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(Exact Nane of Registrant as Specified in its charter and Transl ati on of
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(Jurisdiction of incorporation or organization)
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Securities registered or to be registered pursuant to Section 12(b) of the Act:
NOT APPLI CABLE
Securities registered or to be registered pursuant to Section 12(g) of the Act:

ORDI NARY SHARES, NOM NAL VALUE 1.0 NEW I SRAELI SHEKELS PER SHARE
(Title of O ass)

Securities for which there is a reporting obligation pursuant to
Section 15(d) of the Act:

I ndi cate the nunber of outstanding shares of each of the issuer's
cl asses of capital or common stock as of the close of the period covered by the
annual report:

39, 746, 125 SHARES

I ndi cate by check mark whether the registrant (1) has filed all reports
required to be filed by Section 13 or 15(d) of the Securities Exchange Act of
1934 during the preceding 12 nonths (or for such shorter period that the
registrant was required to file such reports), and (2) has been subject to such
filing requirenents for the past 90 days.

YES | X NO ||

I ndi cate by check mark which financial statenent itemthe registrant
has elected to foll ow
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PART |
| NTERNATI ONAL DI SCLOSURES STANDARDS
Effective as of our consolidated financial statenents for the year
ended Decenber 31, 2000, Elbit Systens Ltd. (El bit Systens) adopted United
States Cenerally Accepted Accounting Principles (U S. GAAP). Unl ess otherw se
indicated, all financial information contained in this Form20-F is in U.S.

dollars. References in this Form20-F to the "G oup" are to Elbit Systens and
our subsidiaries.

| TEM 1. I DENTI TY OF DI RECTORS, SENI OR MANAGEMENT AND ADVI SORS

Information not required in Annual Report on Form 20-F.

| TEM 2. OFFER STATI STI CS AND EXPECTED TI METABLE

Information not required in Annual Report on Form 20-F.

| TEM 3. KEY | NFORVATI ON
SELECTED FI NANCI AL DATA

The follow ng selected consolidated financial data of Elbit Systens for
the years ended Decenber 31, 1999, 2000, 2001, 2002 and 2003 are derived from
El bit Systens' audited consolidated financial statenents of which the financial
statenments as of Decenber 31, 2002 and 2003 and for each of the years ended
Decenber 31, 2001, 2002 and 2003, appear later in this Form 20-F. The audited
financial statenents have been prepared in accordance with U S. GAAP.
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<TABLE>
<CAPTI ON\>

| NCOVE STATEMENT DATA:

<S>
REVENUES. . . ...

Cost Of revenues. ........ ... ...,
Restructuring expenses - (inventory wite-off)......
Gross profit.. ...
Research and devel opnent costs, net.................

Mar keting, selling, general and administrative
EXPENSES, NBL. .o\ttt ettt

Acquired in-process research and devel opment........
Restructuring CoStS........ ...,
Operating income (10SS). ... ...,

Finance inCone (EeXPense) . ..........uuuiiiunennnnnn.

I ncone (loss) before taxes onincone................
Taxes ON iNCOMB. ... ..ottt

Net income (10SS). ... e

Earnings (loss) per share:

Basic net incone (loss) per share...................
Wei ght ed average nunber of shares used in
conputation (in thousands)..........................

Diluted net incone (loss) per share.................
Wei ght ed average nunber of shares used in
conmputation (in thousands)..........................

<CAPTI ON>

BALANCE SHEET DATA:

<S>
Cash, cash equival ents and short-term cash
investments...............

Long-termdeposits and loans........................
Working capital ........ .
Short-termdebt.......... ... ... ... ... L
Long-termdebt. . ... ... . ...
Shareholders' equity........ ...,
Total @ssets........... ...t

</ TABLE>
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YEAR ENDED DECEMBER 31

1999

<C
$436

320

116

33

44

$41
10

$31

$1.23
25,128
$1.16

26, 488

1999

<C

$45
17
20
12

185
$457
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2000 2001 2002 2003
(US dollars-i-;l_mllionéiu
<G <C <G <C
$591 $765 $827 $898
433 554 605 674
10 -- -- --
148 211 222 224
44 59 57 55
65 98 107 116
40 -- -- --
12 -- -- --
(13) 54 58 53
-- (3) (3) (5)
$(13) $52 $54 $50
6 11 9 11
$(21) $41 $45 $46
$( 0. 65) $1. 07 $1.17 $1.18
31,572 37,975 38, 489 39, 061
$(0. 65) $1.04 $1. 13 $1.14
31,572 39, 359 39, 863 40, 230
DECEMBER 31
2000 2001 2002 2003
(U."S."dollars;H-;ﬁllions;_"
<C <C <C <C
$55 $42 $78 $77
4 3 4 2
74 121 206 199
51 47 31 15
58 69 73 62
341 378 411 452
$827 $901 $1, 000 $1, 024
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FORWARD LOOKI NG STATEMENTS

Thi s Annual Report on Form 20-F contains "forward-|ooking" statenents
within the neaning of Section 27A of the U S. Securities Act of 1933 and Section
21E of the U S. Securities and Exchange Act of 1934. These are statenents that
are not historical facts and include statements about our beliefs and
expect ations. These statements contain potential risks and uncertainties, and
actual results may differ significantly.

Forwar d- | ooki ng statenents are typically identified by the words
"believe," "expect," "intend," "estimate" and simlar expressions. Those
statenments appear in this Annual Report and include statenents regarding the
intent, belief or current expectation of Elbit Systenms or our directors or
of ficers. Actual results may differ materially fromthose projected, expressed
or inplied in the forward-1ooking statenents as a result of several factors
including, without limtation, the factors set forth bel ow under the caption
"Ri sk Factors" (we refer to these factors are as Cautionary Statenents). Any
forward-1ooking statements contained in this Annual Report speak only as of the
date of this Report, and we caution potential investors not to place undue
reliance on these statenents. We undertake no obligation to update or revise any
forward-1ooking statenents. All subsequent witten or oral forward-I|ooking
statenents attributable to us or persons acting on our behalf are expressly
qualified in their entirety by the Cautionary Statenents.

RI SK FACTORS
GENERAL RI SKS RELATED TO OUR BUSI NESS

OUR REVENUES DEPEND ON A CONTI NUED LEVEL OF GOVERNMENT BUSI NESS. A significant
portion of our revenues cone fromcontracts or subcontracts with donestic and
foreign governnent agencies. A reduction in the level of the purchase of our
systenms, products, services and upgrade projects by these agencies, mainly the
Israeli Mnistry of Defense (IMXD), the U 'S. Departnent of Defense (DOD) and
governnental custoners of our other mmjor prograns, would have a nateri al
adverse effect on our business. The devel opnent of our business in the future
wi Il depend on the continued willingness of the IMOD, the DOD and ot her
governnent al purchasi ng agencies to commit substantial resources to defense
prograns and, in particular, to continue to purchase our systens, products,
services and upgrade projects. For risks related to the | MOD budget see bel ow
"Risks Related to Qur Israeli Operations".

THE LEVEL OF OUR CONTRACTS MAY BE REDUCED DUE TO CHANGES | N GOVERNVENTAL
PRI ORI TI ES AND AUDI TS. The risk that governnental purchases of our systens,
products, services and upgrade projects may decline is affected by the
possibility that governnent purchasing agencies nay:

o term nate, reduce or nodify contracts or subcontracts if their
requi rements or budgetary constraints change;

o} cancel multi-year contracts and related orders if funds becone
unavai | abl e;

o] shift spending priorities into other areas or for other products; and
o] adj ust contract costs and fees on the basis of audits.
4
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WE DEPEND ON GOVERNMENTAL APPROVAL OF OUR EXPORTS. Many of our exports and the
recei pt of technol ogy and conponents from suppliers depend on recei pt of export
license approvals fromthe Israeli Government, the U S. Governnent and other
governnents. Such licenses and approvals also are required for technol ogical
exchanges with our custonmers and for enploynent of our technical personnel
abroad. There is no assurance that such approvals will be given in the future,
current approvals will not be revoked or governnental export policies wll
remai n unchanged. See below - Item4. Information on the Conpany - Governnental
Regul ati ons.

WE DEPEND ON | NTERNATI ONAL OPERATI ONS. We depend on sales to custoners outside
Israel. We expect that international sales will continue to account for a
significant portion of revenues for the foreseeable future. As a result, changes
in international, political, econom c or geographic events could result in
significant shortfalls in orders or revenues. These shortfalls could cause our
busi ness, financial condition and results of operations to be harmed. Sone of
the risks of doing business internationally include:

- unexpect ed changes in regulatory requirenents;

- our and our subcontractors inability to obtain export |icenses;
- inmposition of tariffs and other barriers and restrictions;

- burdens of conmplying with a variety of foreign | aws;

- political and economic instability; and

- changes in diplomatic and trade rel ati onshi ps.

Sone of these factors, such as the ability to obtain export licenses and changes
in diplonatic relations, may be affected by Israel's overall political

situation. See "Risks Related to Qur Israeli Operations" below In addition, the
econom c and political stability of the countries of our nmjor custoners and
suppliers may al so i npact our business.

OUR REVENUES DEPEND ON OBTAI NI NG FOLLOW ON BUSI NESS. Fol | ow-on orders are

i mportant because our contracts mainly are for fixed terns. These terns nmay be
up to five years or nore, particularly for contracts where the custoner has
options to purchase additional itenms. In addition, when we have supplied a
system for a defense platform we often have the potential to supply other itens
for that platform If a custonmer is dissatisfied with our performance on a
particular programor if the custoner's priorities change, it could negatively
affect our ability to receive foll ow on business. Inability to obtain follow on
busi ness could result in a loss of revenues if revenues fromthe award of new
contracts do not offset the loss of follow on business.

OUR CONTRACTS MAY BE TERM NATED FOR CONVENI ENCE OF THE CUSTOMVER. CQur contracts
with the Governnent of Israel and other governnments often contain provisions
pernitting term nation for convenience of the custoner. Qur subcontracts with
non-governnental prine contractors sonetinmes contain similar provisions. In
general, in order to reduce risks of financial exposure resulting fromthe early
termination of a contract, we attenpt to flow down these requirenents to our
subcontractors and expend funds for projects according to the contract
performance schedule. If the custoner were to nake an early term nation for
conveni ence, in nost cases we would be entitled to rei nbursenent for our
incurred
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contract costs and a proportionate share of our fee or profit for work actually
perfornmed. If, however, we are not entitled to such conpensation, it could cause
us to suffer corresponding |osses.

WE FACE RI SKS OF CHANGES | N COSTS UNDER FI XED PRI CE CONTRACTS. Most of our
contracts are fixed-price contracts, as opposed to cost-plus or cost-share type
contracts. Generally, a fixed-price contract price is not adjusted as |ong as
the work perforned falls within the original contract scope. Under these
contracts, we often assunme the risk that increased or unexpected costs may
reduce profits or generate a | oss. However, long-termcontracts sonetines allow
for price escal ations based on specific |abor and material indices. The risk can
be particularly significant under a fixed-price contract involving research and
devel opnent for new technol ogy. The frequent need to bid on fixed price prograns
bef ore conpl eting the necessary design nmay result in unexpected technol ogical
difficulties, cost overruns and potential contractual penalties. Typically,
costs nust be accounted for in the period they are recognized. In addition,

al t hough we have extensive experience in these types of prograns, there is
difficulty in forecasting long-termcosts and schedul es and the potenti al

obsol escence of products or conponents related to long-termfixed price
contracts.

WE FACE FLUCTUATI ONS | N REVENUES AND PROFI T MARGA NS. The | evel of our revenues
may fluctuate over different periods. These fluctuations may not relate directly
to changes in pricing or sales volune. Instead they may be dependent on our mx
of projects during any given period. In addition, since project revenues
generally are recogni zed in connection with achi evenent of specific nilestones,
we may experience significant fluctuations in year-to-year and
quarter-to-quarter financial results. Similarly, our profit nargins may vary
significantly fromproject to project. As a result, the overall profit margin in
a particular period is influenced by a nunber of conditions. These include the
types, size and stage of projects, the percentage of work perfornmed by
subcontractors and the timng of the recognition of revenue.

WE SOVETI MES HAVE RI SKS RELATI NG TO FI NANCI NG FOR OUR PROGRAMS. A nunber of our
maj or projects require us to arrange, and sonetinmes to provide specific
guarantees in connection with, the custoner's financing of the project although
we are not required to provide collateral covering the full anpunts financed.
These include guarantees of Elbit Systens as well as guarantees provided by
financial institutions relating to advance paynents recei ved fromcustoners. See
below - Item4. Information on the Conpany - Financing Terns.

WE MAY EXPERI ENCE PRODUCTI ON DELAYS OR LI ABILITY I F SUPPLI ERS FAIL TO MAKE

TI MELY DELI VERI ES. The manufacturing process for some of our products consists
in large part of the assenmbly, integration and testing of purchased conponents.
Al though generally we can obtain materials and purchase conponents from a nunber
of different suppliers, sone conponents are available froma small nunber of
suppliers. In a few cases we work with suppliers that are effectively sole
source. |If a supplier should stop delivery of such conponents, we would probably
be able to find other sources; however, this could result in added cost and
manuf acturing del ays. Mreover, if our subcontractors fail to neet their design,
delivery schedul e or other obligations we could be held |iable by our customers.
Therefore, we attenpt to inpose liability on our subcontractors on a
"back-to-back" basis to our liability to our customers. However, there can be no
assurance that we would be able to obtain full or partial recovery from our
subcontractors for those liabilities. In addition, when we act as a
subcontractor, the failure or inability of the prinme contractor to performits
contract with the custoner may affect our ability to obtain payments under our
subcontract.
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WE OPERATE I N A COWPETI Tl VE | NDUSTRY. The defense el ectronics and

el ectro-optics, platformupgrade, honel and security and commercial aircraft
product markets in which we participate are highly conpetitive and characterized
by rapid technol ogical change. If we are unable to inprove existing systens and
products and devel op new systens and technol ogies in order to neet evol ving
custoner demands, our business could be adversely affected. In addition, our
conpetitors could introduce new products with innovative capabilities, which
coul d adversely affect our business. There are nany conpetitors in our markets.
We conmpete with many large and md-tier defense contractors on the basis of
system performance, cost, overall value, delivery and reputati on. Many of these
conpetitors are nuch larger than Elbit Systens and generally have greater
resources. Consequently, these conpetitors may be better positioned to take
advant age of econonmi es of scale and devel op new technol ogi es. Sone of these
conpetitors are also our suppliers in sone prograns.

OUR BUSI NESS DEPENDS ON PROPRI ETARY TECHNOLOGY THAT MAY BE | NFRI NGED. Many of
our systens and products depend on our proprietary technol ogy for their success.
Li ke other technol ogy oriented conpanies, we rely on a conbination of patent,
trade secret, copyright and trademark | aws, together wi th non-disclosure
agreenents, contractual confidentiality clauses, including those in enploynment
agreenents, and technical nmeasures to establish and protect proprietary rights
in our products. Qur ability to successfully protect our technol ogy nmay be
limted because:

o] some foreign countries nay not protect proprietary rights as fully as do
the laws of the United States and |srael;

o] detecting infringenents and enforcing proprietary rights nmay be tine
consum ng and costly, diverting managenent's attenti on and conpany
resources;

o] measures such as entering into non-disclosure agreenents afford only

limted protection;

o] unaut horized parties nay attenpt to copy aspects of our products and
develop simlar products or obtain and use information that we regard as
proprietary; and

o] conpetitors may i ndependently devel op products that are substantially
equi val ent or superior to our products or circunvent intellectual property
rights.

In addition, others may allege infringenent clainms against us and affiliated
conpani es. The cost of responding to infringement clains could be significant,
regardl ess of whether the clainms are valid.

WE WOULD BE ADVERSELY AFFECTED | F WE ARE UNABLE TO RETAIN KEY EMPLOYEES. Qur
success depends in part on a linmted nunber of key nanagenent, scientific and
techni cal personnel and our continuing ability to attract and retain highly
qual i fied personnel. There is conpetition for the services of such personnel.
The loss of the services of key personnel, and the failure to attract highly
qualified personnel in the future, may have a negative inpact on our business.

QOUR | NDUSTRY HAS EXPERI ENCED SI GNI FI CANT CONSOLI DATI ON. As the nunber of
conpanies in the overall defense industry has decreased in recent years, the
industry has experienced substantial consolidation, increasing the market share
of sonme prine contractors. Failure to maintain our relationships with these

maj or contractors could negatively inpact our future business. In addition, sone
of these conpanies are vertically integrated with in-house capabilities sinilar
to ours in certain areas.
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WE FACE ACQUI SI TI ON AND | NTEGRATI ON RI SKS. Over the past several years we have
made a nunber of acquisitions and investnments in conpanies that conplenent our
busi ness. See below - Item4. Information on the Conpany - Recent Acquisitions
and - Current Business Qperations. W intend to continue to acquire businesses
that conpl enent our operations. Elbit Systens' growth may place significant
demands on our nmanagenent and our operational, financial and marketing
resources. In connection with acquisitions and the opening of new facilities we
have increased and may continue to increase the nunber of our enployees. In
addi tion, we have expanded and may continue to expand the scope and geographic
area of our operations. W believe this growth will increase the conplexity of
our operations and the |level of responsibility exercised by both existing and
new managenent personnel. Failure to successfully integrate and nmanage our
growth may have a material adverse effect on our business, financial condition,
results of operations or prospects.

OUR DUE DI LI GENCE | N ACQUI SI TI ONS MAY NOT ADEQUATELY COVER ALL RI SKS. There may
be liabilities or risks that we fail or are unable to discover in the course of
perform ng due diligence investigations relating to businesses we have acquired
or nerged with or nmay acquire in the future. Exanples of these liabilities
include enpl oyee benefits contribution obligations and non-conpliance with
appl i cabl e environnental requirenents by prior owners for which we, as a
successor owner, nmy be responsible. Such risks may include changes in estimted
costs to conplete prograns and estimated future revenues. In addition, there may
be additional costs relating to acquisitions including, but not limted to,

possi bl e purchase price adjustments. Mreover, if the value of the acquired
conpany were to decrease after the acquisition, or after follow on investnents
in that conpany, we could face inpairnent issues. We try to minimze these risks
by conducting due diligence as we deem appropriate under the circunstances.
However, there is no assurance that we have identified, or in the case of future
acquisitions, will identify, all existing or potential risks. Al so, although
generally we require the sellers of acquired busi nesses or assets to indemify
us agai nst undisclosed liabilities, we cannot assure you that the
indemification will be enforceable, collectible or sufficient to fully offset
the possible liabilities. Such liabilities could have a material adverse effect
on our business, financial condition, results of operations or prospects.

RI SKS RELATED TO OUR | SRAELI OPERATI ONS

CONDI TI ONS | N | SRAEL MAY AFFECT OUR OPERATI ONS. Political, economic and military
conditions in Israel directly affect our operations. Since the establishnment of
the State of Israel in 1948, a number of arned conflicts have taken place
between Israel and its Arab neighbors. A state of hostility, varying in degree
and intensity has led to security and econonmic problens for Israel, despite

I srael having signed peace agreenents with Egypt and Jordan. Since 2000, there
has been ongoing hostilities between Israel and the Pal estinians, which has
adversely affected the peace process and at tinmes has negatively influenced
Israel's econony as well as its relationship with several other countries. There
is no assurance that the current situation with the Palestinians will inprove
or, if it did, that the political and econom c situation in Israel would inprove
as a result.

POLI TI CAL TRADE RELATIONS COULD LIM T OUR ABILITY TO SELL OR BUY

| NTERNATI ONALLY. We coul d be adversely affected by the interruption or reduction
of trade between Israel and its trading partners. Sone countries, conpanies and
organi zations continue to participate in a boycott of Israeli firms and others
doing business with Israel or with Israeli conpanies. Al so, over the past two
years there have been calls in Europe and el sewhere to reduce trade with Israel.
To date, these neasures have not had a material adverse effect on
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our business. However, there can be no assurance that restrictive | aws, policies
or practices directed towards Israel or Israeli businesses will not have an
adverse inpact on our business.

MANY OF OUR OFFI CERS AND EMPLOYEES ARE OBLI GATED TO PERFORM M LI TARY RESERVE
DUTY IN | SRAEL. Generally, Israeli adult nmale citizens and pernmanent residents
are obligated to performannual mlitary reserve duty up to a specified age.
They also may be called to active duty at any time under energency
circunstances. Since we began operations, we have operated effectively under
these requirenents, including during hostilities in recent years with the

Pal estinians and the war in Irag. However, no assessnent can be made as to the
full inmpact of such requirenents on our workforce or business if conditions
shoul d change.

| SRAEL' S ECONOMY MAY CONTI NUE TO BE UNSTABLE. Over the years, Israel's econony
has been subject to a nunber of factors that have affected its stability. These
include periods of inflation, |ow foreign exchange reserves, fluctuations in
worl d comodity prices, mlitary conflicts and civil unrest. For these and ot her
reasons, the Governnent of Israel has intervened in different sectors of the
econony. Such intervention has included enploying fiscal and nonetary policies
inmport duties, foreign currency restrictions and controls of wages, prices and
foreign currency exchange rates. Recently the Bank of Israel issued regulations
regarding the lending limts of Israeli banks to conpanies considered to be in
an affiliated group, which could Iimt the anpunt available to us to borrow from
such banks. The Israeli Governnent has periodically changed its policies in al

of these areas and has recently initiated further econonic reforns. These
policies may make it nore difficult for us to operate our business as we have in
the past.

