Repoit, and Note
7a to ths financial statements for the vear ended December 31, 2010, included in our Form 6-K filed with the SEC

on March 3, 2011

It may be difficult to enforce a U.S. judgment against us, our officers and directors and our Israeli
anditors or to assert U.S. securities law claims in Israel.

Service of process upon ocur directors and officers and ous Israeli auditors may be difficult to effect in the
United States because all 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 Israel. Israsli 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 Israsli court agrees to hear a claim, it may determine that Israeli
law and not U S. Iaw is applicable to the claim. If U.S law is found to be applicable, the content of applicable U.S.
taw must be proved as a fact, which can be a time-consuming and costly process. Certain matters of procedure will
zlso be governed by Israeli law. There is little binding case {aw in Israel addressing these matters.

However, subject to time limitations, Isracli courts may enforce & U S judgment in a civil matter, if:
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adequate service of process has been effected and the defendant has had a reasonable opportunity

o be head;

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

the judgment was rendered by a court of competent jurisdiction, in complance with due process
and the rules of private intetnational law ptevailing in Israel;

the judgment was not obtained by fraudulent means and dees 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 Isracli court at the time
the lawsuit is instituted ina U S court; and '

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

Provisions of Israeli Iaw may delay, prevent or make an aequisition of us more difficult, which could

depress our shave price.

The Israeli Companies Law, 5759-1999, or the Companies Law, generally requires that a merger be

approved by the board of directors and a majotity of the shares voting on the proposed merger. Upon the request of
any creditor of a party o the proposed metger, a coutt may delay or prevent the merger if it concludes that there is 2
reasonzble concern that, as a result of the merger, the 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
mergei proposal with the Istaeli Registrar of Companies and (ii) 30 days have passed since the merger was approved

by the sharcholders 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 a
tender offer if as a result of the acquisition the purchaser would become a 25% or greater or 45% or greater
shareholder of the company (unless there is already a 25% or greater or a 45% or greater shareholder of the
company, respectively). If;, as a result 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 alf of the shares.

The described restrictions could prevent or make more difficult an acquisition of Orckit, which could

depress our share price
Risls Relating to the Ownership of our Ordinary Shares

Investors may experience significant dilution as a result of the conversion of our Series A notes or
Series B notes into our ordinary shares under the terms of the proposed arrangement with our note holders,
The market price of our ordinary shates may be adversely affected as a result of the lower conversion prices

of our notes pursuant to the arrangement,

According to the terms of the proposed arrangement with owr note holders, the conversion prices of cur
Series A and Series B notes would be significantly reduced Specifically, during the first ten days from the effective
date of the arrangement, the conversion price of the Seties A notes would be $0.37 and the conversion price of the
Series B notes would be $2.70; from the 11th day through the 35th day from the effective date of the arrangement,
the conversion price of the Series A notes would be $0.41 and the conversion price of the Series B notes would be
$0 49; and after the 35th day from the effective date of the arrangement, the conversion price of both the Series A
notes and Series B notes would be $2 .04 (based on the U.S. Dollar/NIS exchange rate at February 15, 2012} We
would also have the right to force the conversion of the Series A notes and/or the Series B notes at the then
applicable conversion price if the prevailing market price of our ordinary shares is at least $3.00 per share. While
we cannot foresee when or how many of our notes would be converted, the conversion of all or a significant portion
of our notes after the arrangement comes into effect would 1esult in significant dilution of the holdings of our
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shareholders. As of February 20, 2012, we had 22,764,925 ordinary shares outstanding Assuming the conversion of
all our Series A notes and Series B notes pwsuant to the terms of the anangement, we would have to issue between
approximately 13.7 million and 73 9 mitlion ordinary shares, as opposed to approximately 4 4 million ordinary
shares according to the terms of the notes piiol to the arrangement, which would result in the dilution of each of our
shareholder's ownership by between 37 6% and 76 9% pursuant to the arrangement, as opposed to dilution by 16 1%

prior to the arrangement

There may be an adverse effect on the market price of our shares as a result of shares being sold o
availabie for sale in the future If ow shareholders sell substantial amounts of out ordinary shares, including shares
issued upon the exercise of outstanding options, warrants or convertible notes, the market price of cur ordinary
shares may fall The ordinary shares that may be issued as a result of conversion of notes by our note holders will be
freely tradable, and the note holders may promptly tiy to sell such shates in the public markets Thers is no
assurance that there will be sufficient liquidity to enable such sales. Such sales, and the potential for such sales,
could cause the market price of our ordinary shares to decline significantly They also might make it more difficult
for us to sell equity or equity-related securities in the future at a time and price that we deem appropriate.