CHANGES IN THE U.S. DOLLAR - NEW I SRAELI SHEKEL (NI S) EXCHANGE RATE. The change
in the exchange rate between the NIS and the U S. dollar was a decrease of 7.6%
in 2003, an increase of 7.3%in 2002 and an increase of 9.3%in 2001. For the
first five nonths of 2004 the dollar-N'S exchange rate increased by 4.0% While
nost of our sales and expenses are denoninated in dollars, a portion of our
expenses is paid in NI'S, and nost of our sales to custonmers in Israel are in
NI'S. Qur primary expenses paid in NIS that are not linked to the dollar are

enpl oyee expenses in Israel and | ease paynents on sone of our Israeli
facilities. As a result, a change in the value of the NI'S conpared to the dollar
could affect our research and devel opnment expenses, nmanufacturing |abor costs
and general and admi nistrative expenses. See below - Item 5. Operating Financial
Revi ew and Prospects - Managenent's Review and Analysis - Inpact of Inflation
and Exchange Rates - Inflation and Deval uation.

REDUCTI ON | N | SRAELI GOVERNMENT SPENDI NG OR CHANGES I N PRI ORI TI ES FOR DEFENSE
PRODUCTS MAY ADVERSELY AFFECT OUR EARNI NGS. The Israeli Governnment nmay reduce
its expenditures for defense itens or change its defense priorities in the

comi ng years. In recent years the Israeli Governnment budget approval process has
been extended. Also, the overall budget as well as the IMOD N S budget, have
been subject to reductions as part of an economic reforminitiative. To date,
our current prograns have not been significantly inmpacted by such reductions,
but there is no assurance that our programs will not be affected in the future.
If there is a reduction in Israeli Governnent defense spending for our prograns
or a change in priorities to products other than ours, our revenues and earni ngs
coul d be reduced.
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| SRAELI GOVERNVENT PROGRAMS AND TAX BENEFI TS MAY BE TERM NATED OR REDUCED | N THE
FUTURE. Elbit Systens and some of our Israeli subsidiaries participate in
progranms of the Israeli Chief Scientist's Ofice (OCS) and the |srael Investnent
Center, for which we receive tax and other benefits. The benefits avail able
under these prograns depend on our neetings specified conditions. If we fail to
conply with these conditions, we may be required to pay additional taxes and
penal ties, make refunds and be denied future benefits. Fromtinme to tine, the
Governnment of |srael has discussed reducing or elimnating the benefits

avai l abl e under these prograns. See below - Item 4. Information on the Conpany -
Conditions in Israel - Chief Scientist Funding. W cannot assure you that these
benefits will be available in the future at their current levels or at all.

I T MAY BE DI FFI CULT TO ENFORCE A NON- | SRAELI JUDGMVENT AGAI NST US, OUR OFFI CERS
AND DI RECTORS. We are incorporated in Israel. Mst of our executive officers and
directors are nonresidents of the United States, and a substantial portion of
our assets and the assets of these persons are |located outside the United
States. Therefore, it may be difficult for an investor, or any other person or
entity, to enforce against us or any of those persons in an Israeli court a US.
court judgnment based on the civil liability provisions of the U S federal
securities laws. It may also be difficult to effect service of process on these
persons in the United States. Additionally, it may be difficult for an investor,

or any other person or entity, to enforce civil liabilities under U S. federal

securities laws in original actions filed in Israel. See below - Item4.

Informati on on the Conpany - Conditions in Israel - Enforcenent of Judgnents.
10
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| TEM 4. I NFORVATI ON ON THE COVPANY
BUSI NESS OVERVI EW
MAI N ACTI VI TI ES

We devel op, manufacture and integrate advanced, high-perfornmance
def ense el ectronic and el ectro-optic systens for custoners throughout the world.
El bit Systens focuses on designing, devel oping, manufacturing and integrating
command, control, conmunication, conputer, intelligence, surveillance and
reconnai ssance (C4I SR) systens for defense and honel and security applications.
We al so perform upgrade prograns for airborne, |and and naval defense platforns,
often as a prine contractor.

Qur major areas of operations include:

o} aircraft and helicopter systens and upgrades;

o hel met nounted systens;

o] unmanned air vehicle (UAV) integrated systens;

* tactical, security and naval systens;

o} battl efi el d managenment and governnent information systens;
o] I and vehicle systenms and upgrades;

o el ectro-optic and counterneasures systens and products;

0 servi ces; and

o] technol ogy spin-offs for comrercial applications.

These major activities have a nunber of common and rel ated el enents.
Therefore, marketing, research and devel opnent, manufacturing, performance of
prograns, sales and after sales support often are conducted jointly anong these
areas of activities.

We tailor and adapt our technol ogies, integration skills, narket
know edge and battl e-proven systens to each custoner's individual requirenents
in both existing and new platforms. By upgrading existing platfornms with
advanced el ectronic and el ectro-optic technol ogies, Elbit Systens provides
custoners with cost-effective solutions, and our custoners are able to inprove
their technol ogi cal and operational capabilities within limted defense budgets.

11
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MARKET ENVI RONMENT

The military actions in recent years in Iraq and Afghanistan and
ongoing terrorist activities have caused a shift in the defense priorities for
many of our major custoners. We continue to perform platform upgrades. However,
nore enphasis is being placed on command, control, conputers, comunications and
intelligence (C4l) systens, as well as intelligence, surveillance and
reconnai ssance (ISR) systens. These include information systens, intelligence
gat hering, border and perinmeter security, UAVs, space and satellite based
def ense capabilities and honel and security applications. There is also a grow ng
demand for cost effective |ogistic support and training services. W believe our
exi sting systens, products and capabilities place us in a position to neet
emer gi ng custoner requirenents in many of these areas. W al so believe that sone
types of upgrade progranms and el ectronic and el ectro-optic systens, particularly
those that enphasize C4ISR, will continue to be a significant portion of defense
budgets in many countries.

The worl dwi de def ense market has been characterized over the |ast
decade by significant consolidation and nerger and acquisition activities. Part
of our growth strategy includes our continued activity in nmergers and
acquisitions both in Israel and internationally. W view positively the declared
policy of the Governnent of Israel to privatize portions of governnent-owned
industries and view Elbit Systens as a natural candidate to acquire sone of
these activities.

We operate as a nulti-donmestic organization in order to nmeet the needs
of our custonmers around the world. The Group's structure enables us to benefit
fromthe synergy of our overall capabilities while at the sane tine focus on
I ocal requirenents.

COVPANY HI STORY

In 2000, Elbit Systens nerged (the Merger) with Elop Electro-Optics
Industries, Ltd. (El-Op). Follow ng the Merger, El-Op becane a wholly-owned
subsidiary of Elbit Systems. See below - Item 7. Mjor Sharehol ders and Rel ated
Party Transactions - Related Party Transactions - Agreenents Relating to the
Merger. The Merger enhanced our position as the |argest non-governnment owned
def ense conpany in Israel.

We have many decades of operational experience. Elbit Systens was
formed in 1996 as part of the Elbit Ltd. corporate denerger, which spun-off
Elbit Ltd.'s defense related assets and business to Elbit Systens. Fromits
founding in 1966 until the demerger, Elbit Ltd. was involved, anong other
operations, in a wide range of defense related airborne, ground, naval and C4l
prograns throughout the world, and El bit Systens continues these activities.

Al so, El-Op has nore than 60 years of experience in the electro-optics area.
Except as otherw se stated, the follow ng description assumes that we have owned
and operated El-Op and the defense rel ated business of Elbit Ltd. during the
peri ods descri bed.

TRADI NG SYMBOLS AND ADDRESS

El bit Systens' shares are traded on the Nasdaq National Market (Nasdaq)
under the synbol "ESLT" and on the Tel -Aviv Stock Exchange (TASE).

Qur nmain offices are in the Advanced Technol ogy Center, Haifa 31053,
Israel, and our main tel ephone nunmber at that address is (972-4) 8315315.

12
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MAJOR ACTI VI TI ES

Al RCRAFT AND HELI COPTER PROGRAMS AND SYSTEMS. W supply advanced
airborne electronic and el ectro-optic systens and products to |eading aircraft
manuf acturers and end users. Such airborne systens and products include weapons
gui dance and fire control systens, mission conputers, cockpit managenent
systens, display systens, head-up displays, digital maps, night vision systens,
forward-1ooking infra-red (FLIR) systens, |aser range finders and desi gnators,
ai rborne C4l systens, cockpit instruments, stabilized |ine-of-sight payl oads,
aerial reconnai ssance systens, store namnagenent systens, digital video recording
systens, mssion planning and nission debriefing systens, sinmulators and virtual
training aids. Elbit Systens also is a prine contractor for aircraft and
hel i copter upgrade prograns. W act as the upgrade integrator, and supply
systens and products, for airborne platforns including:

0 fixed wing aircraft such as the F-4, F-5, F-15, F-16, F-18, F-35,
T-38, T-45, MG 21, SU-25, SU-30, C 130, A-4, A-19, Mrage, AL-X
AM X, | AR-99, AT-63 Panpa, Beechcraft, Gulfstream 550, MD- 10,
MD- 11, Airbus A300 and A310; and

0 hel i copters such as the CH 47, CH- 53, Cobra, Puma, Super Pumm,
OH-58 Ki owa Warrior, AH-64 Apache, H- 60 Black Hawk, S-70
Bl ackhawk, M8, M-17, M-24, Linx, EC225 and EC725 and the V-22
Csprey tilt rotorcraft.

HELMET MOUNTED SYSTEMS. We design and supply advanced hel met nounted
systens for fighter aircraft and helicopter pilots and | and applications. These
include tracking and display systens for target designation, weapon and sensor
sl aving and processing and display of tactical information for pilots, both for
day and night flying. Qur helnet mounted systens are supplied as part of Elbit
Systenms' upgrade prograns as well as on a stand-al one basis.

UAV | NTEGRATED SYSTEMS. We design and supply integrated UAV systens and
m ni - UAV systens. W design and manufacture a variety of UAV platforms,
including the Hermes famly of UAVs. W al so design and supply C4l ground
stations systens for UAVs.

TACTI CAL, SECURI TY AND NAVAL SYSTEMs. We design, manufacture and
integrate a range of tactical and security systens and products for airborne,
naval and honel and security applications. These include |aser and infrared
seeker kits for guided nmunitions, naval conbat nanagenment systens, shipboard
conbat systemintegration, naval electro-optic observation systens, naval
tactical trainers, submarine el ectronic support nanagenent systens, shipboard
decoy countermeasure | aunching systens, satellite communication systens,
maritinme and coastal control systens, facility perinmeter security products,
el ectronic fences and el ectro-optic warning systens for defense, police, border
and coast guards and honel and security uses.

BATTLEFI ELD MANAGEMENT AND GOVERNMENT | NFORMATI ON SYSTEMS. W desi gn,
manuf acture and integrate C4l systens for ground forces and battlefield
managenment applications. These include artillery command and control systens,
day- ni ght observation systens, C4l battlefield managenent systens for
headquarters conmmand and for | owechelon arnored formations, tactical
communi cations systens and tactical ground reconnai ssance systens. W al so
desi gn and manufacture governnental infornmation technol ogy systens and
integrated intelligence gathering systens for border control, crime prevention
and ot her governnental applications.
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LAND VEH CLE PROGRAMS AND SYSTEMS. We upgrade and noderni ze tanks and
ot her conbat vehicles both as a prine contractor and as a systens supplier to
| eadi ng pl atform manufacturers. Qur |and vehicle systenms include fire control
systens, electric gun, turret drive and stabilization systens, command and
control systems, FLIRs, gunner's and comrander's sights, |asers, |aser warning
systens, displays, |ife support systens and hydraulic systenms for tanks,
personnel carriers and other conbat vehicles. W al so supply training systens
for tanks and fighting vehicles. Land vehicle prograns containing our systens
and products include the Merkava, ML Abrans, Centurion, M60, T-55, T-72,
Bradl ey A-3, MRS, H MARS, AMX-30, SK-105, MK-109, ULAN and LAV.

ELECTRO- OPTI C AND COUNTERMEASURES SYSTEMS. Through El - Op, our
whol | y- owned subsidiary, we design and manufacture a full range of
el ectro-optics sensors and systens for space, air, land and sea applications.
The range of electro-optics products includes space caneras and specialized
sensors, airborne reconnai ssance and observation systens, FLIRs for |and, naval
and airborne applications, |aser range finders and | aser designators based on
di ode punped technol ogy used in manned and unnmanned airborne vehicles and | and
and naval platforns. Qur electro-optic solutions are used for detection,
identification and intelligence gathering as well as for land vehicle upgrades.
El-Op's ISR rel ated business activities - space caneras, airborne reconnai ssance
and observation & surveillance - share a broad infrastructure of technol ogies
that provide inage intelligence, |ong range observation solutions for space,
air, sea and | and based sources. In the space area, El-Op al so maintains
in-house Israel's national space electro-optics infrastructure and is currently
a principal subcontractor for the Israeli O ek satellites. In addition, El -Op
suppl i es dedicated satellite payloads for space research and advanced
mul ti-spectral and high resolution pan-chronmatic caneras for conmerci al
satellites.

SERVI CES. We provide a wi de range of |ogistic support, training,
simul ati on, maintenance and repair services for our custoners around the world.
This includes cutting edge sinulators for air, land and naval platforns; "power
by the hour" flight training under private finance initiatives; and establishing
and operating maintenance and repair centers.

TECHNOLOGY SPIN-OFFS. W are engaged in spin-offs of our defense
technol ogies to commercial applications. Qur spin-off activities to date are in
the areas of nedical equipnent, optical communications, comercial satellites
and satellite comunication for commercial aircraft.

REVENUES
The tabl e bel ow shows Elbit Systens' consolidated revenues for groups

of mmjor areas of operations for the years ended Decenber 31, 2001, 2002 and
2003:

<TABLE>
<CAPTI ON>

2001 2002
<S> <C <C
Ai rborne Systems: $334 $373
Land Vehicle Systens: 126 136
C4l SR Syst ens: 106 123
El ectro-Optic Systens: 163 148
O her (rmainly non-defense engineering and production): 36 48
Total : $765 $828
</ TABLE>
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SYSTEMS AND PRODUCTS

The following is a brief description of our main systens and products:

Al RCRAFT AND HELI COPTER SYSTEMS

COCKPI T MANAGEMENT SYSTEMS - for reduced pilot workload while operating
conpl ex weapons pl atforns.

Al RBORNE COVPUTERS - for mission nanagenent perfornmance.

WEAPON DELI VERY AND NAVI GATI ON SYSTEMS - for controlling weapon
del i very and navigation.

DI SPLAY SYSTEMS - for processing and displaying tactical information,
including head-up and nulti-functional displays.

Al RBORNE C41 SYSTEMS - for airborne, command, control, communication
and intelligence and situational awareness.

DI G TAL MAP SYSTEMS AND MASS MEMORY DEVICES - for storing digitized
mappi ng i nformati on and providing pilots wi th mappi ng and ot her
tactical infornation correlated with aircraft position.

STORES MANAGEMENT SYSTEMS - for operating and rel easi ng airborne
weapons.

DI G TAL VI DEO RECORDI NG DEVI CES - for mission and nai ntenance
debri efing.

ENHANCED VI SI ON SYSTEMS - for all weather |anding of conmercial and
mlitary aircraft.

COCKPI' T | NSTRUMENTATION - altineters, pressure neters, cockpit
indicators and avionics test equipnent for civil and mlitary aircraft.

SI MULATORS - for airborne and ground flight training.
VI RTUAL TRAINING AIDS - for flight simulator training.

HELMET MOUNTED SYSTEMS

PI LOT HELMET MOUNTED SYSTEMS - for air superiority, target designation,
weapon and sensor slaving and information display.

NI GHT VI SI ON SYSTEMS - for inproving range and clarity of what pilots
see while flying at low altitude and with poor flight visibility.

LAND HELMET MOUNTED SYSTEMS - for use on land platfornms and individual
sol di er applications.
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COCKPI T MAPPI NG SYSTEMS - advanced adaptive technol ogies for |ine of
sight alignment in a cockpit.

UAV | NTEGRATED SYSTEMS

UAV SYSTEMS - conprehensive systens, including the air vehicle,
payl oads, data link, ground control system and ground support
equi pnent .

HERMES 1500 - nedium altitude | ong endurance UAV system designed for
Corps and Conmand | evel support missions and for maritinme patrol.

HERMES 450 - tactical |ong endurance UAV system designed for Division
| evel support m ssions.

HERMES 180 - tactical short range UAV system designed for Brigade |evel
support mi ssions.

SKYLARK - man- packed cl ose range UAV system for Conpany and Battalion
| evel support m ssions.

TACTI CAL, SECURITY AND NAVAL SYSTEMS

WEAPON GUI DANCE SYSTEMS - laser and infrared kits for guiding precision
weapons | aunched fromaircraft.

NAVAL COVBAT MANAGEMENT SYSTEMS (CMS) - conmand and control, data
links, sensors and effector control systens for naval ships including
integrated tactical infornation and operation of weapon systens.

NAVAL COVBAT SYSTEMS | NTEGRATI ON - integration of weapons and sensors
for naval platformns.

STABI LI ZED ELECTRO- OPTI CAL PAYLOADS - for naval observation and
el ectro-optical line of sight fire control systens.

COWPUTERI ZED NAVAL SI MULATORS - for tactical training of naval officers
at shore-based | ocations.

SUBVARI NE ELECTRONI C WARFARE SYSTEMS - el ectroni ¢ support neasurenents
(ESM for threat identification and el ectro-nagnetic anal ysis.

SHI PBOARD DECOY COUNTERMEASURE LAUNCHI NG SYSTEMS - sophi sticated
count er neasur es depl oyment of chaff and flair against nmissile threats.

SATELLI TE COVMUNI CATI ON SYSTEMS- VSAT conmuni cati on systens w th high
band rate data and voice transfer for |land and naval forces.
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HOVELAND SECURI TY SYSTEMS - for border and coastal control, facility
security, data base managenent, security data mning, aviation security
applications, energy infrastructure security and el ectronic and

el ectro-optical perineter and access control.

BATTLEFI ELD MANAGEMENT AND GOVERNVENT | NFORVATI ON SYSTEMS

ARTI LLERY C4l SYSTEMS - for command, control and conmuni cati on anpng
artillery units.

BATTLEFI ELD MANAGEMENT SYSTEMS - conprehensi ve sol utions conpri sing
advanced el ectro-optical sensors, multi functional displays, command
and control software, information and dissenmi nation systens and
advanced nission conputers, for enabling coordination between fighting
vehi cles, that provide situational awareness to peace-keeping
operations and nmaneuvering forces, including conbat vehicles,

engi neering corps and | ogistic support personnel.

HEADQUARTERS MANAGEMENT SYSTEMS - C4l systens for tactical headquarters
at level of Battalion to Corps |evel.

TACTI CAL GROUND RECONNAI SSANCE SYSTEMS - for border control and ground
reconnai ssance operations.

TACTI CAL DATA COVMUNI CATI ON SYSTEMS - for information exchange for
ground applications, using data radi os, nodens, protocols, nessage
handl i ng systens, voice over |P and tactical internet.

BORDER, PERI METER AND FACI LI TY SECURI TY SYSTEMS - for use by arned
forces, police, border patrols, coast guards and security personnel to
nmoni tor by innovative neans border crossing points, airports, seaports,
mlitary bases, high risk installations and other sensitive areas.

| NFORVATI ON TECHNOLOGY AND | NTEGRATED | NTELLI GENCE GATHERI NG SYSTEMS -
for crime prevention, anti-noney |aundering and other governnental
appl i cations.

LAND VEHI CLE SYSTEMS

FI RE CONTROL SYSTEMS - for target identification, acquisition and
engagenent, incorporating thernmal imaging, |aser range finders, day TV,
digital ballistic conputers and sensors using day and ni ght vision
systens and displ ays.

ELECTRI C GUN AND TURRET DRI VE SYSTEMs - for controlling electrically
driven turrets and guns, using advanced brushl ess technol ogy and
digital/software based servo systens.

COMVAND AND CONTROL SYSTEMS - for data processing and situational
awar eness of vehicle crews and commanders.

COLOR FLAT PANEL DI SPLAYS - for presentation of maps and conmand and
control data, as well as video generated by thermal inmging systens.
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MASS STORAGE DEVI CES - for storage of maps and battle command
information using solid state nenory devi ces based on commercial off
the shel f and PCMCI A technol ogy.

COMVANDER PANORAM C SI GHTS - for 360(0) independent panoranic target
I ocation and identification and gun-turret direction, using day and
ni ght vision systemns.

LASER WARNI NG SYSTEMS - for identifying and pinpointing the angul ar
direction of |aser sources generated by |aser range finders and |aser
gui ded and | aser beanrtider nissiles.

S| MULATOR AND TRAI NI NG SYSTEMS - for tank and fighting vehicle
training, based on optical and conputerized i mrage generation
t echnol ogy.

HYDRAULI C SYSTEMS - for vehicle fueling, braking, suspension and power

pack operation.

LI FE SUPPORT SYSTEMS - for environnental, climte and nucl ear,
bacterial and chemical (NBC) protection and control.

ELECTRO- OPTI C AND COUNTERMEASURES SYSTEMS

FLI R SYSTEMS - for thermal inmaging observation without need for natural

or artificial light for air, land and sea platforns, including
hand-carried portable solutions.

LASER RANGE- FI NDERS AND DESI GNATORS - for range finding and designation

of targets for air, land and naval platfornms based on flash | anp and
solid state di ode punped technol ogi es, including eye-safe systens.

PAYLOADS - for observation, target acquisition, target engagenent
training and fire control using stabilized |ine-of-sight systens,
incorporating laser range finders or designators and thermal and TV
caner as.

COUNTERMVEASURES SYSTEMS - for airborne, land and naval applications.

AERI AL RECONNAI SSANCE SYSTEMS - for |ong-range and day/ ni ght
information collection from high, nediumand |ow altitude in
penetrating and stand-off m ssions using digital photography,
transm ssi on, processing and display systens.

LONG RANGE DAY & NI GHT SURVEI LLANCE SYSTEMS - for inproving day and
ni ght vision, including conputerized information processing.

SPACE CAMERAS AND TELESCOPES- advanced panchromatic and nulti-spectral

canmeras for high resolution, renote sensing satellites.
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PRI NCI PAL SUBSI DI ARI ES
EL-OP

Based in Rehovot, Israel, our wholly-owned subsidiary El -Op operates in
the area of electro-optic systens and products mainly for defense, space and
honel and security applications. It has significant design, engineering and
manuf acturing capabilities. El-Op has a broad custoner base, both in Israel and
internationally.

El - O designs, engineers, manufactures and supports a w de range of
advanced el ectro-optic airborne, |and, naval and space systens and products
descri bed el sewhere in this Form 20-F. See bel ow "Current Business Operations -
Aircraft and Helicopter Systens - Aircraft Head-Up Displays, Aircraft
El ectro-Optic Systens, Aerial Reconnai ssance Systens and El ectro-Optics Products
for Helicopters; Land Vehicle Systems - Merkava and Thermal |nmagi ng Systens;
Tactical, Security and Naval Systens - Naval Progranms; and El ectro-Optical and
Count er neasures Systens".

EFW

We conduct nost of our business in the United States through our
whol | y- owned subsidiary, EFWInc. (EFW and EFWs subsidiaries. EFWis
incorporated in Delaware and based in Fort Wrth, Texas. In 1993, EFW acquired
nost of the assets of General Dynami cs Corporation's (General Dynami cs)
El ectronics Manufacturing Center in Fort Worth, which mainly manufactured and
supplied el ectronic conponents for F-16 aircraft. Over the |ast decade EFW has
expanded its activities to a nunber of additional areas involving tactical
aircraft, helicopters, land vehicles, UAVs and smart nunitions. These include
prograns for the V-22 Osprey tilt rotorcraft, the Bradley A-3 fighting vehicle,
the Multiple Launch Rocket System the AH 64 Apache helicopter, the UH 60
Bl ackhawk helicopter, the OH 58D Kiowa Warrior helicopter, the A-10 aircraft,
the F/A-18 aircraft, the C-130 transport aircraft as well as additional systens
for the F-16. EFWis involved in a nunber of joint projects with Elbit Systens
and with other U S. defense conpanies.

As descri bed bel ow, EFW and Rockwell Collins Inc. each own 50% of
Vi sion Systens International LLC, which is engaged in the area of hel met nounted
systens for fighter aircraft.

EFW has expanded significantly through nergers and acquisitions. These
include acquisition of a wholly-owned subsidiary in Merrimack, New Hanpshire, as
part of the Merger with El-Op in 2000. The New Hanpshire operations are engaged
mainly in devel opi ng and manufacturing cockpit instruments and enhanced vi sion
systenms for civil and mlitary aircraft and observation and targeting systens
for land vehicles and aircraft. The New Hanpshire operations also are invol ved
in manuf acturing nmedical instrunmentation.

Al'so in 2000, EFWacquired the Display and Oientation Products
busi ness of Honeywell Inc. (Honeywell). This business includes the military
hel et display and tracker activities that were performed by Honeywell, a major
part of which is the production and support of helmet mounted systens for the
U S. Arny's Apache helicopters. Part of this business is based in Warner Robins,
Georgia, and the other activities are carried out at EFWs Fort Wrth and
Al abama facilities.

In 1999, EFWacquired International Enterprises, Inc. (l1El), a
whol I y- owned subsidiary |ocated in Tall adega, Al abama, that provides repair,
mai nt enance and | ogi stics support for a number of military electronic systens
and conponents installed on aircraft, helicopters and ground support equi pment
for the U.S. mlitary and other custoners worldwi de. |El serves as EFWs focal
point for after-market support capability.

19

file//IC\TEMP\ view.htm

Page 22 of 202

form20f-12312003.txt, Seq: 22
File Page/Sheet: /

6/14/2004



EDGAR Easet+ 1.4a--, , Elbit Systems Ltd. --

Jenkens & Gilchrist Parker Chapin LLP Rev -() 06/14/2004 17:12:02
Elbit Systems Ltd. - Form 20-F (12/31/2003)

<PAGE>

Maj or custoners of EFWand its subsidiaries include Lockheed Martin
Corporation (Lockheed Martin), the Boeing Conpany (Boeing), the U S. Arny, US.
Navy, U S. Air Force, U 'S Marine Corps, the IMOD, United Defense, Qulfstream
Aircraft Corporation, Federal Express, Honeywell International Inc., o Mlara
S.p.A, CM - Cockerill Mechanical Industries S.A and Bayer Pharnmaceutical
Conpany. Recent contract awards include devel opnent of displays for F/A-18 E/F
aircraft, design of an electronic unit for the hel met nounted system and design
of a new mission conputer for the AH 64 Apache helicopter, devel opnent and
supply of snart displays for the UH60 QL Bl ackhawk helicopter, devel opnment and
supply of Enhanced Vision Systens and head-up displays for Federal Express w de
body aircraft, multi-year supply of commercial data entry electronic units,
commercial central interface units, color nulti-function displays and digital
video recorders for the F-16, devel opnment and supply of nulti-function displays
for the G130, and supply of displays for the A-10. See bel ow "Current Business
Qperations - Aircraft and Helicopter Systens - Hel net Mounted Systens and - Land
Vehi cl e Systens".

EFW and its subsidiaries also act as prinme contractors for U S. Foreign
Mlitary Funding prograns. See bel ow "Governnental Regul ations - Foreign
Mlitary Funding". EFWhas extensive engineering and nmanufacturing capabilities
at its Fort Worth and New Hanpshire facilities. Its Al abama and Georgia
facilities have significant maintenance and repair capabilities.

EFW Elbit Systens and the DOD are parties to a Special Security
Agreenment (SSA). The SSA provides controls and procedures to protect classified
information and export controlled data received by EFWand its subsidiaries in
performng U S. CGovernnent contracts. The SSA also allows EFWand its
subsidiaries to participate in classified U S. Governnent prograns even though,
due to its ownership by Elbit Systenms, EFWis considered under the control of a
non-U. S. interest. Under the SSA, a Government Security Committee was
pernmanent |y established to supervise and nmonitor conpliance with EFWs security
procedures. The SSA al so requires EFWs board of directors to include outside
directors who have no other affiliation with Elbit Systens or its subsidiaries.
EFW's board of directors also contains officers of EFWand up to two inside
directors, who have other affiliations with Elbit Systens. The SSA requires
outside directors and officers of EFWwho are directors, and sone other senior
officers, to be U S. resident citizens and eligible for DOD personal security
cl ear ances.

VS|

Vision Systens International LLC (VSI) is a linited liability investee
conpany based in San Jose, California. EFWand Rockwel|l Collins Inc. (Rockwell
Col lins), through Kaiser Electronics, each own 50% of VSI. Founded in 1996, VSI
acts on a worl d-wi de basis on behalf of Rockwell Collins/Kaiser and El bit
Systens/ EFWin the area of helmet nounted display systens for fixed w ng
mlitary and paramlitary aircraft. VSI perforns marketing, project nanagenent,
contract admi nistration and systenms engineering. Elbit Systens, EFWand Kai ser
each have provided VSI with licenses to use their helmet nounted display
technol ogi es. In general, VSI subcontracts product devel opnent and production to
its owners on an approxi mately equal basis. Each owner has equal representation
on VSI's nanagenent.

VSl is the prine contractor to Boeing and Lockheed Martin for the
desi gn and nanufacture of the Joint Hel met Mounted Cueing System (JHMCS) for the
U S. Air Force and U. S. Navy F-15, F-16 and F/A-18 aircraft. VSI also has
contracts to supply hel net nounted systens for fighter aircraft to the Israel
Air Force (I AF), the Danish Air Force and other custoners. In May 2003, VSI was
sel ected to devel op a dual -seater version of the JHMCS and in January 2004 was
aut hori zed to begin full scale JHMCS production. In addition, in Cctober 2003,
Lockheed Martin selected VSI as its team nmenber to devel op
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the hel net nounted systemfor the U S. F-35 Joint Strike Fighter (JSF). See
bel ow "Current Business Operations - Helmet Mounted Systens".

CYCLONE. Cycl one Aviation Products Ltd. (Cyclone) is a wholly-owned
Israeli subsidiary of Elbit Systens. Located near Karmiel, Israel, Cyclone
desi gns and produces conposite and netal structural parts for civil and mlitary
aircraft. Cyclone also perforns nmai ntenance, integration of systems and upgrades
for aircraft and helicopters. Both directly and through its Snunit subsidiary,
Cyclone works with Elbit Systens in supplying flight training services for fixed
wing aircraft and helicopters of the IAF. Cyclone's custoners include the | MOD,
the U S. Air Force, Boeing, Lockheed Martin, Vought Aircraft Industries Inc.,
Bell Helicopters Textron Inc., Sikorsky Aircraft Conpany (Sikorsky), Israel
Aircraft Industries Ltd. (l1Al) and other aircraft manufacturers and end users
around the world. See bel ow "Current Business Operations - Aircraft and
Hel i copter Systenms - Civil Aviation and - Logistics Support Services".

SI LVER ARROW Silver Arrow LP (Silver Arrow), is an Israeli limted
partnership owned by Elbit Systens together with a wholly-owned hol di ng conpany
subsidiary of Elbit Systens. It is part of Elbit Systens' UAV business, which is
located both in Ri shon Le-Zion and Haifa, Israel. Silver Arrow devel ops and
manuf actures UAVs. Silver Arrow jointly devel oped with the | MOD the Hernes 1500,
a nedium al titude endurance UAV, and is devel oping the Hernmes 180 proposed for
the UK Wat chkeeper program Silver Arrow al so devel oped and is manufacturing the
Hermes 450 for the Israel Defense Forces (IDF). In addition, Silver Arrow
performs joint projects with Elbit Systenms. UAV Engines Ltd., a wholly-owned
British subsidiary of Silver Arrow, manufactures engines for UAVs and ot her
applications. See below "Current Business Operations - UAV Integrated Systens".

ORTEK . Otek Ltd. (Otek) is a wholly-owned Israeli subsidiary of
Elbit Systens. Located in Sderot, Israel, Otek operates mainly in the field of
security and surveillance systens and tactical products including night vision
instrunments based on starlight anplification. It devel ops and nanufactures
el ectro-optical systens for day and ni ght use, counter-terrorism systens and
ot her honel and security systens including for border, perineter and access
control. See bel ow "Current Business Qperations - Tactical, Security and Naval
Systens and - Battlefield Managenent and Governnent |nfornation Systens".

KINETI CS. Kinetics Ltd. (Kinetics), based in Airport Cty, Israel, is
owned 51% by Elbit Systens. The bal ance is owned by founding enpl oyees and
private investors in Israel and the United States. Sone of these other
shar ehol ders have a "put" option that, if exercised, would require Elbit Systens
to acquire their shares in Kinetics at a specified price. Kinetics devel ops
technol ogi es, systens and products in the field of advanced |ife support and
environnental controls, such as climte control systens and nucl ear, biol ogical
and chenical protection systens for conbat vehicles. Al so, Kinetics devel ops and
manuf actures other products for land vehicles, such as hydraulic, fuel, braking
and suspensi on systens, an auxiliary power unit for land vehicle power pack
systens and hydraulic systenms for aircraft. Kinetics sells its products to the
IDF, the U.S. Arny and other custonmers. Kinetics wholly-owns Real -Ti me
Laboratories, LLC. a conpany based in Boca Raton, Florida, engaged in the U. S.
market in simlar activities to those of Kinetics. See bel ow "Current Business
Qperations - Land Vehicle Systens - Environnental Control and Hydraulic
Systenms".

SCD. Semi - Conductor Devices (SCD) is an Israeli investee partnership
equal ly owned by Elbit Systens and Rafael Arnmanents Devel opnent Authority Ltd.
(Rafael ). Located in Leshem Israel, SCD devel ops and manufactures infrared
detectors for thernal inmaging equi pment and | aser di odes used in defense and
commerci al applications. SCD al so owns approxi mately 17% on a fully-diluted
basis, of
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CyOptics Inc., a spin-off conpany engaged in the devel opnent of optical

communi cations conponents based on | ndi um Phosphi de technol ogy. See bel ow
"Current Business Operations - Electro-Optical and Counterneasures Systens and -
Technol ogy Spin-Offs".

OPGAL. Opgal - Optronics Industries Ltd. (Opgal) is an Israeli investee
conpany owned 50.1% by Elbit Systens and 49.9% by a subsidiary of Rafael.
Located in Karmel, Israel, Opgal focuses maminly on commercial applications of
thermal imaging and el ectro-optic technologies. Its devel opnents include an
enhanced vi sion sensor designed to assist in landing aircraft under limted
visibility and harsh weat her conditions. Opgal al so designs thermal imaging
caneras and FLIR systens for applications, such as surveillance, industrial,
medi cal and fire fighting. It also produces CEM FLIR caneras for defense
applications. See below "Current Business Operations - Aircraft and Helicopter
Systems - Civil Aviation and - Electro-Optical and Counterneasures Systens.

OTHERS. W have several other smaller subsidiaries and investee
conpanies in Israel and other countries.

RECENT ACQUI SI TI ONS

During the past year we have expanded our capabilities through several
acqui sitions.

In June 2003, El-Op acquired Optronics Instruments & Products N. V.
(O1.P.) based in Qudenaarde, Belgium O.P. was purchased from Del ft
Instruments, N.V. of the Netherlands for approxinmately $1.8 nmillion. O 1.P.
devel ops, manufactures and supports el ectro-optical products, nmainly for the
def ense and space nmarkets. O .P. has established long-termrelationships with
custoners in Bel gium other European countries and international custoners.

In July 2003, Elbit Systens acquired approxi mately 55% of the shares of
AD&D Aero Design and Devel opnent Ltd. (AD&D) for approximately $1.4 nmillion.
AD&D is an Israeli company involved in the devel opnent of unmanned vehicles
(airborne, land and narine) and ot her advanced technol ogi es.

In October 2003, Elbit Systens purchased approxi mately 8% of the common
shares of AeroAstro, Inc. (AeroAstro) in consideration of $1 nillion. AeroAstro,
located in Ashburn, Virginia, is an established small satellite technol ogy
conpany, involved in advanced micro and nanospacecraft applications. AeroAstro
manuf acturers | ow-cost satellite systenms and conponents used in its own
spacecraft and for spacecraft devel opment in and outside the U S.

In Decenber 2003, Cyclone signed an agreenent relating to the purchase
of the business activities of the Aircraft Systens Division (the Aircraft
Division) of Israel MIlitary Industries Ltd. (IM), located in Tirat HaCarnel,
Israel. The Aircraft Division manufactures weapons, pylons and external fuel
tanks for fighter aircraft. The acquisition is subject to conclusion of
arrangenents with the enpl oyees' representatives and the Israel Finance Mnistry
and recei pt of approvals required by |aw.
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CURRENT BUSI NESS OPERATI ONS

The contract anopunt for prograns described below is provided only where
the ampunt is considered to be material to Elbit Systens. The areas of operation
descri bed bel ow often operate in an interrel ated manner.

Al RCRAFT AND HELI COPTER SYSTEMS
NATURE OF OUR Al RBORNE SYSTEMS AND UPGRADES

Fighter and transport aircraft and helicopters require advanced
el ectronic and el ectro-optic systens to performtheir conplex m ssions
accurately, reliably and efficiently. Qur airborne systens are used in upgrading
and noderni zing fighter aircraft and helicopters, extending the useful life of a
fleet and provide a cost-effective alternative to replacing existing equi pnent.
Qur systens are also installed as original equipnment in new aircraft.

Qur airborne systens and products include, head-up displays, nission
conputers, digital maps, displays, display processors, weapon control systemns,
ai rborne C4l systens, FLIRs, |aser products, cockpit instrunents, payloads and
aerial reconnai ssance systens. W al so supply hel met nounted di splay and
tracki ng systens as described bel ow. By reducing the pilot's workload, these
systens are designed to provide greater accuracy, reliability and efficiency in
perform ng m ssions.

Aircraft and helicopter upgrade prograns are a part of Elbit Systemns'
busi ness strategy. W have inplemented this strategy over the past several years
in major upgrade prograns for existing aircraft and helicopters.

Al RCRAFT AVI ONI CS SYSTEMS AND UPGRADE PROGRAMS

I'n March 2004, EFWwas sel ected by Boeing to devel op displays for
F/A-18 E/F aircraft over a two-year period.

In 2002, Elbit Systems was awarded contracts by the Brazilian
Governnent and by a subsidiary of the Brazilian aircraft conpany Enbraer -
Enpresa Brasileira de Aeronautica S.A. (Enbraer) for the production and | ogistic
support phases of the AL-X Super Tucano aircraft programfor the Brazilian Air
Force. The contracts are valued at nore than $80 nillion and are being perforned
over a period of approximately four years. Under the contracts Elbit Systens
suppl i es avionics systens, equipnent and | ogistic support for 76 AL-X |ight
attack and trainer aircraft being manufactured by Enbraer for the Brazilian Air
Force. This followed conpletion by Elbit Systens of a devel opnent contract for
the AL-X. We began delivering production aircraft in January 2004. The avionics
system for the AL-X includes an advanced mi ssion conputer, liquid crystal
di spl ays, head-up display and a navigation system In addition, Elbit Systems is
supplying simulators, planning mssion stations and debriefing stations.

Mai nt enance and | ogi stic support to the Brazilian Air Force are provided mainly
through Elbit Systens' Brazilian subsidiary Aeroeletronica - Industria de
Conponentes Avionicos S. A (AEL), located in Porto Alegre, Brazil. Program
funding is provided in part through a financing arrangenent between the
Brazilian Government and conmerci al banks. The contracts call for "buy-back" to
be perforned over a nulti-year period. See bel ow "Buy Back".
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In 2001, Elbit Systens began work under contracts for the Brazilian F-5
Aircraft Modernization Program The programcalls for the upgrade of 46 F-5
aircraft for the Brazilian Air Force. Elbit Systems contracts for the program
are with Enbraer and the Brazilian Governnment, with a total val ue of
approximately $230 nmillion to be performed over a six-year period. The contract
with Enbraer provides for an avionics upgrade, which includes an el ectronic
warfare (EW suite, mssion conputers, radar, displays and other avionics
products. Prototype flight testing began in January 2004 and delivery of
production aircraft is schedul ed during 2005. The contract with the Brazilian
Governnent covers a logistic support programincluding establishment of an
in-country mai ntenance center based at AEL. Program funding is provided through
a financing arrangenent between the Brazilian Governnent and commercial banks.
We obtained an insurance policy fromthe Israeli Foreign Trade Ri sk |nsurance
Conpany (I FTRIC) covering up to 90% of our financial exposure under the program
subject to the policy's terms. The program al so includes buy-back provisions.

During 2003, we conpleted work and received the remai ning paynments
under the contract for the upgrade of M G 21 aircraft for the Romanian Air
Force. The total contract value anmounted to approxi mately $385 nillion. The
upgraded aircraft have flown nore than 30,000 flights. The contract contains
buy-back provisions. W recently entered into an annual followon |ogistic
support contract.

In 2001, Elbit Systems began work on a contract with the Romani an
aircraft conpany Craiova, S.A to supply the avionics systens for four |AR-99
training aircraft of the Romanian Air Force. The aircraft were delivered to the
Romani an Air Force in 2003, and we received a follow on |ogistic support
contract that we expect to conplete during 2004.