We do not satisfy two of the NASDAQ Global Market’s requirements for continued listing. If we are
unsuccessful in regaining compliance, NASDAQ will delist our ordinary sharves.

On Tanuary 3, 2012, we received a notificaiion from the NASDAQ Listing Qualifications Staff indicating
that our ordinary shares will be defisted fiom the NASDAQ Global Maricet because we did not satisfy the minimum
$t0 million shareholdats’ equity requirement for continued listing, unless we request a heaxing before Nasdag
Listing Qualifications Panel. We requested such a hearing, which was held on February 9, 2012, The Panel has not
yet issued a determination on our appeal for additional time to regain compliance Until such time as the Panel
makes a final determination, the delisting will be stayed

In additien, on Febiuary 15, 2012, we received a notification from the NASDAQ Listing Qualifications
Staff that, for the previous 30 consecutive business days, the bid price for our ordinary shares had closed below the
minimem $1 00 per share required for continued listing on the NASDAQ Giobal Market We will be afforded 180
calendar days to regain compliance with the minimum bid price requirement, which requires that the bid price for
out ordinary shares close at $1 00 per share or more for a minimum of ten consecutive business days. Ihe grace
period expires on August 13, 2012, An additional 180-day period wiil be available to regain compliance if we
transfer ow listing to the NASDAQ Capital Market and meet all other listing requirements

We intend to actively monitor the bid price for ouwr ordinary shates duting the grace period and will
consider all available options {o resolve the deficiency and regain compliance with the NASDAQ Global Market
minimurd bid price requirement. If necessaty, we may effect a reverse stock split to regain compliance with the
minimum bid price requirement Tn the event that the bid price deficiency is not cured by that the end of the

applicable grace period, our ordinary shares will be subject to delisting.

‘We cannot assure you that we will be able to regain compliance with the minimum shareholders' equity and
bid requirements or that we will be able to continue to meet the other continued listing requirements of NASDAQ
Global Market in the fiture If our appeal to the NASDAQ Panel is rejected, or it we fail to comply with any of the
continued listing requirements, we could be delisted from the NASDAQ Global Market. If we ate delisted from the
NASDAQ Giobal Market, our ordinary shares might be listed on the NASDAQ Capital Market, if we satisfy all the
listing requirements of that market. Currently we do not satisfy all the listing requirements of the NASDAQ Capital
Market. Otherwise, trading in our ordinary shares may be conducted, if available, on the Over the Counter Bulletin
Board Service or another medium. In the event of such delisting, an investor would likely find it significantly more
difficult to dispose of, or to obtain accurate quotations as to the value of our ordinary shares, and out ability to 1aise
future capital through the sale of our ordinary shares could be severely limited In addition, in the event of such
delisting, we may be required to comply with enhanced reporting obligations under the Israeli securities laws, in
addition to the reporting obligations under the US securities laws, which could require additional management
attention, increase our legal and accounting expenses and raise cur exposure 1o sanctions for possible violations of

Israeli securtties laws
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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 income
tax consequences for U.S. holders of our ordinary shares

Based on the composition and value of our gross assets during 2007, 2008, and 2009, it is likely that we
would be desmed to have been a passive foreign investment company, or PFIC, for US. federal income tax
purposes during each of such years For 2006 and 2010, we believe that we would not be deemed to have been a
PFIC We are still evaluating whether we would be deemed to have been a PFIC Thete 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 owr otdinary shares and the ameunt of our liabilities, declines in relation to the value
of our passive assets (such as cash, cash equivalents and marketable securities). If we are a PFIC for any tax yeat,
US holders of our ordinary shares during such vear may be subject to increased U S federal income tax liabilities
and 1eporting requirements for such year and succeeding years, even if we are no longer a PFIC in such succeeding

years

US tesidents should caréfuily read “Item 10.E - Taxation — United States Federal Income Tax
Considerations” in owr Annual Report on Form 20-F for the year ended December 31, 2010, for a more complete
discussion of the U S federal income tax risks related to owning and disposing of our crdinary shares and the

consequences of PRFIC status.

We do not intend to pay cash dividends.