In 2001, Elbit Systens signed a contract with Lockheed Martin Aircraft
Argentina S. A for the avionics upgrade of 24 AT-63 Panpa aircraft for the
Argentinean Air Force. In 2002, conpletion of the contract was del ayed due to
the economic situation in Argentina. Based on an understanding reached in 2004
bet ween Lockheed Martin and the Argentinean Government to resume the program
Elbit Systens anticipates resuning work during 2004, with deliveries to be
conpl eted by 2007.

In 2001, Elbit Systenms and TAM the Georgian aircraft manufacturer,
conducted the nmiden flight of an upgraded SU 25 "Scorpion"” aircraft. The
upgraded aircraft contains new avionics systens devel oped by Elbit Systens. In
Decenber 2003, Elbit Systens was awarded a contract to deliver to Ceorgia
avionics for upgraded SU-25 Scorpion aircraft, with delivery schedul ed for 2005.

In 2003, Elbit Systens conpleted a contract in the anpbunt of
approximately $66 million for the avionics upgrade of F-5 aircraft of the Royal
Thai Air Force.

F-16 PROGRAMS

For nore than two decades, we have supplied numerous customers with
systens and el ectronic conmponents for F-16 aircraft. W have supplied systens
for the |AF's entire F-16 fleet. |In addition, we have received a nunber of
contracts fromthe U S. Governnent, Lockheed Martin, the prime contractor of the
F-16, and others, to supply electronic and el ectro-optic systens for F-16
aircraft used by the U S. Air Force and other air forces.
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In recent years, Elbit Systens, EFW El-Op and Cycl one have received a
nunber of orders to supply additional systems and equi pnment, as well as to
repair equipnent, for F-16 aircraft of the | AF and other Lockheed Martin
custonmers. We are supplying a wide range of itens to Lockheed Martin for the new
|AF F-16 aircraft (F-161). These itens include mi ssion conputers, hel et nounted
systens, head-up displays, display systens, stores managenent systens,
structural assenblies and other equipnent.

In recent years, EFWwas awarded F-16 related contracts to devel op and
supply the comrercial central interface unit, color nulti-function display
systenms (CMFDS) and a digital video recorder. EFWal so is supplying advanced air
to ground, air to air and enmergency jettison renpte interface units to Lockheed
Martin for an F-16 custoner and supplies commercial data entry electronic units
(CDEEU) for the F-16. In February 2004, EFWwas awarded a contract by the U. S.
Air Force to provide nore than 1,200 CDEEUs in support of the CCIP program for
pre-Block 40 F-16 aircraft. The contract will be perforned over a three-year
peri od.

El -Op was awarded a contract in 2001 to supply the head-up display for
the F-161. El-Op also supplies aerial reconnai ssance systens for the F-16.

Cycl one manufactures the |eading edge flap for U S. Air Force F-16
aircraft. During 2002, Cyclone was awarded orders for the supply of other
structural parts for the F-16, including the horizontal stabilizer, the rudder,
the ventral fin and the engi ne access doors.

As of Decenber 31, 2003, our overall F-16 related systens and
conponents backl og, which extends through 2007, total ed approxi mately $175
mllion.

Al RCRAFT HEAD- UP DI SPLAYS. El-Qp supplies its head-up displays for
fixed-wing fighter and trainer aircraft such as the F-4, F-5, F-16, T-38,
M G 21, SU-30, A4, AL-X. AM X and MD-11.

Al RCRAFT ELECTRO- OPTI C SYSTEMS. El - Op supplies | aser designators for a
range of airborne platforms. |In 2003, El-Op conpleted deliveries under a
contract to supply | aser designators for the U.S. Navy's F-18 aircraft. El -Op
al so has supplied | aser designators for other airborne applications such as the
| aser designator for the U S. Apache and Kiowa Warrior helicopters and for
Rafael's "Litening" pod.

AERI AL RECONNAI SSANCE SYSTEMS. El - Op supplies airborne reconnai ssance
systenms for a range of fighter aircraft including the F-16. In 2000, El-Op was
awarded a contract to supply advanced airborne reconnai ssance systens for the
Turkish Air Force's RF-4E aircraft. The programis expected to be conpl eted
during 2004.

HELI COPTER UPGRADE PROGRAMS

In April 2004, EFWwas sel ected by Boeing to design a new m ssion
conputer for the Apache AH 64 helicopter. The contract is to be perfornmed over a
t wo-year period.

In May 2003, Elbit Systens' contract with Turkish Aerospace Industries
becane effective for the nodernization of the Turkish Armed Forces Command
Si korsky S-70 Bl ackhawk helicopters. Elbit Systens acts as the avionics systens
integrator and is devel opi ng and supplying "glass cockpit" avionics and advanced
m ssi on equi pment. The programis to be perforned in two stages, devel opnent and
production, over a four-year period.
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In 2002 and 2003, Elbit Systens was awarded fol |l owon orders by
Si korsky to provi de the weapons nanagenent system for the upgrade of Bl ack Hawk
helicopters. This followed award of the original contract from Sikorsky in 2001.
We conpl eted deliveries of these systens during 2002 and antici pate conpl eting
| ogi stic support orders during 2004.

In 2002, Elbit Systens conpleted a $118 nillion contract for the
Ronmani an Air Force's Puma | AR 330 helicopter upgrade program The program
i ncl uded devel opment and production of avionics systenms and conversion of
utility helicopters to attack helicopter capability. An inmaterial anpunt
remains to be paid through 2004. The contract contains buy-back provisions.

V-22 DI G TAL MAP AND DI SPLAY SYSTEMS. We supply both digital maps and
mul ti-function display systems for the U S. Arned Forces' V-22 Csprey tilt rotor
aircraft (V-22). CQur digital nap provides pilots with real-time high resolution
digital topographical inages and other information pilots need to performtheir
m ssions. We devel oped and supplied the digital nmap systemfor the V-22 under a
contract of EFWwi th Boeing. In 1998, Boeing awarded EFWa contract for the V-22
Active Matrix Liquid Crystal Milti-function Display Upgrade Program The program
calls for delivery of display subsystens for 246 V-22 aircraft, for a total
val ue of approximately $40 nmillion over seven years. EFWis al so under contract
from Boeing to produce a series of interface units for the V-22. In 2002, EFW
was awar ded orders by Boeing to redesign the V-22's display electronic unit and
digital map. These orders are to be conpleted in 2004.

DI G TAL MAPS AND DI SPLAYS FOR EUROCOPTER. In 2000, Elbit Systens
received a contract from Eurocopter S.A (Eurocopter) to supply digital map
systens and di splays for French search and rescue helicopters. Deliveries were
conpleted in 2002. Follow ng conpletion of a display devel opnment contract
received in 2001, in April 2003, we received an order from Eurocopter to supply
120 smart displays, to be delivered over a two-year period.

ELECTRO OPTI C PRODUCTS FOR HELI COPTERS. El - Op supplies several products
for heliborne applications. These include |aser range-finders and target
desi gnators including those based on solid state di ode punped | aser technol ogy.
In 2002, El-Op was awarded a contract to devel op and supply its Laser Obstacle
Rangi ng & Di splay Systens (LORD) for |AF helicopters. Perfornmance of the
contract is through 2005. El-Op is devel oping a | aser designator for an upgrade
of the OH 58D Kiowa Warrior surveillance helicopter. El-Op also supplies the
| aser-spot tracker integrated with the fire-control system as well as display
monitors, for the AH-64 Apache helicopter. EFWs New Hanpshire operations
supplies the upgraded FLIR enhanced ni ght targeting systemfor the U S. Marines'
AH- 1 W Super Cobra helicopters. In addition, El-Op's |laser designator is a
central conponent in that night targeting system El-Op conpleted a contract for
the devel opnent of a | aser designator for the RAH-66 Comanche conbat helicopter
before the U.S. Arny's announcenent in 2003 of its decision to term nate the
Conmanche program Therefore, El-Op's contract for the Comanche program was not
negatively effected. El-Op al so supplies electro-optic payloads for a variety of
hel i copters.

CIVIL AVI ATI ON

EFW s New Hanpshire operati ons design and nanufacture a range of
altineters, pressure nonitors, other cockpit indicators and avionics test
equi pment for commercial as well as mlitary aircraft. In 2001, the U S. Federal
Avi ation Administration (FAA) certified the installation of the Enhanced Vision
System (EVS) on General Dynam cs' Qul fstream 550 business jet. The EVSis
desi gned and produced by EFWs New Hanpshire operations and utilizes an advanced
FLI R system devel oped together with Opgal. EVS projects an inage on the pilot's
head- up display, providing FLIR picture overlaying the outside viewin a
conformal manner. It is designed to inprove flight safety and situational
awar eness and
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allows the pilot to detect lights and ground features such as runways, aircraft
and buildings at night and in low visibility conditions. EVSis installed as a
basel i ne systemon Qul fstream 550 aircraft and is an option on Gul fstream 500
aircraft. In May 2003, EVS also was installed and becane operational on the

Gul f st ream 400.

In Cctober 2003, EVS was selected for installation on FedEx Express'
Boei ng MD-10, MD-11 and Airbus A300 and A310 aircraft fleet. The contract calls
for certification by 2006 and installations on aircraft beginning in 2007. In
Decenber 2003, EFWs New Hanpshire operations entered into a contract with
Honeywel | International Inc. to devel op and supply, together with El -Op, head-up
di spl ay overhead projection units for the FedEx Express fleet. The contract
calls for deliveries through 2012. In addition, the New Hanpshire operations and
El-Op are currently working on a cost sharing contract with the Maryl and
Advanced Design Laboratory awarded in 2002 to develop a | ow cost solution for
head- up displays for the General Aviation market. The project is being perforned
for the U S. National Air and Space Agency (NASA) and is scheduled to be
conpl eted during 2005.

Cycl one nanufactures structural parts for several types of conmercial
aircraft.

FLI GHT TRAI NI NG SERVI CES

We provide aircraft flight training systens and services. |In June 2004,
Cycl one was awarded a ten-year contract fromthe | MO for the operation and
mai nt enance of the helicopters of the | AF Flight School. Under the contract,
which will be executed by providing flight hours on a "power by the hour" basis,
Cyclone will provide full maintenance services to the | AF Bell 206 and Cobra
AH- 1A helicopters. The contract is valued at approximately $40 million.

I'n 2002, Snunit Aviation Services Ltd., an Israeli conpany established
by Elbit Systens and Cyclone, was awarded a contract for the supply and
operation of the new light trainer aircraft for the I AF. The contract for
operation of the aircraft is for ten years and is based on an operati onal
concept known as Private Finance Initiative (PFl), adopted for the first time by
the 1 AF. Under the PFlI concept, we purchase, own, nmintain and operate the
aircraft and make them available to the I AF, who is charged according to flight
hours. Full scal e operation of the training beginning in 2003.

SI MULATORS

In January 2004, we were awarded a contract fromthe IMOD to nmintain
the 1 AF Bl ackhawk and CH-53 helicopter sinulators for a five-year period. In
Novenber 2003, we received a contract to upgrade the |AF's F-16 Bl ock 15
sinulator, with performance over a two-year period. The contract also calls for
us to provide 10 years of maintenance for the sinulator.

I'n Novenber 2003, Elbit Systens was awarded a contract by the U S.
State Departnent to supply full mission/full notion simulators for M-24 and
M -8 helicopters for the Uzbekistan Air Force over a two-year period. The
contract is part of the U.S. Governnent's "Operation Enduring Freedoni.

We are supplying sinmulators for the AL-X and F-5 prograns for the
Brazilian Air Force. Sinmultec S. A, our wholly-owned Romani an subsidiary,
manuf actures training systens and flight sinmulators for the Romanian Mnistry of
Def ense. See above "Aircraft Avionics Systens and Upgrade Prograns". In 2002,
El bit Systens was awarded a contract by Havel san S. A, the Turkish defense
contractor, to supply sinmulator sub-systens that were delivered in 2003 for the
Turkish Air Force's F4-E trainer aircraft.
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In May 2003, Havel san exercised its option for sub-systens for a second
sinmul ator to be delivered in 2004.

LOGd STI C SUPPORT SERVI CES

We provide |ogistic support services for fixed wing aircraft and
hel i copters such as repair, maintenance and supply of spare parts to the | AF and
ot her custoners, often as a part of our upgrade and other programs. Acquisitions
in recent years have added to our logistic support capabilities for a wi de range
of aircraft in Israel, the United States, Brazil and for other custoners.

Cycl one performs various |evels of maintenance services for a nunber of
types of mlitary and commercial aircraft and helicopters. Its facilities near
Karniel, Israel include hangars and a runway. In 2003, Cyclone al so obtained a
license to use another runway and facilities in Israel for aircraft nmintenance
for the IAF. At IEl in Alabama and at EFWs facilities in Georgia, we repair and
mai ntain electronic systens and conponents for aircraft, helicopters and ground
support equi pment for U S. and other custoners. |El also assists custoners in
establishing the appropriate [ evel of mmintenance and repair close to the user
to inprove operational readiness. At AEL in Porto Alegre, Brazil, we are
inmplementing a |logistic support center for our aircraft nodernization prograns
for the Brazilian Air Force.

HELMET MOUNTED SYSTEMS
FI GHTER Al RCRAFT HELMET MOUNTED SYSTEMS

El bit Systens' pilot helnet nounted systens are in operation with a
nunber of custoners throughout the world. For over 15 years we have been
desi gni ng and manufacturing Di splay and Sight Hel met (DASH) systens. DASH al |l ows
the pilot to target the weapons systens by | ooking at the target and al so
di splays flight information on the helmet's visor. The DASH system has been
purchased by the | AF and other custoners. In 2000, we were awarded a contract by
Lockheed Martin to supply the DASH IV hel net nounted cueing systemfor the |AF's
F-161 aircraft. Boeing previously awarded EFWa contract to supply the DASH as
the hel net nounted display systemfor the IAF's F-151 aircraft.

Si nce 2000, VSI has received several contracts from Boeing and Lockheed
Martin to supply production quantities of the Joint Hel met Mounted Cueing System
(JHMCS) and associ ated devel opnent and integration efforts. The JHMCS was
devel oped under contracts awarded by Boeing and Lockheed Martin to VSI. It is
used in United States Air Force and Navy F-15, F-16 and F/ A-18 fighter aircraft.
The JHMCS provides visual information to the pilot and other crew nenbers, based
on the position and orientation of the operator's head. The JHMCS has been
successfully flown in all three aircraft types. In April 2003, VSI was awarded
an approximately $60 million contract from Boeing to deliver an additional 300
JHMCS' over an 18-nobnth period and in January 2004 was authorized to start full
rate production. Also, in May 2003, VSI was awarded a contract by Boeing to
devel op a dual -seater version of the JHMCS for delivery in 2004.

In Cctober 2003, VSI was awarded an approxinmately $85 mllion contract
by Lockheed Martin to devel op the hel net nounted systemfor the U S. F-35 Joint
Strike Fighter (JSF) Program The majority of the devel opnent effort is
schedul ed to be conpleted in 2006 with continui ng support activities through
2012. The JSF hel met nounted systemis expected to contain the nbst advanced
hel ret nounted di splay ever designed and will be used as the aircraft's primary
flight and weapon delivery system
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VSl al so perforns hel net nounted di splay prograns for other custoners.
In 2000, VSI was awarded a contract by the Dani sh Government to supply the
hel met nounted systens for Lockheed Martin's F-16 Md-Life Upgrade (MU) Program
for the Danish Air Force. The Governnent of Norway ordered the sanme systemin
2002. Other MU countries may al so use the sane system

HELI COPTER HELMET MOUNTED SYSTEMS

El bit Systens' Ni ght Vision Goggles Head-Up Display (NVG HUD) system
al l ows helicopter pilots continuous head-up operation, which greatly inproves
night-flying safety. The NVG HUD i s operational in the I AF, having been
integrated into various assault and attack helicopters. Over the past ten years
El bit Systens and EFW have supplied nore than 4,000 NVG HUD systens for a
variety of U S. Arny prograns. |In recent years, we also received contracts to
supply NVG HUD systens for custoners and end users in Korea, Australia, Canada,
the U K and other countries. In 2002, EFWwas sel ected to supply NVG HUDs for
the Agusta 129 helicopter over a five-year period. Also, in 2002, EFWwas
selected by the U S. Arny as the prime contractor to supply the NVG HUD to the
U S. Arny over a five-year period.

In 2000, EFW acquired Honeywel | 's display and orientation products
busi ness, which mainly includes supply of the Integrated Hel net Display and
Si ghting System (I HADSS) for the U S. Arnmy and ot her users of Apache helicopters
and for the Italian-nmade Agusta 129 helicopter. In 2002, Boei ng awarded EFW a
contract to upgrade the AH 64 Apache | HADSS system with new el ectronics to
achi eve increased i mage resolution to accommodate | onger range thermal imaging
systens being devel oped for the AH-64. This contract is to be conpleted in 2004.
I'n March 2004, EFWreceived a followon order to conplete qualification and
transition the new systemto full rate production.

UAV | NTEGRATED SYSTEMS

OVERVI EW OF UAV BUSI NESS. Recent advances in technol ogy have resulted
in an increased use of UAVs for many mlitary applications, particularly in the
area of ISR The ongoing nmilitary actions in Afghanistan and |Irag use UAVs
extensively. As part of our business strategy to enter into this expanding
market, in the early 1990's we acquired an interest in Silver Arrow, which
devel ops and manuf actures UAVs and conducts joint prograns with El bit Systemns.

UAV SYSTEMS

Silver Arrow devel ops and manufactures several types of UAV platforns
for the IDF and other custoners. These include the Hermes family of UAVs,
including the Hermes 1500, the Hernes 450 and the Hermes 180.

The Hermes 1500 is a nediumaltitude | ong endurance UAV for maritine
patrol and other types of support m ssions. The Hernes 450 supplies real tine
intelligence data to ground forces. The Hermes 180 is a tactical short range UAV
designed for brigade-level intelligence, surveillance, target acquisition and
reconnai ssance m ssions.

We also are involved in smaller UAVs, such as the Skylark and the
Seagul | . The Skylark is a man-packed UAV for close range, over the hill

surveillance and reconnai ssance. The Seagull is a foldable and canister
depl oyabl e tactical close range UAV.

29

file//IC\TEMP\ view.htm

Page 32 of 202

form20f-12312003.txt, Seq: 32
File Page/Sheet: /

6/14/2004



EDGAR Easet+ 1.4a--, , Elbit Systems Ltd. --

Jenkens & Gilchrist Parker Chapin LLP Rev -() 06/14/2004 17:12:02
Elbit Systems Ltd. - Form 20-F (12/31/2003)

<PAGE>

El bit Systens al so devel ops and supplies ground control stations for
the operation of UAVs, including advanced systens based on C41 technology. In
addition, we supply to the IDF the |latest generation of surveillance UAVs, based
on the Hernmes 450. Silver Arrow s U K. subsidiary, UEL Engines Ltd., produces
engi nes for UAVs.

UAV PROGRAMS

In February 2004, the I MOD selected Elbit Systens to supply Skyl ark
m ni - UAVs for operational evaluation by the IDF ground forces. The initial
contract is to be conpleted during 2004. Recently, we issued several
international proposals for Skylark, and an order for operational evaluation of
a Skyl ark system has been received froman European country.

In July 2003, EFWwas awarded a contract w th SENTEL Corporation to
operate Elbit Systenms' Hernmes-450 UAV systemat Fallon Naval Air Station in
Nevada. The contract is in support of the DOD s Joint UAV test and eval uation
exercise and is anticipated to be conpleted in 2004.

In February 2003, a team consisting of Elbit Systens/Silver Arrow and
Thal es Sensors Ltd. (as prime contractor) was one of two teans sel ected by the
Uni ted Kingdom M nistry of Defense to conduct the System Integration Assurance
Phase (SIAP) of the Assessnent Study of the Watchkeeper Tactical UAV program
The SI AP ended in March 2004, follow ng which the team submtted a detail ed
proposal for the Denonstration, Manufacture and Initial Support Phase (DM S).
The Watchkeeper is a tactical UAV systemthat will provide real-tine battlefield
intelligence and fire support to British Army unit conmanders.

In Cctober 2003, Elbit Systens signed a cooperation agreement with ADI
Limted of Australia to bid for the Australian Departnent of Defense's JP129
tactical UAV program

El bit Systens received contracts fromthe Israeli Government to act as
the prinme contractor under a programto devel op and supply integrated defense
el ectronic systens. W conpleted the first phase of this programin 2002. During
2002 and 2003, we received additional orders. As of Decenber 31, 2003, we had a
backl og for the program of approxinmately $87 million, to be performed mainly
t hrough 2006.

TACTI CAL, SECURITY AND NAVAL SYSTEMS
PRECI SI ON GUI DANCE SYSTEMS

In the area of guided nunitions, we devel oped and are supplying our
"Whi zzard" famly of precision guided systens. The Whizzard famly includes the
"OPHER' and "Lizard" systems. OPHER is a thernal -i magi ng, autononous precision
gui dance system The Lizard system provides nunitions gui dance towards | aser
designated targets.

In March 2003, under an order received by EFWfrom Northrop G umman
Corporation (NG, our sem -active |aser seeker was successfully tested with NG s
brilliant anti-armor (BAT) nunitions - Viper Strike. Oders for additional units
were received in 2003. These munitions are used in connection with the Hunter
UAV.
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In 2002, Elbit Systens received a contract to supply Lizard systens to
the Venezuelan Air Force over a two-year period. In 2001, Elbit Systens received
a contract fromthe Italian Mnistry of Defense to supply Lizard systens over a
three-year period. Deliveries under these two contracts are conpleted. W have
suppl i ed OPHER systens to custoners such as the IDF, the Italian Air Force and
the Romanian Air Force and are currently supplying Lizard systens to several
cust oners.

HOMVELAND SECURI TY SYSTEMS

We are involved in the honel and security nmarket that includes airports,
coastal authorities and other sensitive facilities . These efforts are a natural
extensi on of our expertise gained in the devel opnment of our C4l and battlefield
managenent systens, UAVs and el ectro-optic systens. National and | ocal
governnents are allocating greater resources in this area in light of increasing
terrorist threats around the world. This has led to increased opportunities for
systens and products that nmeet the grow ng denmand for perineter and honel and
security solutions.

El bit Systens, El-Op and Otek devel op and supply detection sensors and
ot her products for facility security, border and coastal control, perineter
protection and conbating terrorist activity. Products in this area include
thermal imaging detection systens, renpte controlled surveillance systens and
smart perinmeter protection systens. Custoners in this field include the Israeli
Police, the | MOD and several international defense forces and security
organi zations. In 2002, we enhanced our capabilities in this area by acquiring
the bal ance of Otek's shares, giving us a 100% ownership interest.

In 2002, Elbit Systenms was awarded a contract by the I MOD to supply an
el ectronic warning systens "smart" fence. Elbit Systens is executing the program
through Ortek. The first phase of the project includes construction of an
el ectronic perineter systemand warni ng system spanning 25 kiloneters, with
potential for expansion.

We al so are supplying a border control registration systemand an
anti-noney | aundering systemto the Israeli Government. See below - "Battlefield
Managenent and Governnent |nformation Systenms - Governmental |nformation
Technol ogy and Intelligence Gathering Systens".

El-Op currently is applying its defense based technol ogies to devel op a
Mil ti-Spectral Infrared Counterneasure System (MJSIC) for commercial aircraft
applications in preventing terrorism MJSIC enables identification of
shoul der -1 aunched missiles resulting in a break of the missile |ock on the
target. In June 2004, we announced the Government of Israel's selection of an
El-Op - Rafael teamto deliver an advanced protection suite agai nst shoul der
launched missiles for Israel's civil aircraft fleet as the long-termsolution
for Israel's civil aviation protection plan. The conbined systemis based on
Rafael's "Britening"TM suite and El -Op's MJSIC system

NAVAL SYSTEMS

Over the past two decades, we have worked with the Israeli Navy to
devel op high capability naval command and control systens for surface ship
applications. These systens are currently being used by the Israeli Navy and
several other navies throughout the world.

For nore than ten years, we have been the prine contractor for the C4l
systemfor the Israeli Navy SAAR 5 corvette class missile boat. W al so

devel oped and supply the anti-m ssile decoy counterneasure |aunching system for
the SAAR 5 program
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In 2003, Elbit Systens conpleted work under a contract with Ingalls
Shi pbui | di ng of Pascagoul a, M ssissippi, as part of Ingalls upgrade of
Venezuel an Navy LUPO frigates. Under the contract Elbit Systens was responsible
for the overall integration of the ship conbat managenent systens, sensors and
EW systens, and we supplied the hardware and software of the command and control
system

We devel op advanced naval training sinulators. Qur sinulators address
the need to inprove training due to the high cost of activating naval forces.
Qur naval training systems provide realistic sinmulations of conbat conditions at
sea. They are used in on-shore facilities for training in naval tactical command
deci sion procedures, anti-subnarine warfare and el ectronic warfare. Qur training
systens are currently used by the Israeli Navy and several other navies. In
2003, Elbit Systems supplied the fourth generation of our tactical trainer
systemto the Israeli Navy.

El - Op supplies electro-optic products for naval applications to several
custonmers. |n January 2003, El-Op was awarded a contract by the I MOD to upgrade
el ectro-optics observation and surveillance systens for the Israeli Navy through
2004, and further orders are anticipated in 2004. El-Op al so supplies
el ectro-optic shipboard payl oads to several navy and maritine forces for both
observation and fire control applications.

El bit Systens has devel oped and supplied several naval electronic
intelligence systenms. The systens are designed to detect and recogni ze threats
under a wide range of conditions and to initiate automatic countermeasures to
protect ships against eneny mssiles. Qur systens equip the Israeli Navy Dol phin
class submarines and are installed on board submarines of several navies
wor |l dwi de. In 2001, Elbit Systens was awarded a contract by the Gernman shipyard
Howal dt swer ke Deutsche Werft to supply our Timmex |l EWsystem for subnarines.
In 2002, the contract was increased to include an additional system and we
delivered the first systemin 2003. The contract is to be perforned over a
four-year period.

EFW s New Hanpshire operations supplies navigation systenms for the
Israel Navy's Nirit patrol boats.

BATTLEFI ELD MANAGEMENT AND GOVERNVENT | NFORVATI ON SYSTEMS

NATURE OF OUR BATTLEFI ELD MANAGEMENT AND GOVERNMENT | NFORMATI ON
SYSTEMS. We design our C4l and battlefield systens to manage the growi ng anmount
of data supplied by information systenms and sensors in defense, border control,
crinme prevention and other government intelligence gathering applications. This
is an area of growing inportance in light of increased priority for
communi cati ons anong defense forces and the grow ng need of many governnents for
anti-terrori smneasures, such as | SR, access control and integrated intelligence
gathering. Qur C41 battlefield and infornation systens process and interpret
data received fromthe different sources and present it in an user-friendly
format. We integrate advanced software tools with general and special purpose
hardware into full C41 battlefield and i nformation technol ogy systemns.

GROUND FORCES AND BATTLEFI ELD MANAGEMENT SYSTEMS
Qur ground C4l and battlefield nanagenent systens are supplied through
turn-key projects for tactical command and control. W provide solutions from

the level of individual fighting vehicles, nortars and artillery to the
di vi sional and headquarters conmand | evel. Qur systens are based on
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har dware and software buil ding bl ocks, including tactical conputers, nodens,
communi cation controllers, data radios, mlitary WLAN radi os and digital map
systens anong others. We also provide products for facilitating operations in
the battlefield based on commercial off-the-shelf technol ogy (COTS).

I n Decenber 2003, Elbit Systens was awarded a contract by the Royal
Net herl ands Arnmy (RLNA) to supply battle nmanagenent system equi pment for the
RLNA ground forces. The equi pnent includes enhanced tactical conputers
integrated with tactical conmunication devices and data comuni cati on software.
The contract will be perforned over a one-year period.

The I DF selected Elbit Systens to devel op and deliver Enhanced Tacti cal
Conputers (ETCs), which serve as the hardware building blocks for the IDF' s
ground command and control systens. These building bl ocks are based on high
performance mlitary conputers, "ruggedi zation" of COIS circuit boards for
application in harsh mlitary environments, as well as specialized displays and
communi cation controllers for higher echelon levels. The ETCs are equi pped with
several types of communication interfaces and powerful display features. W al so
devel op, manufacture and supply ETCs to a nunber of custoners worl dwi de.

In 2002, Elbit Systens was selected by the IMOD to act as the prine
contractor for the IDF's Ground Forces Digitalization program Under the
program the existing command, control and communi cations systens of the IDF's
ground forces will be integrated, conbining additional systens and applications.
The purpose of the programis to enable coordination between forces at different
command | evel s, provide situational awareness to maneuvering forces and inprove
overal |l operational capabilities, including survivability and accuracy. |In 2002,
Elbit Systens received an initial order fromthe IMOD to performa system
requirenments review for the program The IMOD and Elbit Systens are currently in
the process of negotiating a detailed contract for the overall program |I|f the
detailed contract is inplenmented, the program which is to be perforned over a
mul ti-year period, is expected to be material to Elbit Systens, both because of
its scope and its contribution to our technol ogy base.

In 2002, Elbit Systenms was awarded a contract by the IMOD to serve as
prime contractor for the IDF's Battle Managenent Systens for Battalion Conbat
Teans program The programincludes the devel opnent, supply and support of
advanced el ectro-optical sensors, nulti-functional displays, command and control
software, infornmation and di ssenmination systens and advanced m ssion conputers.
The programw || enabl e coordination anong the IDF's main battlefield tanks,
arnored fighting vehicles and infantry fighting vehicles. It will provide
situational awareness to maneuvering forces and inprove the overall operational
capabilities of fighting units. The first phase of the program including
initial deploynment, is being performed over a two-year period.

I'n 2000, ESL Advanced Information Technol ogy GrbH (AIT), Elbit Systens'
whol | y- owned Austrian subsidiary, received a contract to supply artillery
command and control systems for the Austrian Arnmy. We anticipate conpleting
del iveries under the contract in 2004.

Sol tam Systens Ltd. (Soltam of Yokneam Israel, in which Elbit Systens
owns a 10% equity interest, devel ops and manufactures artillery systens and
products for the IDF and other custoners. W have devel oped systens integrating
Soltam s products with our fire control and conmand and control systens,
including a programcurrently being performed for the | MOD.
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GOVERNMENTAL | NFORMATI ON TECHNOLOGY AND | NTELLI GENCE GATHERI NG SYSTEMS

We acquired the assets of the Government Systens Division of Elron
Tel esoft (formerly part of the NCC Group) in 2002. These activities include
conput eri zed communi cation systens, information technol ogy and inage
intelligence processing for defense and other governmental applications in
I srael and abroad. Over the last two years we have received orders fromthe
Israeli Governnent for these types of applications.

In May 2003, Elbit Systens was awarded a contract for the devel opnent
and support of an infornmation processing systemfor the Israeli Mney-Laundering
Prohi bition Authority (I MPA). The project is to be perforned over a two-year
period. The project will provide I MPA with an information technol ogy systemthat
includes a database and a collection center for relevant data from financi al
institutions such as banks, insurance conpanies and custons authorities. The
proj ect includes the managenent of an official data base containing the currency
transacti ons and suspicious activities reports submtted to | MPA by the Israeli
financial comunity, as well as reports of enrichnent from governnental |aw
enforcenent and information resources and from correspondi ng gover nnent al
financial intelligence units in other countries.

In 2001, Elbit Systenms was awarded a contract by the Israeli Governnent
for the devel opnent and supply of the National Border Control Registration
System (BCRS). BCRS is a conputerized systemfor registration and control of all
of Israel's border crossing points. The system which will be deployed at all
Israeli airports, sea ports and |land entry points, supports border inspection
processes and hel ps control the passage of vehicles and goods. The contract is
expected to be conpl eted during 2004.

LAND VEHI CLE SYSTEMS
NATURE OF OUR LAND VEH CLE SYSTEMS

Qur land vehicle systens capabilities conbine Elbit Systens' electronic
tank systens experience with El-Qp's electro-optics expertise. The conbi ned | and
vehi cl es business offers capabilities ranging fromconplete tank nodernization
programs with full |ogistics support, to situational awareness and battle
managenent systens, advanced day and night fire control systens incorporating
eye-safe |lasers and advanced FLIRs, electrical turret drive and stabilization
systens to life support and hydraulic systens.

The survivability of tanks and other conbat vehicles on the nodern
battlefield depends largely on their ability to achieve a first-round hit. This
requires the gunner to quickly and accurately coordi nate many conpl ex tasks with
a large nunber of variables. Elbit Systems was one of the first conpanies to
introduce nodern el ectronic technology in tank applications using our expertise
in devel opi ng advanced avi onics systens to adapt and to devel op control systens
and el ectronics for conbat vehicles. W replaced manually operated fire control
systens with an advanced digital tank fire control system inproving on-the-nove
hit probability and reducing the tine required for targeting.

For over twenty years, we have been devel oping and supplying a famly
of fire control systems for new and upgraded main battle tanks, nedium and |ight
tanks and light arnored vehicles. Qur systens integration expertise and
ext ensive experience in devel oping and manufacturing these systens led to an
expansion into a new generation of tank turret drive systens. W devel oped an
electric gun and turret drive and stabilization systemthat can be integrated
with the fire control systemto inprove turret stabilization and accuracy. This,
in turn, inproves fire-on-the-nove perfornmance.
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El-Op is a long tinme devel oper and producer of electro-optic systens
for conbat vehicles in Israel and abroad. These systens include eye safe |aser
range finders, second generation thermal inmaging systems, gunners sights with or
wi t hout |ine-of-sight stabilization, conmander panoram c sights, conputers and
sensors. We supply our integrated battle nanagenent systenms as part of our
nodern fire control systens sold to the IDF and to other custoners around the
worl d. We also furnish conbat vehicle |ogistic support services to the I|DF.

MERKAVA

Al of the npdels of the npst advanced |DF battle tank, the Mrkava,
use our fire control and electric gun and turret drive and stabilization systens
as original equipnent. W are both a prinme and a subcontractor for the supply of
systens to various Merkava tank nodels.

El bit Systens, El-Op and Kinetics are supplying a significant nunber of
systens for the IDF's newest Merkava tank, the MK-4. These systens include the
day/ ni ght gunner and conmander sighting systens, the electronic gun and turret
drive system flat panel displays, advanced warni ng systens agai nst |aser guided
threats (TDS), life support systems and a battle nanagenent system

During the last two years, we were awarded several orders for the

devel opment and supply of electronic and optical systens and electrical drive
systens for the Merkava. In January 2004, Elbit Systens was awarded orders by
the IMOD to supply electronic and el ectro-optical systens for the Merkava MK-4.
The orders will be perforned over a two to three-year period. El-Op is the prine
contractor to the IMOD for all Merkava tank fire control systems. In 2002, El-Op
was awarded a contract to upgrade the firing conmputer of the IDF's Merkava and
M 60 tanks. Kinetics also supplies several systens, including the |life support
system for Merkava programs. As of Decenber 31, 2003, we had a total of $129
mllion in our backlog relating to Merkava orders, to be supplied through 2006.

TURKI SH M 60 MODERNI ZATI ON PROGRAM I n March 2004, the definitive
agreenent for Elbit Systems' portion of the Turkish Arny M60Al Tank
Moder ni zati on Program becane effective. The contract, in the anpbunt of
approximately $183 million, was signed with the IMOD, with deliveries to be
conpl eted over a four-year period. The contract is for the supply of electronic
and el ectro-optical fire control systems, electrical gun and turret drive
systens and support equi pment for the Program Elbit Systens' contract is being
performed within the framework of the agreement for the Program between |srael
Mlitary Industries Ltd. and the Turkish Mnistry of Defense. The contract
contai ns buy-back obligations. See bel ow "Buy-Back".

MULTI PLE LAUNCH ROCKET SYSTEM (MLRS) AND HI GH MOBI LI TY ARTI LLERY ROCKET
SYSTEM (HI MARS). EFWis a subcontractor to Lockheed Martin for the U S. Arny
MLRS M270Al upgrade program EFWsupplies the fire control systemthat includes
an on-board conputer processor, a 1l4-inch color flat panel display, a mass
storage device and a keyboard. Follow ng EFWs conpl etion of devel opnent, in
2002 and 2003 Lockheed Martin awarded EFW production and retrofit contracts. EFW
currently has nore than 330 systens under contract to be performed through 2004.
The equi pment devel oped for MLRS is also directly conpatible with the H MARS to
be used by the U.S. Arny and U.S. Mrine Corps.
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BRADLEY A-3 PROGRAM EFWis a subcontractor for the U.S. Arny Bradley
A-3 fighting vehicle nodernization program EFWwas awarded contracts by United
Def ense, the prinme contractor for the program to develop and supply the turret
and hull processors, the gunners' and conmanders' hand stations, the position
interface box and the nmap operational software. EFW conpl eted the devel opnent
contracts and was awarded multi-year production contracts by United Defense for
those systens. These contracts are to be performed through 2004.

ARMORED FI GHTI NG VEHI CLE PROGRAM | n 1999, a Western European prine
contractor awarded contracts to Elbit Systens to supply advanced fire control
systens for arnored fighting vehicles. The anmbunt of the contracts is
approximately $43 nmillion, to be performed over a five-year period.

THERMAL | MAGI NG SYSTEMS. El -Op has sold nore than 700 thermal inmaging
systens for the Leopard 2/ A5 conmander sight to custoners including the arned
forces of Germany, the Netherlands, Sweden and Dennmark and nore than 2,000
thermal imaging systems to other custoners for different types of tanks.

TRAI NI NG SYSTEMS. El bit Systens and EFW have supplied tank gunnery
training systens to the IDF and the U.S. Arny. We are currently supplying the
Depl oyabl e Range Training and Safety System (DRTSS) to the U S. Arny. This
system provides real tinme crew gunnery evaluation, recorded after action video,
battl e status assessnment, positive target recognition, ammunition conservation
and reduces friendly fire casualties. DRTSS has been fielded at the Forts Hood,
Carson, and Stewart tank gunnery ranges.

ENVI RONMVENTAL CONTROL AND HYDRAULI C SYSTEMS. Kinetics devel ops advanced
life support systens, including environnental and climate control and NBC
protection systens, for conbat vehicles. Kinetics also devel ops and manufactures
hydraulic, fuel, braking and suspension systens as well as an auxiliary power
unit for conbat vehicles of the IDF, the U.S. Arny and ot her customners.

ROBOTI C GROUND VEHI CLES

Elbit Systens and El-Op are involved in the devel opnment of robotic
ground vehicles for defense and honel and security applications. In March 2004,
Elbit Systens teanmed with Sci Autonics LLC to conpete in the U S. Defense
Advanced Research Projects Agency (DARPA) Grand Challenge in which the team
finished second out of nunerous conpetitors.

ELECTRO- OPTI CAL AND COUNTERMEASURES SYSTEMS
ELECTRO- OPTI CS

El - has nore than 60 years of experience in the field of
el ectro-optics and desi gns and nanufactures el ectro-optic systenms and products
for defense, space, honeland security and conmmercial applications worl dw de.
This includes expertise in thernal imaging, |aser systens, optronic stabilized
payl oads, head-up displays, space and airborne reconnai ssance systens and
el ectro-optic counterneasures. These systens are supplied for spaceborne,
ai rborne, land and naval applications as described above. In addition, El-Qp
devel ops and supplies payl oad based observation and fire control systens for
naval and airborne platfornms, including day and night vision and | aser range
finders and designators.
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SCD al so devel ops and manufactures infrared detectors and | aser di odes
for electro-optical applications. Opgal devel ops el ectro-optics "engines" that
conbi ne detectors with proprietary electronics for comercial and honel and
security applications.

During 2003, El-Qp received orders, exceeding $100 nillion in the
aggregate, fromcustonmers worldwi de for hand held, surveillance and honel and
security and arnored vehicles applications of thernal inmaging products and
syst ens.

SPACE

El-Op is actively expandi ng space applications for its technol ogy and
products. El - has devel oped a variety of caneras for the Ofek Satellite,
including the Orek-5 | aunched in 2002, and for other initiatives of the Israel
Space Agency. |n 2000, ERCS Al, a commercial reconnai ssance satellite, began
transmtting i nages taken by an advanced digital canera devel oped and
manuf actured by El-Op. EROCS Al was | aunched by InmageSat International N. V. in
which El-Op owns a minority interest. See bel ow "Technol ogy Spin-Ofs". El-Op
previously won an international solicitation for the devel opnent of an advanced
el ectro-optic nmulti-spectral space canmera for the Korean Space Agency.

In Cctober 2003, Elbit Systens acquired a minority interest in
AeroAstro, Inc., a U S. conpany engaged in devel opnent of advanced micro and
nano space systens and conponents, focusing on renpte sensors and optical
systens. (See above "Recent Acquisitions"). In May 2004, El-Op signed a
cooperation agreenent with OHB-System A.G of Germany relating to space-rel ated
activities.

TECHNOLOGY SPI N- OFFS

Both Elbit Systens and El - Op explore on an ongoi ng basis potential
spin-offs of their defense related technol ogies for commercial applications. Qur
technol ogy spin-offs are involved in intra-body navigation nedical equipnent,
optical communications, comercial satellites and internet comrunications for
commercial aviation. The following is a description of our current technol ogy
spin-offs.

Medi Gui de

El bit Systens established Medi Guide Inc. (Medi Cuide) in 2000.
Medi Gui de, through its wholly-owned Israeli subsidiary, |everages specific
t echnol ogi es devel oped by Elbit Systens in the defense area for use in various
medi cal procedures and intra-body navigation. Elbit Systens provi ded Medi Gui de
with an exclusive license to use specific technologies for medical applications,
and Medi Guide provided Elbit Systenms with a cross |license to use Medi Cuide's
devel opnents for defense applications. Qutside equity investments were nade in
Medi Gui de by venture capital groups in 2000 through 2002.