We have never declared or paid any cash dividends on our ordinaty 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 shareholders who are also our senior officers may be able to control us,

As of Tanuary 31, 2012, Tzhak Tamir, our President, beneficially owned an aggregate of 2,265,367 ordinary
shares, representing 9 5% 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 ordinaty shares issuable upon the exercise of
warrants at an exercise price of $5 66 per share, 78,000 ordinary shares issuable upon the exetcise of warrants at an
exercise price of $3 50 per share and 673,100 ordinary shaies issuable upon the convession of Series B notes at a
conversion price of NIS 10.00 per share (approximately $2 62, based on the U.S. Dollar/NES exchange rate at
December 31, 2011).  As of the same date, Eric Paneth, our Chief Executive Officer, beneficially owned an
aggregate of 1,583,617 ordinary shares, representing 6 8% of our outstanding ordinary shares, including 420,060
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 per share, 66,000 ordinary shares issuable upon
the exercise of warrants at an exercise price of $3.50 per share and 54,600 ordinary shares issuable upon the

conversion of Series B notes at a conversion price of NIS 10 00 per share

Each of Mr. Tamir and Mt Paneth is an executive officer and a member of our board of directors.
Currently, Messrs Tamir and Paneth are not parties fo a sharehoiders’ agresment, However, if Messts. Tamir and
Paneth act together, they may have the power to control the outcome of matters submitted for the vote of
shareholders, inclading the approval of significant change in control transactions The equity interest in Orekit of’
Mr Tamit and Mr. Paneth may make certain transactions more difficult and result in delaying or preventing a

change in controi 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 depress our
share price.

In November 2001, we adopted a sharsholder bonus rights plan pursuant to which share purchase bonus
rights were distiibuted to our shareholders  These rights generally will be exercisable and transferable apart fiom
our ordinary shares only if a petson or group acquires beneficial ownership of 15% or more of our ordinary shares,




or commences 2 tender or exchange offel upon consummation of which that persen o group would hold such a
beneficial interest Once these rights become exercisable and transfeiable, 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 We extended the sharcholder bonus rights plan in November 2011, and the rights will expire on
December 31, 2014, unless our Board takes action to amend the expiration date. 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 Orekit.

In addition, our articles of association require the approval 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 feast two-thirds of our ordinary
shares voting on the matter to elect a director These requirements could also delay or prevent a change of controf of

our company
Our share price has fluctuated 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 [, 2006 and Febiuary 19, 2012, our share price has fluctuated from a low of $¢.51 o
a high of $31.22 The following factors may caunse significant fluctuations in the maticet price of our ordinary shares:
¢ fluctuations in our quarterly 1evenues and eainings or those of owr competitors;

s shortfalls in ow operating results compared to levels forecast by securiiies analysts;

changes in the conversion prices of ow convertible notes, as contemplated by the proposed
arrangement with our note holders;

e announcements concerning us, out competitors or telephone companies;

e announcements concerning our customers;

s announcements of technological innovations;

¢ the introduction of new products;

= changes in product price policies involving us or cur competitors;

¢ market conditions in the industry;

the conditions of the securities markets, particularly in the technology and Israeli sectors; and

political, economic and other developments In the State of Istael and wortldwide.

In addition, stock prices of many technology companies fluctnate significantly for reasons that may be

unrelated or disproportionate to operating results. The factors discussed above may depress or cause volatility of
our shate price, regardless of our actual operating resulis.

Our gquarterly results of operations, including revenues, net income and et loss, net income and net
loss per share, and cash flow, have fluctuafed significantly in the past, and these fluctuations are expected to
continue. Fluctuations in our results of operations may disappoint investors and result in a decline in 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 1esults reached in prior quarters or in the corresponding quarters of the previous year. If this occwrs, the
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market price of our ordinaty shares could decline  The following factors have affected our quartetly results in the
past and are likely to affect our quarterly results in the future:

size and timing of orders, including order deferrals and delayed shipments;
* launching of new product generations;

e acquiring a new customer or lesing a customer;

» length of approval processes or market testing;

= technological changes in the telecommunication industry;

accuracy of telecommunication company, distributor and original eguipment manufacturer
forecasts of theit customers’ demands;

= changes in our opetating expenses;

» the timing of approval of government research and development grants;

» disruption in our sources of supply;
s competitive pricing pressures;
» funding required for cur operations;
+  general economic conditions;

terms and conditions of supply agreements with our customers and their impact on our recognition
of revenuess from these agreements;

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

s determination of the fair value of the conversion feature in our convertible notes;

e timely payments of receivables by customers;

payments by us and negatively affect our working capital and cash balances; and

changes in payment terms between us and our customers which could defer the timing of
payments by cur 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 resnlts 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 cur forecasts could be material. Our financial resulfs are subject fo
mumerous risks and uncertainties, including those identified throughout this “Risk Factors” section. If our actual
financial results are worse than our financial forecasts, the price of our cidinary shares may decline

changes in payment terms between us and ow suppliers which could accelerate the timing of




[nvestors may expevience significant dilution as a result of the sale of shares under out Standby
Equity Purchase Agreement or the issuance of ordinary shares under outstanding securities convertible into

or exercisable for cur 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 over a commitment period of up to three years and upon the terms and subject to the
conditions set forth therein, YA Global is committed, on owr request, to purchase up to $10 million of ot ordinary
shares in multiple tranches at 2 price equal to 95.5% of the lowest daily volume weighted average price of our
ordinary shares on NASDAQ during the five NASDAQ tiading days following our advance notice, subject to
restrictions that YA Global ownership of our shares will not exceed 4.99% and that shares are not purchased in an
amount exceeding $500,000 per week. While we have not as yet requested that shares be purchased under the SEPA,
we might choose to do so in the future, although the low prevailing market prices and trading volume of our
ordinary shares may preclude this possibility. The sale of our ordinary shares pursuant to the SEPA will result in
dilution of the percentage of our crdinary 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 shates and the number of shares we will issue will vary, perhaps significartly, 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, and other rights to acquire our ordinary

shares.

There may be an adverse effect on the matket price of our shares as a result of shares being sold or
avaiiable for sale in the futwre If our shareholders sell substantial amounts of our ordinary shares, including shares
issued upon the exercise of outstanding options, warrants o1 convertible notes, 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 feely
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 potential 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 undes the SEPA would require
the issuance of a greater number of ordinary shares to YA Global to raise a given doilar amount for us. This may
result in significant dilution to out shareholders These sales also might make it more difficult for us to sell equity or
equity-related securities in the future at a time and price that we deem appropriate.

(

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

Owur crdinary 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 holidays in the United States and
Israel). The trading prices of ow 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 ptice of our ordinary shares on
one of these marlets could cause a decrease in the trading price of our ordinary shares on the other market.

We are subject to ongoing costs and rtisks associated with complying with extensive corporate

governance and disclosure requirements.

As an Isrzeli company subject to US. 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, potential new requirements under the Dodd-Frank
Wall Street Reform and Consumer Protection Act of 2010, SEC regulations, NASDAQ listing rules and the
Companies Law. Section 404 of the Sarbanes-Cxley Act requires an annual review and evaluation of our inferhal
conirol over financial reporting of the effectivenéss of these controls by our management There is no guarantee that
these efforts will result in management assurance that our inteinal control over financial reporting is adequate in
future periods. In connection with our compliance with Secticn 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




kire 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 Sarbanas-Oxiey Act, the Dodd-Frank Act

and other corporate governance requirements could matetiaily and adversely affect our financial results

As a foreign private issuer whose shares are listed on NASDAQ, we follow certain home country

corporate governance practices instead of certain NASDAQ requirements.

As a foreign private issuer whose shares are listed on NASDAQ, we are permitted to follow certain home
country corporate governance practices instead of certain requirements contained in the NASDAQ listing rules. We
follow the Companies Law in Israel, rather than comply with the NASDAQ requirements, relating to the quorum for
shateholder meetings, sending annual reports to shareholders, shareholder approval with respect to certain issuances
of securifies and the composition of owr board of directors and audit committee. See “Item 16 G-Corporate
Governance” of our Annual Report for a more complete discussion of the NASDAQ rules and the home country
practices we foliow. As a foreign private issuer listed on NASDAQ, we may also elect in the future to follow heme
country practice with regard to other matters as well. Accordingly, our shareholders may not be afforded the same
protection as provided under NASDAQ’s corporate governance rules to shareholders of U 'S domestic companies,
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ORCKIT COMVMUNICATIONS LTD.
(An Isiaeli Corporation)

CONSOLIDATED STATEMENTS OF CASH FLOWS

(U S dollars in thousands)