I'n May 2003, Medi Gui de signed an agreenent wi th Boston Scientific
Corporation (BSC) to devel op and commercialize technology platfornms in the
fields of 3-D intravascular imging and intrabody navigati on. The agreenent
included an equity investnment by BSC i n Medi Gui de, co-devel opnent
responsibilities for integrating BSC s device platfornms with Medi Guide's
proprietary gui dance system exclusive global distribution by BSC for a
specified period and an option for BSC to acquire Medi Guide at a future tine.
Foll owi ng the investnent by BSC, Elbit Systens equity interest in Medi Guide, on
a fully-diluted basis, is approxi mtely 44%
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Starling - In 2001, Rafael and Elbit Systens established a joint
venture known as "Starling" Advanced Conmuni cations. In October 2003, the joint
venture was incorporated in Israel under the nane Starling Advanced
Communi cations Ltd. (Starling). Starling conbines the expertise of both parties
to devel op products in the area of internet conmmunications through satellite
transm ssions and broad band infornation transfer for conmercial aircraft.

Raf ael contributes expertise in the area of aerial antennas, and Elbit Systens
contributes expertise in the area of satellite comunications and broad band
information transfer for aircraft. Rafael assigned its interest in Starling to
RDC Raf ael Devel opnent Corporation Ltd. (RDC), an Israeli conpany jointly owned
by Rafael and Elron El ectronic Industries Ltd.

I mageSat - El-Qp has an approximately 14%equity interest (10% on a
fully diluted basis) in InmageSat International N V. (lmageSat). O her
sharehol ders include | Al and private equity groups. InageSat is involved in the
operation of satellites for comercial and other applications and providing
satellite inmagery. InmageSat's ERCS Al satellite contains an advanced digital
camera produced by El-Op.

RedC - El-Op owns an approximately 36.5%equity interest in RedC
Optical Networks Inc. (RedC). The other nmjor shareholder is MRV Comuni cations
Inc. Through its wholly-owned Israeli subsidiary, RedC designs, devel ops and
produces optical anplifiers for dense wave-length multiplexing (DWM optical
networks for tel ecommuni cation vendors.

CyOptics - Qur 50% owned partnershi p SCD owns an approxi mately 17%
equity interest in CyOptics Inc. (CyOptics). Through its wholly-owned |sraeli
subsidiary, CyOptics is involved in the devel opnent of wave-length domain
mul ti pl exi ng conponents for optical conmunications.

PROPERTY, PLANT AND EQUI PMENT

Qur executive offices and main research and devel opnent facilities are
| ocated on approximately 774,000 square feet of property in the Advanced
Technol ogy Center in Haifa, Israel, including the newy constructed building
descri bed bel ow. W own approxi mately 375,000 square feet of our main facilities
in Haifa. The renainder of our facilities in Haifa is |eased. W also have
ownership and |l ong-term | easehold rights in a facility of approximtely 65,000
square feet near our headquarters building in Haifa. Qur main manufacturing
operations are located in a facility of approxi mately 169, 000 square feet in
Karnmiel, Israel that is leased fromElbit Ltd. See below - Item 7. Mjor
Shar ehol ders and Rel ated Party Transactions - Transactions with Elron and
Affiliated Conpanies. W al so | ease approxi mately 41,000 square feet in Petach
Ti kva, |srael.

In May 2004, we conpl eted construction and began using a new buil di ng
that houses our offices and operations and that is connected to our current
headquarters building in Haifa. The new buil ding covers approxi mately 357,500
square feet of building space, including underground parking facilities. W own
hal f of the building and | ease the other half from Matam - Advanced Technol ogy
Center Ltd. (Matam). The new facility will consolidate nost of our operations
currently spread throughout nunerous buildings, nost of which are |eased, in the
Advanced Technol ogy Center in Haifa. Total costs to Elbit Systenms for the |and
and construction of the new building are approximately $20 nmillion.

El - Op owns approxi mately 421,000 square feet of property and | eases
approxi mately 12,000 square feet of its facilities in Rehovot, Israel, in

addition to the new facility described below. These facilities contain El-Q's
headquarters, offices, developnent facilities and manufacturing operations. In
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June 2003, El-Op conpleted construction and began using a new 188, 000 square
foot facility adjacent to its existing nain building in Rehovot. The new

bui | di ng consolidates El-Op's nain prem ses. Total building costs to El-Op for
the new facility were approximately $15 million.

EFW owns approxi mately 25 acres of property in Fort Wrth, Texas. That
property includes a 155,000 square foot facility containing EFWs offices and
manuf acturing operations. EFWs New Hanpshire subsidiary owns properties in
Merri mack, New Hampshire covering a total of approximately 71 acres. This
i ncl udes buildings containing offices and manufacturing operations of
approxi mately 410,000 square feet. The New Hanpshire operations are currently in
negotiations to sell approximately 44 unbuilt acres on the Merrimack property.
I'n June 2003, the New Hanpshire operations sold a facility in Nashua, New
Hanpshire, of approximtely 50,000 square feet, in consideration for
approximately $2 million. |El owns property covering approximtely 38 acres in
Tal | adega, Al abamm, on which are |ocated offices and manufacturing facilities of
approxi mately 64,000 square feet. The operation in Warner Robins, Georgia
occupi es approxi mately 13,000 square feet of leased facilities.

Cycl one owns approxi mately 1,406, 100 square feet of property near
Karniel, Israel. This includes approxi mately 210,000 square feet on which its
of fices, manufacturing, maintenance and hangar facilities are located. Kinetics
owns office, |aboratory and manufacturing facilities in Airport City, Israel,
covering approxinmately 32,000 square feet. Silver Arrow | eases facilities in
Ri shon Le-Zion, Israel, covering approximately 26,000 square feet. Otek owns
approxi mately 109, 000 square feet of property in Sderot, I|srael, which includes
approxi mately 16,000 square feet of offices and manufacturing facilities.

AEL owns approximately 282,000 square feet of property in Porto Alegre,
Brazil, including offices and buildings covering approxi mately 23,000 square
feet.

Over the last two years the average annual investment in our
facilities, other than the new building projects in Haifa and Rehovot, anpunted
to approxinmately $38 million, nobst of which was used to purchase machinery and
equi pnent. We believe that our current facilities are adequate for our
operations as now conduct ed.

ORGANI ZATI ONAL STRUCTURE
Qur beneficial ownership interest in, and place of incorporation of,

our mmjor subsidiaries and investees is set forth below OQur equity and voting
interests in these entities are identical.

(Israel)
50%
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GOVERNMENTAL REGULATI ON

GOVERNMENT CONTRACTI NG REGULATI ONS. We operate under |aws, regulations
and admi ni strative rul es governing defense contracts, nmainly in Israel and the
United States. Some of these carry mmjor penalty provisions for non-conpliance,
including disqualification fromparticipating in future contracts. In addition,
our participation in governnental procurenent processes in Israel, the United
States and other countries is subject to specific regulations governing the
conduct of the procurenent process.

| SRAELI EXPORT REGULATI ONS. Israel's defense export policy regul ates
the sale of a nunber of our systems and products. Current Israeli policy
encour ages exports to approved custoners of defense systens and products such as
ours, as long as the export is consistent with Israeli Government policy. A
permit is required for an export and nmust be obtained to initiate a sales
proposal . W al so nust receive a specific export license for any hardware
eventual |y exported. In 2003, approximately 50% of our revenue was derived from
exports subject to Israeli export regul ations.

U S. AND OTHER EXPORT REGULATI ONS. EFWs export of defense products,
mlitary technical data and technical services to Israel and other countries is
subj ect to applicable approvals of the U S. Governnment. Such approvals are
typically in the formof an export license or a technical assistance agreenent
(TAA). Other U 'S. conpanies wishing to export defense products or mlitary
rel ated services and technology to our Israeli entities are also required to
obtain such licenses and TAAs. This applies to data required by our Israeli
entities to performwork for U'S. prograns. Licenses are also required for
Israeli nationals assigned to work at our U S. affiliated conpanies. An
application for an export license or a TAA requires disclosure of the intended
sal es of the product and the use of the technol ogy. The U S. Government may deny
the export license or TAAif it determines that a transaction is counter to U S.
policy or national security. Other governments' export regul ations also affect
our business fromtinme to tine, particularly with respect to end user
restrictions of our suppliers' governments. Recently, sone European governnments
have indicated the possibility of linmting defense exports to Israel.

"BUY AMERI CAN' LAWS. The U.S. "Buy Anerican" |aws inpose price
differentials or prohibitions on procurenent of products purchased under U.S.
Governnent programs. The price differentials or prohibitions apply to products
that are not made in the United States or that do not contain U S. conponents
maki ng up at |east 50% of the total cost of all conponents in the product.
However, a Menorandum of Agreenent between the United States and |sraeli
Governnments wai ves the Buy Anerican |aws for specified products, including
al nost all the products currently sold in the United States by El bit Systens,
El -Op and our other Israeli subsidiaries.

FOREI GN M LI TARY FUNDI NG (FMF). EFWand its subsidiaries participate in
United States FMF prograns. These prograns require countries, including |Israel,
receiving mlitary aid fromthe United States to use the funds to purchase
products containing mainly U S. origin conponents. In npst cases, subcontracting
under FMF contracts to non-U. S. entities is not permtted. As a consequence, EFW
and its subsidiaries generally either perform FMF contracts thensel ves or
subcontract with U S. suppliers.

ANTI TRUST LAWS. Antitrust laws and regulations in Israel, the United
States and other countries often require governnental approvals for transactions
that are considered to limt conpetition. Such transactions may include
cooperative agreenents for specific prograns or areas, as well as nergers and
acqui sitions.
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BUY- BACK

As part of their standard contractual requirenments for defense
prograns, several of our customers include "buy-back" provisions. These
provisions are typically best efforts obligations to make, or to facilitate
third parties to make, specified transactions in the customer's country. Such
transacti ons may include the purchase of |ocal goods and services; cooperative
ventures with, or investnent in, local entities; and transfers of equipnent,
infrastructure or knowhow for the benefit of local parties. In npst cases, the
buy-back transactions are to be fulfilled over a nulti-year period that extends
after conpletion of deliveries under the contract.

El bit Systens is required to nake or facilitate |ocal purchases or
goods and services only if the local suppliers can neet the conmercial and
technical conpetitive terns of the specific procurenent. Thus, the |ocal
industry nust be able to neet the price of other international suppliers for the
procurenent in question as well as to neet the required delivery schedul e and
technical and quality specifications. Typically, if the local supplier is unable
to neet such conditions follow ng the award of a purchase order, the buy-back
credit is nonetheless granted. To date, we have not encountered significant
difficulties in identifying qualified local suppliers and placing purchase
orders.

We typically have the right to apply nultiplier factors in calculating
the ampbunt of buy-back credit recognized, and certain types of investnments and
transacti ons receive buy-back credit of up to several tines the value of the
specific transaction. Therefore, even if the buy-back provisions apply in an
aggregate anount of up to 100% of the price of the contract with our custoner,
the actual effective buy-back obligation amount typically is significantly |ess
due to the application of the nultiplier factors.

Al t hough failure to neet a best efforts buy-back obligation may limt
our ability to be awarded future business fromthe applicable custoner, in nost
cases buy-back is not linked to delivery paynents or subject to specific or
material contractual nonetary penalties. The buy-back activities are a nornal
part of doing business in the defense industry with these custoners. Over the
nunber of years that we have been performn ng buy-back activities, we have not
experienced significant difficulties in neeting our buy-back obligations, and
therefore these buy-back activities are not believed to represent a material
financial risk to our operations. Elbit Systens' maxi num aggregate buy-back
undert aki ngs as of Decenber 31, 2003 were approximately $630 nillion, to be
fulfilled over a period of up to 11 years.

FI NANCI NG TERMVS

TYPES OF FI NANCI NG. There are several types of financing terms
applicable to our defense contracts. In sone cases, We receive progress paynments
according to a percentage of the cost incurred in performng the contract.
Sonetimes we receive advances fromthe custoner at the beginning of the project
and al so receive nilestone paynents for achievenent of specific mlestones. In
some prograns we extend credit to the custoner, sometines based on receipt of
guarantees or other security. In other situations work is perfornmed before
recei pt of the payment, which neans that we finance all or part of the project's
costs. Cccasionally, we assist in arranging third party financing for our
custoners. Financing arrangenments may extend beyond the termof the contract's
performance. When we believe it is necessary, we seek to protect all or part of
our financial exposure by letters of credit, insurance or other neasures,
al though in sonme cases such neasures nmy not be avail able.
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ADVANCE PAYMENT GUARANTEES. |In sone cases where we receive advances
prior to incurring contract costs or making deliveries, the custonmer may require
guar ant ees agai nst advances paid. These guarantees are issued either by
financial institutions or by us. W have received substantial advances from
custoners under sone of our contracts. |If a contract is canceled for default and
there has been an advance or progress paynent, we may be required to return
paynents to the custoner as provided in the specific guarantee. As part of the
guarantees we provide to receive progress paynents or advance paynents, some of
our custoners require us to transfer to themtitle in inventory acquired with
such paynents. In addition, we receive paynents for sone of our projects in
currencies other than U S. dollars. In such cases, we sonetines elect to adopt
nmeasures to reduce the risk of exchange rate fluctuations. As of Decenber 31,
2003, the balance of custoner advances that were covered by guarantees anpunted
to approxinately $183 million.

PERFORMANCE GUARANTEES. A nunber of projects require us to provide
performance guarantees in an anount equal to a percentage of the contract price.
Sone of our contracts contain clauses that inpose penalties or reduce the anpunt
payable to us if there is a delay or failure in conpletion of a phase of work,
including in sone cases during the warranty period. W provide these types of
guarantees in the normal course of our business. As of Decenber 31, 2003, the
bal ance of performance guarantees for G oup conpani es anounted to approxi mately
$206 million.

FI NANCI AL RI SKS RELATI NG TO OQUR PRQJIECTS. The nature of our projects
and contracts creates sone potential financial risks, including risks relating
to dependence on governnental budgets, fixed price contracts for devel opnent
effort, schedul e extensions beyond our control, term nation for the custoner's
conveni ence, potential for nonetary penalties for late deliveries and liability
for subcontractors.

AUDI T REGULATI ONS. The | MOD audits our books and records relating to
its contracts with us. Qur books and records and ot her aspects of projects
related to U S. defense contracts are subject to audit by the U S. Defense
Contract Audit Agency. Such audits review conpliance with applicable governnent
contracting cost accounting and other applicable standards. |f discrepancies
were found this could result in a downward adj ustnent of the applicable
contract's price. Sone other custoners obtain similar rights under specific
contract provisions.

I NTELLECTUAL PROPERTY

PATENTS, TRADEMARKS AND TRADE SECRETS. We hold nore than 230 patents in
Israel, the United States and other countries relating to approximtely 90
different inventions. El-Op alone holds approxi mately 130 patents on sonme 55
different products or applications. Qur technol ogy spin-off conpanies often rely
in part on our patented technology. In a few cases we hold trademarks rel ating
to specific products. A significant part of our intellectual property assets
relates to uni que applications of advanced software-based technol ogi es,
devel opnent process and production technol ogi es. These applications are often
not easily patentable, but are considered as our trade secrets and proprietary
information. We take a nunber of neasures to guard our intellectual property
agai nst infringenent as well as to avoid infringement of other parties'
intell ectual property.

GOVERNMENT RI GHTS I N DATA. The IMOD usually retains specific rights to
technol ogi es and inventions resulting fromour performance under |sraeli
Governnment contracts. This generally includes the right to disclose the
information to third parties, including other defense contractors that may be
our conpetitors. Consistent with conmon practice in the defense industry,
approxi mately 30% of our

42

file//IC\TEMP\ view.htm

Page 45 of 202

form20f-12312003.txt, Seq: 45
File Page/Sheet: /

6/14/2004



EDGAR Easet+ 1.4a--, , Elbit Systems Ltd. --

Jenkens & Gilchrist Parker Chapin LLP Rev -() 06/14/2004 17:12:02
Elbit Systems Ltd. - Form 20-F (12/31/2003)

<PAGE>

revenues in 2003 was dependent on products incorporating technology that a
governnent custoner may disclose to third parties. Wien the Israeli Governnent
funds research and devel opnent, it usually acquires rights to data and title to
inventions. We often may retain a non-exclusive |license for such inventions. The
Israeli Governnent usually is entitled to receive royalties on export sales to
the extent that such sales result from governnent financed devel opnent. However,
if only the end product is purchased, we normally retain the principal rights to
the technol ogy. Sales of our products to the U. S. Governnent and sone ot her
custoners are subject to similar conditions. Subject to applicable |aw,

regul ations and contract requirenents, we attenpt to nmmintain our intellectual
property rights and provide custoners with the right to use the technol ogy only
for the specific project under contract.

LICENSING In the relatively few cases where we manufacture under
license, the licensor typically is entitled to royalties or other types of
conpensati on. However, EFWs acquisition in 2000 of the display and orientation
product business of Honeywell included an exclusive, royalty free license to use
the applicable technol ogy for defense applications. See above "Principal
Subsi diaries - EFW. Cccasionally, we license parts of our intellectual property
to custonmers as part of the requirements of a particular contract. W also
sonetines |icense technology to other conpanies for specific purposes or
markets. Qur technology spin-offs typically receive licenses to use rel evant
parts of our intellectual property for their designated business purposes. See
above "Technol ogy Spin-Ofs - Medi Guide and - Starling”.

RESEARCH AND DEVELOPMENT

We invest in research and devel opnent (R&D) according to a long-term
pl an based on estinmated market needs. Qur R&D efforts focus on anticipating
operational needs of our custoners, achieving reduced tine to nmarket and
increasing affordability. W enphasize inproving existing systens and products
and devel opi ng new ones using energing or existing technol ogi es.

We perform R&D projects to produce new systens for the | MOD and ot her
custoners. These projects give us the opportunity to devel op and test energing
technol ogi es. We devel oped new tools for fast prototyping for both the design
and devel opnent process. This permts the operational team nenbers to
effectively specify requirements and to automatically transfer theminto
sof tware code. Exanples of our ongoi ng defense-rel ated R&D projects include
those for night operation capabilities, |aser systens, display systens, hel net
nmount ed systens, C4l systens, electric tank turret drive systens and honel and
security systenms. We also performR& in the area of commercial aviation and
t hrough our technol ogy spin-offs.

We enploy nore than 1,600 software and hardware devel opnent and systens
engi neers engaged in advance prograns for airborne, ground and naval defense,
honel and security and space applications. Approxi mately 60% of our total
wor kforce is engaged in research, devel opnment and engi neeri ng.

In addition to the R& funded by our customers, we invest in our own
research and devel opnent activities. This investnent is in accordance with our

strategy and plan of operations. The table bel ow shows anbunts we invested in
R&D activities for the years ended Decenber 31, 2001, 2002 and 2003:
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<TABLE>
<CAPTI ON>

2001 2002 2003

(U.S. dollars in millions)

<S> <C <C <C
Total |nvestnent $67.9 $62. 6 $65. 5
Less Covernnent of |srael Participation* 9.1 5.6 10. 6
Net | nvest ment $58. 8 $57.0 $54. 9
</ TABLE>
*See above - "Governnent Rights in Data" and see below - "Conditions in Israel -

Chi ef Scientist Funding"

MANUFACTURI NG

We manufacture and assenbl e npost of our systens at Elbit Systens'
production facility in Karmel, Israel, at El-Op's facilities in Rehovot,
Israel, and at EFWs facilities in Fort Worth, Texas and Merri mack, New
Hanmpshire. These facilities contain warehouses, electronic assenbly areas, test
eval uators and final test stations. They al so have mechani cal workshops,
infrastructure for "through hol e" autonmated and seni-autonated assenbly, fully
aut omat ed surface nount technology lines and clean roons. W have fully
i ndependent capabilities in electronic card assenbly, electro-optic conponents,
solid state conponents integration, environnental testing and final testing,
including space sinmulation and thermal chanbers. W al so have conputerized
| ogi stics systens for nmanagi ng manufacturing and nmaterial supply. In New
Hanpshire we al so manufacture comercial avionics and nedical equi pment in FAA
and U S. Food and Drug Admi nistration approved facilities.

Cyclone, Silver Arrow, Kinetics, Otek, SCD, Opgal and AEL al so perform
manuf acturing and assenbly at their facilities. EFWs operations in Tall adega,
Al abama, also contain facilities for manufacturing test equi pnent and ot her
itenms. Sone conponents of our products are manufactured in Ronania at S.C. A-E
El ectronics S. A, a npjority-owned Ronmani an subsidiary of Elbit Systens that
manufactures mlitary conponents and at Elnet International SRL, a wholly-owned
subsidiary of Elbit Systens involved in nachining and netal works.

PURCHASI NG

The central purchasing services of Elbit Systens in Israel are based in
our plant in Karmiel. In the US., purchasing activities are based at EFWs Fort
Worth, New Hanpshire and Al abama facilities. EFWal so assists Elbit Systenms in
procurenment activities in the United States, as does Elnec Inc., a wholly-owned
subsidiary of Elbit Systens l|ocated in Chel nsford, Massachusetts. El-Op, Cyclone
and nost of our other operating subsidiaries also conduct purchasing activities.

We generally are not dependent on any single sources of supply. W
manage our inventory according to project requirenents. In sone projects,
speci fic maj or subcontractors are designated by the custoner.
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CUSTOMER SATI SFACTI ON AND QUALI TY ASSURANCE

We invest in continuous inprovenment of processes to ensure custoner
satisfaction throughout all stages of our operations. This includes devel oprment,
engi neering, design and integration of hardware and software, manufacturing,
installation and service. Qur quality teams are involved in assuring conpliance
with processes and adm nistrating quality plans. These activities begin at the
precontract stage and continue through the custoner's acceptance of the product.

El bit Systens uses a project nmanagenent nethod based on Theory of
Constraints (TOC) in all devel opment projects. Using advanced software, work
pl ans are continuously updated and are available to all integrated product team
menbers. This nethod nmakes nanagenent nore efficient and inproves our ability to
meet schedul e demands of conpl ex projects. Another TOC net hodol ogy is used
successfully to nanage the manufacturing floor in Karmel. W also use nethods
such as Kei zen and Lean.

Qur processes are based on a cutting edge tool case and CAD- CAM t ool s.
This infrastructure, together with well defined devel opnent nethodol ogy and
managenent tools, assists us in ensuring high quality and on tine inplenentation
of projects.

Representatives of our custoners generally test our products before
acceptance. Branches of the IDF and other custoners have authorized us to accept
our products on their behalf. In addition, Elbit Systens is certified for
Sof tware Conpatibility Maturity Mdel (CM) Level 3 by the U S. Software
Engi neering Institute (SEl), indicating a high |level of software maturity and
sof t ware devel opnent capability. Elbit Systens is certified for |1SO 9001: 2000
including 1SO 90003 for software and | SO 14001 and AS9100. El-Op is certified
for 1SO 9001: 2000, |SO 14001 and OSHAS 18001. Cyclone and Silver Arrow are
certified for 1SO 9001: 2000. Al the above are certified by the National
Standard Institution of Israel (SU).

EFWis certified for |1SO 9001: 2000 and AS9100. Its New Hanpshire
operations are certified for |1SO 9001: 2000 and AS91000. They are certified by
the American Standard Institute. IEl is certified to |1SO 9001: 2000 and AS9100 by
NFS International Strategic Registrars. The quality systemof IEl also conplies
wi th NATO AQAP requirenents.

SERVI CE AND WARRANTY

We instruct our custoners on the proper nmaintenance of our systens and
products. In addition, we often offer training and provide equi prent to assi st
our custoners in perforning their own maintenance. In many prograns, we are
required to supply technical support for specified periods. In these cases, we
supply technical support both by a local support team and by experts sent from
our main facilities.

We generally provide a one-year warranty for our systems and products
followi ng delivery to the custonmer. W maintain reserves for warranty

obligations specifically determ ned for each project based on our experience and
engi neering estinates.
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MARKETI NG AND SALES

We actively take the initiative in identifying the individual defense
needs of our custoners throughout the world. W then focus our research and
devel opnent activities on systens designed to provide tailored solutions to
those needs. W often provide denonstrations of prototypes and existing systens
to potential custoners.

We mar ket our systens and products either as a prime contractor or as a
subcontractor to various governnents and defense contractors worldwi de. In
Israel, we sell our mlitary systems and products mainly to the | MOD, which
procures all equipnent for the IDF. Qur marketing and technical support
personnel for sales in Israel operate out of our headquarters in Haifa, El-Q's
facilities in Rehovot, our offices in Tel-Aviv and the facilities of our other
Israeli subsidiaries. W are assisted in nmarketing our systens, products and
services in other parts of the world through subsidiaries, joint ventures,
consultants and representatives.

In the U S., EFWI eads our marketing activities, both fromFort Wrth
and fromoffices in the Washington, D.C. area. The New Hanpshire operations and
IEl also market their products and services. EFWoperates under an SSA that
allows it and its subsidiaries to work on certain classified U S. Governnent
prograns. See above "Principal Subsidiaries - EFW.

Over the past several years, Elbit Systems, El-Op and EFW have entered
into cooperation agreenents with major defense contractors in the United States.
These agreenents provide for joint participation in narketing and performance of
a range of projects. In other countries, we actively pursue business
opportunities as either a prine contractor or a subcontractor, usually together
with local conpanies. Oten we enter into cooperation agreenents w th other
conpani es for such opportunities.

The followi ng table provides El bit Systens' net revenues by geographic
regi ons, expressed as a percentage of total revenues for the periods indicated:

Year Ended Decenber 31

2001 2002 2003
I srael 30% 27% 29%
United States 27% 32% 37%
Eur ope 23% 18% 12%
O hers 20% 23% 22%

COWVPETI TI ON

We operate in a conpetitive environnent for nobst of our projects,
systenms and products. Conpetition is based on product and program perfornmance,
price, reputation, reliability, nmintenance costs and responsiveness to custoner
requirements. This includes the ability to respond to rapid changes in
technology. In addition, our conpetitive position sonetinmes is affected by
specific requirenents in particular markets.
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In recent years consolidation in the defense industry has affected
conpetition. This has decreased the nunber but increased the relative size and
resources of our conpetitors. We adapt to market conditions by adjusting our
busi ness strategy to changi ng defense nmarket conditions. W also anticipate
continued conpetition in defense markets due to declining defense budgets in
many countries.

Conpetitors in the sale of sonme of our products to the Government of
Israel include I Al and Rafael anobng others. Fromtine to tinme we al so cooperate
with sonme of our conpetitors on specific projects.

Qutside of Israel, we conpete in a nunber of areas with ngmjor
international defense contractors. These include divisions and subsidiaries of
Boei ng, Northrop G unman Corporation, Honeywell, BAE Systens Ltd., Rockwell
Collins, Thales S.A and Harris Corporation. Qur conpetitors also include a
nunber of other mmjor defense contractors in the United States and Europe. Most
of these conpetitors have greater financial, marketing and other resources than
ours. W also conpete with nunerous smaller conpanies and other Israeli
conpani es around the worl d.

Overall, we believe we are able to conpete on the basis of our systens
devel opnent and technol ogi cal expertise, our systens' conbat-proven performance
and our policy of offering custoners overall solutions to technol ogical,
operational and financial needs.

MAJOR CUSTQVERS

Soneti mes, our revenues from an individual custonmer account for nore
than 10% of our revenues in a specific year. Qur only such custoner during the
last three years was the | MOD, who accounted for 20% of our revenues in 2001,
18% in 2002 and 21%in 2003.

CONDI TIONS | N | SRAEL

POLI TI CAL, M LI TARY AND ECONOM C RI SKS. Qur operations in Israel are
subj ect to several potential political, mlitary and econom c risks. See above -
Item 3. Key Information - Risk Factors - Risks Related to our Israeli
Qper ati ons.

TRADE AGREEMENTS

Israel is a nenber of the United Nations, the International Mnetary
Fund, the International Bank for Reconstruction and Devel opnent and the
International Finance Corporation. Israel also is a party to the General
Agreenment on Tariffs and Trade, which provides for reciprocal |owering of trade
barriers anong its nmenbers. In addition, |Israel has been granted preferences
under the Generalized System of Preferences fromthe United States, Australia,
Canada and Japan. These preferences allow |Israel to export products covered by
such prograns either duty-free or at reduced tariffs.

Israel and the European Conmunity are parties to a Free Trade Agreenent
that provi des sone advantages for Israeli exports to npbst European countries and
requires Israel to lower its tariffs on inmports fromthese countries over a
nunber of years. Israel and the United States entered into an agreenent to
establish a Free Trade Area that elim nates tariff and sone non-tariff barriers
on nost trade
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between the two countries. An agreenent between |srael and the European Free
Trade Associ ation, which includes Austria, Norway, Finland, Sweden, Switzerland,
Iceland and Li echtenstein, established a free-trade zone between |srael and

t hose nati ons.

CHI EF SCI ENTI ST FUNDI NG

The Governnent of Israel, through the OCS, encourages research and
devel opnent projects oriented towards export products and participates in the
fundi ng of such projects.

Under the terns currently applying to OCS funding, conpanies receiving
fundi ng must pay the Israeli Government a royalty of usually 2%to 5% of the
sal es of products devel oped froma project funded by the OCS. These paynents
start with the beginning of sales of such products and typically end when 100%
of the dollar value of the grant is repaid. For grants provided starting in
1999, the recipient nust also pay interest paynents to the OCS on the anpunt of
the grant. The annual interest paynent rate is LIBOR The terns of Israeli
Governnent participation also require that the nanufacture of products devel oped
with governnent grants be performed in Israel, unless a special approval has
been granted. Separate Israeli Governnent consent is required to transfer to
third parties technol ogi es devel oped t hrough projects in which the Governnent
partici pates.

In 2002, El-Op reached agreenent with the OCS to join an OCS initiative
applicable to large, research and devel opnent intensive Israeli conpanies. This
initiative allows participating conpanies to receive OCS funding for generic
research and devel opnent without the need for payment of future royalties.
However, as a condition to joining the initiative, conpanies are required to
reach agreenent with the OCS on an unconditional prepaynment for existing OCS
funded prograns in exchange for a release by the OCS fromall obligations. Under
El -Op's agreenent with the OCS, El-Op is paying $10.6 nillion over a five-year
peri od beginning in 2002 in exchange for a release of El-Op's obligations to pay
further royalties.

| SRAELI LABOR LAWS. CQur enployees in Israel are subject to Israeli
| abor laws. Sone enployees are also affected by sonme provisions of collective
bar gai ni ng agreenents between the Histadrut - General Federation of Labor in
I srael and the Coordination Bureau of Econom ¢ Organizations, which includes the
Industrialists' Association. These | abor |laws and col |l ective bargaining
provi sions mainly concern the length of the work day, mninumdaily wages for
prof essi onal workers, insurance for work-rel ated accidents, procedures for
di smi ssing certain enpl oyees, deternination of severance pay and ot her
conditions of enploynent.

SEVERANCE PAY. Under Israeli law, our Israeli conpanies are required to
make severance paynments to term nated |Israeli enployees, other than in sone
cases of termnation for cause. The severance reserve is calcul ated based on the
enpl oyee' s | ast salary and period of enploynent. The severance pay and pension
obligation is discharged by paynent of prem uns to insurance compani es under
approved plans and to pension funds. The bal ance of the severance liability not
covered by these deposits is recorded as a liability on the bal ance sheet. The
deposits presented in the balance sheet include profits accunmulated to the
bal ance sheet date. The anpunts deposited may be withdrawn only after
fulfillnment of the obligations under the Israeli laws relating to severance pay.

NATI ONAL | NSURANCE | NSTI TUTE. |sraeli enployees and enpl oyers are
required to pay predetermned sunms to the National Insurance Institute, which is

simlar to the U S. Social Security Adninistration. These anpunts al so include
paynents for national health insurance. The paynents to the
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National Insurance Institute are equal to approxi mately 14.6% of wages. The
enpl oyee contributes approximately 66% and the enpl oyer contributes
approxi mately 34%

ENFORCEMENT OF JUDGVENTS

Israeli courts may enforce U S. and other foreign jurisdiction final
executory judgnments for |iquidated amounts in civil matters, obtained after due
process before a court of conpetent jurisdiction. This enforcenent is nmade
according to the private international law rules currently applicable in Israel,
whi ch recognize and enforce simlar Israeli judgnents, provided that:

o} adequat e service of process has been nade and the defendant has
had a reasonabl e opportunity to be heard;

o] the judgnent and its enforcenent are not contrary to the |aw,
public policy, security or sovereignty of the State of Israel;

o] the judgnment was not obtained by fraud and does not conflict with
any other valid judgnent in the sane matter between the sane
parties;

o} an action between the sanme parties in the sane matter is not

pending in any Israeli court at the time the lawsuit is
instituted in the foreign court; and

o] the judgnment is no |onger subject to a right of appeal.

Forei gn judgnents enforced by Israeli courts generally will be payable in
Israeli currency. The usual practice in Israel in an action to recover an anount
in a non-lsraeli currency is for the Israeli court to provide for paynent of the
equi val ent amount in Israeli currency at the exchange rate in effect on the
judgnment date. Under existing Israeli law, a foreign judgnent payable in foreign
currency may be paid in Israeli currency at the foreign currency's exchange rate
on the paynent date or in foreign currency. Until collection, an Israeli court
judgment stated in Israeli currency will ordinarily be linked to the Israeli
Consumer Price Index (CPl) plus interest at the annual rate (set by Israeli
regul ations) in effect at that tine. Judgrment creditors nust bear the risk of
unf avor abl e exchange rates.
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| TEM 5. OPERATI NG FI NANCI AL REVI EW AND PROSPECTS -
MANAGEMENT' S DI SCUSSI ON AND ANALYSI S

The follow ng discussion and anal ysis should be read together with
El bit Systens' audited consolidated financial statenents and notes appearing in
Item 18 bel ow.

GENERAL
CRI TI CAL ACCOUNTI NG POLI CI ES AND ESTI MATES

For a description of our significant accounting policies see bel ow -
Item 18. Financial Statenments - Note 2 (Significant Accounting Policies).

Qur results of operations and financial condition are based on the
preparation of consolidated financial statements in conformity with U S. GAAP.
The preparation of the consolidated financial statenents requires nmanagenent to
sel ect accounting policies for critical accounting areas as well as estinmates
and assunptions that affect the ampunts reported in the financial statenents.

Si gni ficant changes in assunptions or conditions and changes in critical
accounting policies could materially inmpact our operating results and financial
condi tion.

We believe our nost critical accounting policy relates to revenue
recognition based on SOP 81-1 "Accounting for Performance of Construction Type
and Certain Production Type Contracts," which is relevant to nost of our
revenues.

Under SOP 81-1, we adopted the "percentage of conpletion" accounting
met hod. Under this nethod, we recognize revenues and profits on long-termfixed
price contracts generally based on the ratio of costs incurred to estinates of
costs to be incurred for the total contract. Under this approach, we conpare
estinmated costs to conplete an entire contract to total revenues for the term of
the contract to arrive at an estimated gross margin percentage for each
contract. The updated estinmated gross margin percentage is applied, and the
current period gross profit is the difference between the cunul ative earned
gross profit and the gross profit reported for the prior period.

Managenment reviews these estimates periodically, and the effect of any
change in the estimated gross nargin percentage for a contract is reflected in
cost of sales in the period in which the change becomes known. |f increases in
proj ected costs to conplete are sufficient to create a loss in conpleting the
contract, the entire estimated loss is charged to operations in the period the
loss first becones known.

A nunber of internal and external factors affect our cost estimates,
including | abor rates, estimated future material prices, revised estinates of
unconpl eted work, efficiency variances, |linkage to indices and exchange rates,
custoner specifications and testing requirenent changes. If any of the above
factors were to change, or if different assunptions were used in the application
of this and other accounting policies, it is likely that materially different
amounts woul d be reported in our consolidated financial statements.
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I MPAI RVENT OF GOODW LL AND OTHER LONG- LI VED ASSETS

Consistent with Statement of Financial Accounting Standards (SFAS) No.
142, "CGoodwi Il and Ot her Intangible Assets,” goodwill is not anortized and is
tested at |least annually for inpairnment. According to SFAS 142, an inpairnent
loss will be recognized when the carrying value of the goodwill is not
recoverabl e and exceeds its fair val ue.

The nethods commonly used to val ue a subsidiary conpany are the |Incone,
Mar ket and Cost approaches. Qur subsidiaries' fair narket value was estimted
using two val uati on nethodol ogi es: the |Incone Approach and the Market Approach.

As of Decenber 31, 2003, our goodw || anmpunted to $32.6 nmillion. W
tested our goodwill as of Decenmber 31, 2003 and concluded that no assessnent of
i mpai rment | oss was necessary.

Consi stent with SFAS No. 144, "Accounting for the |npairnment or
Di sposal of Long-Lived Assets,” we evaluate long-lived assets for inpairnent and
assess their recoverability based upon anticipated future cash flows. As of
Decenber 31, 2003, our long-lived assets anounted to $296.7 million, including
$67.4 mllion in intangi ble assets, and we concluded that no inpairnent |oss was
necessary.

Shoul d future inmpairnent tests we nake indicate inpairment in the val ue
of our goodwi Il or long-lived assets, this may have a material effect on our
financial results in the period in which the inpairnent is determ ned.

NEW ACCOUNTI NG STANDARDS

I'n January 2003, the FASB issued FASB Interpretation No. 46,
Consol i dation of Variable Interest Entities, an interpretation of ARB No. 51
(FIN 46). In Decenber 2003, the FASB nodified FIN 46 to make certain technical
corrections and address inplenentation issues that arose. FIN 46 provi des a new
framework for identifying Variable Interest Entities (VIEs) and deternining when
a conpany should include the assets, liabilities, non-controlling interests and
results of activities of a VIE in the activities of the conpany's financi al
statenments. The provisions of FIN 46 were adopted as of March 31, 2004. Based on
our review to date, the adoption of FIN 46 has not had an effect on our
financial statenents.

I NVESTMENT | N AFFI LI ATES, PARTNERSHI P AND OTHER ENTI TI ES.

We evaluate investnents in affiliates, partnerships and other entities.
Wien rel evant factors indicate an other than tenporary decline in the fair val ue
of these investnents bel ow their book val ues, we adjust the investnent to the
estimated fair value. The value of these entities is subject to ongoi ng changes
resulting fromtheir business conditions. No wite offs were required in 2003.

OFF- BALANCE SHEET AND OTHER LONG TERM ARRANGEMENTS AND COWM TMENTS

I'n connection with long-termprojects in specific countries, Elbit
Systems and sone of our subsidiaries undertook to use their respective best
efforts to make or facilitate purchases or investnents in those countries at

certain percentages (typically up to 100% of the ampunt of the specific
contract. Qur
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obligations to nmake or facilitate third parties nmmking such investnents and
purchases are subject to conmercial conditions in the |ocal market, usually

wi thout a specific financial penalty. The maxi mum aggregate undertaki ng as of
Decenber 31, 2003 ampunted to $630 nmillion to be performed over a period of up
to 11 years. See above - Item4. Infornation on the Conpany - Buy-Back.

El bit Systens and sonme of other Israeli subsidiaries partially finance
their research and devel opnent expenditures under prograns sponsored by the
O fice of the Chief Scientist in Israel (OCS) for the support of research and
devel opnent activities conducted in Israel. At the tinme the OCS participations
were received, successful devel opnment of the related projects was not assured.
In exchange for OCS participation in the programs, Elbit Systens and the
subsidiaries agreed to pay 2% - 5% of total sales of products devel oped wthin
the framework of these prograns. The obligation to pay these royalties is
contingent on actual sales of the products. See above - Item4. Information on
the Conpany - Conditions in Israel - Chief Scientist Funding.

El bit Systens and some of our subsidiaries are also obligated to pay
agreed upon anmounts to the IMOD and others on specific sales including sales
resulting fromthe devel opnent of specified technol ogy. See above - Item 4.
Information on the Conpany - Intellectual Property - Governnent Rights in Data.

Future m ni mum | ease commi tments of the Group under various
non- cancel abl e operating | ease agreenents for prenises, notor vehicles and
of fice equi pment as of Decenber 31, 2003 are as follows: $8.5 mllion for 2004,
$6.2 million for 2005, $5.6 mllion for 2006, $5.5 million for 2007 and $5.5
mllion for 2008 and thereafter. See above - Item4. Information on the Conpany
- Property, Plant and Equi pment.

We had, as of Decenber 31, 2003, approximately $399.2 million in
guar antees issued on our behal f by banks, mainly in respect of advance paynent
and performance guarantees provided in the regular course of business. See above
- Item4. Information on the Conpany - Financing Terns.

ACQUI SI TI ONS DURI NG 2003.

See above - Item 4. Information on the Conpany - Recent Acquisitions.

BACKLOG

Qur backl og includes firmorders received fromcustoners for systens,
products and projects that have yet to be conpleted. Qur policy is to include
orders in our backlog only when specific conditions are net. Exanples of these
conditions may include, anmong others, program funding, receipt of advances,
letters of credit and guarantees from custoners. As a result, fromtine to tinme
we coul d have unbooked orders in excess of the |evel of backlog.

We reduce system and product backl og when revenues for a specific
contract are recogni zed. W reduce project backlog as delivery or acceptance
occurs or when contract milestones or engineering progress under the long-term
contracts are recogni zed as achieved. In sone cases we reduce project backl og
when costs are incurred. In the unusual event of a contract cancellation, we
woul d al so be required to reduce our backl og accordingly. The nethod of backl og
recogni tion used often changes
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dependi ng on the particular contract. As of Decenber 31, 2003, we had a backl og
of approximately $1,752 nmillion, of which 63%was for orders outside Israel, as
opposed to $1,689 nillion, of which 62% was for orders outside of Israel, as of
Decenber 31, 2002. Approxi mately 80% of our backlog as of Decenber 31, 2003 is
schedul ed to be perfornmed during 2004 and 2005. The nmjority of the 20% bal ance
is scheduled to be performed in 2006 and 2007. Backl og information and any
conpari sons of backlog as of different dates may not necessarily represent an
indication of future sales.