Year ended December 31

CASH FLOWS FROM OPERATING ACTIVITIES:
Net loss for the year
Adjustments to reconcile net [0ss to net cash
used in operating activities:
Depreciation and amortization:
Property and equipment
Deferred issuance costs
Accrued interest, premium amortization and curency differences on
marketable secutities
Impaiiment of marketable sscurities
Increase (decrease) in accrued severance pay
Compensation related to employee stock option grants, net
Revaluation (devaluation) of conversion feature smbedded in convertible notes
Adjustments in the value of convertible notes
Gain from eatly extinguishment of convertible subordinated notes
Gain from the sale of an equity investment
Tocrease in other long-term liabilities
Changes in operating assets and liabilities:
" Decreagé (increase) in trade 1eceivables
Decrease (increase) in other current assets
Decrease in irade payables, accrued expenses
and other payables
Increase {decrease) in defetred income

Increase in inventories

Net cash used in operating activities

CASH FLOWS EROM INVESTING ACTIVIIIES:
Purchase of property and equipment
Change in funds in respect of accrued severance pay, net
Proceeds from (investment in) equity investments
Bank deposits, net
Maturity of marketable secuiities held to mafnity
Proceeds from marketable securities available for sale
Purchase of marketable securities held to maturity
Purchase of marketable securities available for sale

Net cash provided by investing activities

CASH FLOWS FROM FINANCING ACTIVITIES:
Exercise of options granted to employees
Proceeds from issuance of share capital and warrants

Early extinguishment of convertible subordinated notes
Net cash provided by (used in) financing activities

NETI DECREASE IN CASH AND CASH EQUIVALENIS
BALANCE OF CASH AND CASH EQUIVALENTS A1
BEGINNING OF YEAR

BALANCE OF CASH AND CASH EQUIVALENTS AX

END OF YEAR

SUPPLEMENTARY DISCLOSURE OF CASH FLOW
INFORMATION — CASH PAID DURING THE YEAR FOR:

Interest paid
Advances paid to income tax authorities

2008 2009 2010
$(32,287y  $(23,062)  $(25351)
990 740 737
185 150 139
(2,117) (849) (1,515)
als 97 447
(186) 308) 330
3,511 1,691 1,572
(2,265) 883 28
2,520 1,324 2,914
(2,985)
(1,624)
17 20 20
(3,771) 3,362 (6:166)
(1,685} 2,172 (2,052)
(6) (934) (742)
1,742 (1,416) 562
(424) (931) (481)
(33,361)  (20,046)  (31,182)
(984) (465) (557)
116 44 (317)
(14) 2,772
(2,500) 4,000
35,537 29,733 9,837
836 481 7.572
(13,001) (6,163)
(840) (5,270) (9,651)
21,650 15,860 13,656
160 35 33
16,992
T (27985) ';;“'
160 (2,950) 17,027
(11,551} (7,136) (499)
26,796 15,245 8,109
§15,245 $8,109 $7.610
$2,011 $1545  $1,500
$35 $85 $43

Supplementary information on financing activities not involving cash flows:

- Tssuance of 36,414 shares in the value of $100,000 See also note 6f
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ORCKIT COMMUNICATIONSLID
CONSCLIDATED BALANCE SHEETS
(USS in thousands)

ASSETS
Current assets:
Cash and short term marketable securitics
Trade receivables
Other receivables
{nveatories
Total current assets

Long term marketable securities
Severanee pay fund

Property and equipment, net
Deferred issnance coss, nat

Total assets

LIABILITIES AND SHAREHOLDERS' EQUITY (NEI OF CAPITAL DEFICIENCY)
Current liabilities:
Trade payables
Accrved expenses and other payables
Deferred income

Convertible subordinated notes, series A
Adjusiments due to convertible notes conversion terms
Convertible subordinated notes seties A, net

Total current liabifities

Long term liabilities :
Convertible subordinated notes, series A
Adjustments due to convertible notes conversion tetts
Convertible subordinated notes series A, net
Conveffible subordinated notes, series B
Accrued severance pay and other
Total long term liabilities
Total liabilities

Shareholders’ equity (capitai deficiency )
Total liabilities and shareholders' equity (net of capital deficiency)

Corrige
Corrgant

{ORCKIT

September 30

December 31

3 28438 § 19,195
7,767 £,624

2,649 3,197

3,840 3,183

42,694 12,199

0 16,331

1,392 3,611

748 923

69 173

8 46,903 § 53257
$ 2757 % 3,778
7,754 6,910

2,528 1,933

75,680 .

(476) -

25213 -

18,252 12,621

- 2,151

. (1213)

- 24,038

6,675 -

4,048 4446

10,723 29,384

48975 42,005

2.072) 11,252

3 16003 § 53,257

LSRR
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