TRENDS

Trends in the defense el ectronics and honel and security markets in
whi ch we operate have been inpacted by the nature of recent conflicts and
terrorismactivities throughout the world. Lessons |earned in Operation Iraqi
Freedom Afghani stan, and the attacks of Septenber 11, 2001, anobng ot her events,
have increased the focus of defense forces on low intensity conflicts and
honel and security.

In the defense el ectronics market, there is an increasing denand for
products and systens in the areas of C4l SR Accordingly, while we continue to
perform pl at form upgrades, nore enphasis is being placed on C41 SR, i ncluding
information systems, intelligence gathering, situational awareness, precision
gui dance, all weather and day/ni ght operations, border and perineter security,
UAVs, space and satellite based defense capabilities and honel and security
systens. There is also a growing demand for cost effective |ogistic services and
training. W believe that our core technologies and abilities will enable us to
take advantage of many of these energing trends, as well as to continue to
participate in the "Current Force" |egacy operations of our custoners.

In recent years consolidations in the defense industry have affected
conpetition. This has decreased the nunber but increased the relative size and
resources of our conpetitors. W adapt to evol ving narket conditions by
adj usting our business strategy to changi ng defense market conditions. W also
anticipate continued conpetition in defense markets due to declining defense
budgets in many countries. We believe in our ability to conpete on the basis of
our systens devel opnent and technol ogi cal expertise, conbat-proven performance
and policy of offering customers overall solutions to technol ogical, operationa
and financial needs

OPERATI NG RESULTS
I MPACT OF PHANTOM OPTI ONS

The change in Elbit Systens' share price affected our financial results
due to the inpact of the enployee stock option plan adopted in 2000. The program
was conprised of options for 5 mllion shares, divided into options to purchase
up to 2.5 million shares and an additional 2.5 nmillion "phantont options. The
phant om options grant the option holders a nunber of shares corresponding to the
benefit conponent of the options exercised, as calculated on the exercise date,
in consideration for their par value only, and are considered as a variable
option plan. The actual nunber of options granted as of Decenber 31, 2003 was
approximately 4.5 million. As of Decenmber 31, 2003, approxinmately 3.535 million
of these options renmai ned unexerci sed, of which approxinately 2.367 nmillion were
vested. See below - Item 6. Directors, Senior Managenent and Enpl oyees - Share
Owmnership - Elbit Systens' Stock Option Plans - Post Merger Plan.
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Under U.S. GAAP, the total conpensation is conputed periodically
according to the change in the share price and anortized as conpensation
expense, or incone, based on the vesting period of the options. The effect is
al l ocated mainly to our cost of goods sold and general and adm nistrative
expenses, with snaller ampunts allocated to R& and sal es and marketing
expenses. The anpunts of the expenses related to the stock option conpensation
are included in the Non-U. S. GAAP discl osure bel ow.

During 2003, Elbit Systens' share price changed froma TASE cl osi ng
price of $16.00 at the end of 2002 to $18.06 at the end of 2003. Since the
phant om st ock options are accounted for as part of a variable stock option plan,
the total benefit of unexercised options is re-neasured at the end of each
reporting period based on the share price on that date. See below - Item 18.
Financial Statenents - Notes 17 D - F (Phantom Share Options). As a result of
this change in the share price, the effect of the share price |inked
conpensation on the gross profit in 2003 was not material. The price of our
shares may continue to affect net income in the future as long as a substanti al
nunber of phantom options renmin unexercised.
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SUMVARY OF FI NANCI AL RESULTS

Rev -() 06/14/2004 17:12:02

The followi ng table sets forth the consolidated statenents of

operations of Elbit Systems and our subsidiaries for the years ended Decenber

31, 2003 and Decenber 31, 2002.

<TABLE>
<CAPTI ON\>

<S>
Total revenues
Cost of revenues

Gross profit

Research and devel opment expenses, net
Marketing and selling expenses

General and administrative expenses

Qperating profit

Fi nanci ng expenses, net

O her income (expenses), net
I ncone before income taxes
Provision for incone taxes
M nority interest

Conmpany's share of income of
affiliated entities

Net incone
Di |l uted earni ngs per share
Wei ght ed average nunber of shares

used in conputation

</ TABLE>
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897, 980
673, 561

For the year

ended on Decenber 31
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605, 313
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NON-U. S. GAAP DI SCLOSURE

Page 59 of 202

Rev -() 06/14/2004 17:12:02 form20f-12312003.txt, Seq: 59

File Page/Sheet: /

The following table sets forth our results of operations excluding the

ef fect of our phantom stock option plan (phantom pl an)
reached by El-Op with the OCS and

non-recurring charge related to the agreenent
the tax adjustnent in 2002.

<TABLE>
<CAPTI ON\>

<S>
GROSS PROFI T AS REPORTED

Non-recurring charge due to OCS agreenent
Non- cash expense (incone) related to
phant om pl an

Gross in 2003 and
2002,

profit excluding phantom plan effect
and non-recurring OCS charge in 2002

OPERATI NG PROFI T AS REPORTED
Non-recurring charge due to OCS agreenent
Non- cash expense (incone) related to
phant om pl an

Operating profit excluding phantomplan effect in 2003
and 2002, and non-recurring OCS charge in 2002

NET EARNI NGS AS REPORTED

Non-recurring charge due to OCS agreenent, net

Tax adj ust ment

Non- cash expense (incone) related to

phant om pl an, net

Net earnings excluding phantom plan effect in 2003 and
2002, non-recurring OCS charge and tax adjustment in 2002

DI LUTED EARNI NGS PER SHARE AS REPORTED

Di |l uted earnings per share excluding phantom plan effect

in 2003 and 2002, non-recurring OCS charge and tax
adj ustnent in 2002
</ TABLE>
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in 2003 and 2002, the

For the year
ended Decenber 31

(I'n thousands

of U S. dollars except per share data)

<C <C <C <C
224,419 25.0 222,143 26.8
- - 9, 801 1.2

2,608 0.3 (509) -
227,027 25.3 231, 435 28.0
53, 480 6.0 57,791 7.0
- - 9, 801 1.2

4,741 0.5 (926) (0.1)
58, 221 6.5 66, 666 8.1
45, 945 5.1 45,113 5.5
- - 7,840 0.9
- - (2, 800) (0.3)

3,793 0.4 (741) (0.1)
49,738 5.5 49, 412 6.0
1.14 1.13
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2003 COMPARED TO 2002
REVENUES

Qur consolidated revenues increased by 8.5% from $827.5 nmillion in
2002 to $898.0 nmillion in 2003.

Qur revenues generated by groups of areas of operations in 2002 and
2003 was as foll ows:

<TABLE>
<CAPTI ON>
Year ended
Decenber 31, 2003 Decenber 31, 2002
$ nmillions % $ nmillions %
<S> <C <C <C <C
Ai rborne systens 373.6 41. 6 372.8 45.1
Land vehicle systens 199. 8 22.2 135.7 16. 4
CAl SR syst ens 133.9 14.9 122.7 14.8
El ectro-optics systens 140.5 15.7 148.2 17.9
G her (mainly non-defense
engi neering and production services) 50.2 5.6 48.1 5.8
Tot al 898.0 100.0 827.5 100.0
</ TABLE>

We mai nt ai ned our revenue from airborne systems projects, resulting
mainly fromupgrade prograns in their final stages and newer projects in Brazil
and ot her countries. Revenues also included new prograns in the U S. (F-16 and
others). The increase in the I and vehicle systens revenues of approxi mately 47%
was mainly due to revenues fromthe major projects Elbit Systens and our
subsidiaries performed in Israel (Merkava), and in the U S. (Bradley and M.RS).

The geographic breakdown of revenues in 2002 and 2003 was as follows::

<TABLE>
<CAPTI ON>
Year ended
Decenber 31, 2003 Decenber 31, 2002
$ mllions % $ nmillions %
<S> <C <C <C <C
| srael 255.7 28.5 225.7 27.3
United States 332.3 37.0 267.7 32.3
Eur ope 109. 4 12. 2 144.9 17.5
Ct her countries 200.5 22.3 189. 2 22.9
Tot al 898.0 100. 0 827.5 100.0
</ TABLE>

Qur sales are mainly to governnental entities and prine contractors
under governnent defense progranms, subjecting the | evel of our revenues to
governnent al budgetary constraints.
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Revenues are generated mainly fromsales to the United States, |srael
and countries in Europe, Latin Anerica and Asia. The recent econom c situation
in Israel has created uncertainty with respect to the Israeli Governnent general
and defense budgets. Revenues from customers in the United States increased by
24% from $267.7 million to $332.3 nillion. Revenues also increased in other
countries, nmainly in Latin America and Asia, while revenues in Europe declined
as deliveries under sonme mmjor prograns entered final phases. The | MOD accounted
for 18% of our revenues in 2002 and 21%in 2003 and was the only custoner to
exceed 10% of our revenues in those years.

GRCSS PROFIT

Qur gross profit represents the aggregate results of our activities and
projects and is based on the m x of programs in which we engaged during the
reported period. Reported gross profit in 2003 was $224.4 million (with a gross
profit margin of 25.0% as conpared to $222.1 mllion (gross profit margin of
26.8% in 2002.

Qur cost of goods sold in the year ended Decenber 31, 2003 included
$2.6 mllion in non-cash expenses resulting fromour phantom option plan, as
conpared to incone of $0.5 nmillion in the year ended Decenber 31, 2002.

Excl udi ng non-cash expenses related to our phantom option plan, gross profit in
the year ended Decenber 31, 2003 was $227.0 million, or 25.3% of revenues.

Excl udi ng the non-recurring charge under the OCS agreenent and the phantom
option plan effect, gross profit in the year ended Decenber 31, 2002 was $231.4
mllion, or 28% of revenues.

The reduction in gross profit margin resulted mainly from our ongoing
invol venent in significant engineering projects that required investnent of
increased tinme and costs in order to achieve project mlestones. These projects
represent cutting edge technology and were mainly in the areas of aerial
reconnai ssance, space-based el ectro-optic payl oads and advanced airborne
systenms. In addition, our gross profit in 2003 was negatively inpacted by the
increase in the value of the NIS against the U S. dollar. See ""lInpact of
Inflation and Exchange Rates - Inflation and Deval uati on" bel ow.

Despite the decrease in our gross profit margin in the fourth quarter
of 2003, we believe that our average annual gross profit margin for 2004 wll
not be naterially different fromour annual gross profit margin in 2003, with
possi bl e quarterly variations.

RESEARCH AND DEVELOPMENT ( R&D)

We continually invest in R&QD in order to namintain and further advance
our technol ogies, in accordance with a |ong-term plan, based on our estinate of
future market needs. Qur R&D activities in the reported period were in
accordance with our plans. Sone of these activities are coordinated wth, and
partially funded by, third parties, including the | MOD and the OCS. These
prograns were mainly in the areas of advanced airborne systens, cutting edge
el ectro-optics technol ogy and products for surveillance, aerial reconnai ssance,
| asers and space based sensors. W experienced increased | MOD and OCS
participation in these prograns.

Gross R&D expenses in 2003 totaled $65.5 million (7.3% of revenues), as
conpared with $62.6 million (7.6% of revenues) in 2002. Net R&D expenses (after
deduction of third party participation, including the I MOD and the OCS) in 2003
totaled $54.9 million (6.1% of revenues), as conpared to $57.0 nillion (6.9% of
revenues) in 2002.
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MARKETI NG AND SELLI NG EXPENSES

We invest significantly in devel oping new markets and pursue at any
given tinme various business opportunities. The continued investnment in
devel opi ng new business opportunities, as well as the increasing length of tine
required for marketing efforts until orders are received, inpact our narketing
and selling expenses.

Marketing and selling expenses in 2003 were $69.9 million (7.8% of
revenues), as conpared to $65.7 nillion (7.9% of revenues) in 2002. Excluding
t he phantom option plan non-cash expenses in 2003, marketing and selling
expenses in the year ended Decenber 31, 2003 were $69.2 nmillion (7.7% of
revenues), as conpared to $65.8 million and 8.0% of revenues in 2002.

The increase in these expenses was due mainly to increased marketing
efforts in the U S. and European markets, in view of identified business
opportunities.

GENERAL AND ADM NI STRATI VE ( G&A) EXPENSES

Reported G&A expenses in 2003 were $46.1 mllion (5.1% of revenues), as
conpared to $41.7 mllion (5.0% of revenues) in 2002. Excluding the phantom
option plan non-cash expenses in 2003, GRA expenses in the year ended Decenber
31, 2003 were $44.9 nmillion (5.0% of revenues), as conpared to $41.9 nillion and
5.1% of revenues for the year ended Decenber 31, 2002.

In the second hal f of 2003, our GRA expenses consolidated for the first
tine the expenses related to newmy acquired conpanies (O 1.P. and AD&D). See
above - Item 4. Information on the Conpany - Recent Acquisitions. Additional
increases in G&A expenses in 2003 conpared to 2002 were related to an increase
in insurance expenses and the cost of various audit and control activities,
including expenses related to conpliance with the U S. Sarbanes-Oxl ey Act of
2002.

OPERATI NG | NCOVE

As a result of all of the above, reported operating incone in 2003 was
$53.5 nmillion (6.0% of revenues), as conpared to $57.8 nillion (7.0% of
revenues) in 2002.

For the year ended Decenber 31, 2003, our operating profit included
$4.7 mllion in non-cash expenses associated with our phantom option plan, as
conpared to an income of $0.9 million in the year ended Decenmber 31, 2002.

Excl udi ng non-cash expenses related to the phantom opti on plan, operating incone
totaled $58.2 million (6.5%of revenues) in the year ended Decenber 31, 2003.
Excl udi ng the non-recurring charge under the OCS agreenent and the phantom
option plan effect, operating incone in the year ended Decenber 31, 2002 was
$66.7 nillion, or 8.1%of revenues.

FI NANCI NG EXPENSES ( NET)

Net financing expenses in 2003 were $4.9 nmillion, as conpared to $3.0
mllion of net financing expenses in 2002.

The increase in the net financing expenses during the year ended
Decenber 31, 2003, as conpared to the year ended Decenber 31, 2002, resulted
mainly froma higher Ievel of short-termloans from banks, and fromthe effect
of the devaluation in 2003 of the U 'S. dollar against the NIS on NI S denoni nat ed
| oans.
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TAXES ON | NCOVE

Qur tax rate represents a wei ghted average of the tax rates to which
the various entities in the Goup are subject. The changes in the effective tax
rate are attributable mainly to the mix of the tax rates in the various tax
jurisdictions in which the Group's entities generating the taxable incone
operate. Provision for taxes in 2003 was $11.3 nmillion (effective tax rate of
22.9%, as conpared to a provision for taxes of $9.3 million (effective tax rate
of 17.2% in 2002.

The provision for taxes in 2002 included reduction of tax expenses in
the ampunt of $2.8 nillion that was nade in the third quarter of 2002, due to
adj ust nent of estimated taxes and conpletion of tax assessnents for prior years
in respect of various Goup entities. Excluding the tax reduction nmentioned
above, our tax rate for the year 2002 woul d have been 22.4%

SHARE | N EARNI NGS OF AFFI LI ATED ENTI TI ES

I'n 2003, we had net incone of $7.2 million fromour share in earnings
of affiliated entities, as conpared to $0.7 nmillion in 2002.

The affiliated entities in which we hold 50% or |less in shares or
voting rights and are therefore not consolidated in our financial statenents,
operate mainly in our core business areas, including electro-optics and airborne
systens. The earnings fromaffiliated entities in 2003 resulted nmainly from SCD
and VSI. See above - Item 4. Information on the Conpany - Principal
Subsi di ari es.

NET EARNI NGS AND EARNI NGS PER SHARE ( EPS)

Reported net earnings in 2003 were $45.9 mllion (5.1% of revenues), as
conpared to reported net earnings of $45.1 million (5.5% of revenues) in 2002.
Reported fully diluted EPS was $1.14 in 2003, as conpared to $1.13 in 2002.

Excl udi ng the phantom option plan non-cash expenses in 2003, net earnings
in 2003 were $49.7 nmillion (5.5%of revenues) and the fully diluted EPS was
$1.24. Excluding the non-recurring charge under the OCS agreenent, the phantom
option plan effect and the tax adjustnent, net earnings in 2002 were $49.4
mllion (6% of revenues) and the fully diluted EPS was $1.24.

The nunber of shares used for conputation of diluted EPS in 2003 was
40, 230 thousand shares, as conpared to 39,863 thousand shares in 2002. The
increase in the nunber of shares used for computation of diluted EPS was due
mainly to the exercise of options by enpl oyees during 2003.
2002 COVPARED TO 2001
REVENUES

Qur revenues increased from$764.5 million in 2001 to $827.5 nmillion in
2002.
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Qur revenues generated by groups of areas of operations in 2001 and
2002 were as follows:

<TABLE>
<CAPTI ON>
2001 2002
(U.S. dollars in millions)
<S> <C <C
Ai rborne systens 334.2 372.8
Land vehicl es systens 126.3 135.7
C4l SR systens 105.8 122.7
El ectro-optics systens 162.7 148. 2
Q her (mainly non-defense engineering and
production services 35.5 48.1
Tot al 764.5 827.5
</ TABLE>
Revenues increased in 2002 mainly in airborne systens, which increased
by $38.6 nmillion and in C41 SR systens, which increased by $16.9 nillion.
The geographi c breakdown of revenues in 2001 and 2002 was as foll ows:
<TABLE>
<CAPTI ON>
2001 2002
<S> <C <C
I srael 30% 27%
United States 27% 32%
Eur ope 23% 18%
Qt her countries 20% 23%
</ TABLE>

Revenues in the United States increased by 29.6% from $206.6 mllion
to $267.7 nmillion. Revenues al so increased in other countries, mainly in Latin
Anerica and Asia, while revenues in Europe declined as deliveries under sone
maj or prograns entered final phases. In Israel, we were able to maintain our
revenue |l evel in 2002, despite of the budgetary pressures faced by the | MOD.

GRCSS PROFIT

Reported gross profit in 2002 was $222.1 million (gross profit margin
of 26.8% as conpared to $210.5 million (gross profit margin of 27.5% in 2001.

Gross profit included $9.8 million of non-recurring charges related to
El-Op's programwith the OCS in 2002, and $0.8 nmillion of goodw || anortization
in 2001. Excluding these charges, the gross profit and gross profit margin in
2002 were $231.9 mllion and 28.0% respectively, as conpared to $211.3 nillion
and 27.6% respectively in 2001. Gross profit in 2001 included expenses of $2.9
mllion related to Elbit Systens' share price |linked conpensation costs. The
effect of the share price linked conpensation on the gross profit in 2002 was
not material. Qur gross profit for 2002 was al so affected by the wite-off in
the amount of approximately $6.3 million in the second quarter of 2002 relating
to Cyclone's project with Dornier.
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R&D

Gross R&D expenses in 2002 totaled $62.6 million (7.6% of revenues), as
conpared with $67.9 million (8.9% of revenues) in 2001. The decrease in R&
expenses as a percentage of revenues was caused mainly by a different mx of R&
work we perfornmed under custoner funded and internally funded R& projects, as
well as a result of our continued efforts to increase the efficiency of our R&
operations.

Net R&D expenses (after deduction of the OCS participation) in 2002
totaled $57.0 million (6.9% of revenues), as conpared to $58.8 nillion (7.7% of
revenues) in 2001.

MARKETI NG AND SELLI NG EXPENSES

Marketing and selling expenses in 2002 were $65.7 million (7.9% of
revenues), as conpared to $54.9 nillion (7.2% of revenues) in 2001.

Qur marketing and selling expenses increased in 2002 as conpared to
2001 meinly due to the need to invest a higher |evel of resources in generating
new busi ness and the increased length of time required for marketing efforts
until orders are received. In addition, we continued to invest in expanding into
new narkets.

G&A EXPENSES

Reported GRA expenses in 2002 were $41.7 million (5.0% of revenues), as
conpared to $43.2 nmillion (5.7% of revenues) in 2001.

Due to changes in Elbit Systens' share price in the reported periods,
our G&A expenses included share price |linked conpensation expenses of $5.2
mllion in 2001, while in 2002 these expenses were not material. Excluding
goodwi I | anortization and share price |linked conpensation, our G&A expenses in
2001 were $36.0 million. In 2001, G&A expenses included anortization of goodwi ||
of approximately $2.0 mllion.

G&A expenses in 2002 included $2.8 nmillion in anortization of
intangi ble assets related to activities and conpani es that were not consolidated
in the sane period in 2001, including mainly the equity interest in AEL in
Brazil and the business of the Elron Tel esoft Government Division in Israel,
whi ch we acquired in the second half of 2001 and in January 2002, respectively.

OPERATI NG | NCOVE

As a result of all of the above, reported operating incone in 2002 was
$57.8 nmillion (7.0% of revenues), as conpared to $53.7 nillion (7.0% of
revenues) in 2001.

Excl udi ng the non-recurring charge related to El-Op's OCS programin
2002 and goodwi || anortization in 2001, our operating income and operating
margin in 2002 (as a percentage of revenues) were $67.6 nillion and 8.2%
respectively, conpared to $56.5 mllion and 7.4%in the conparable period in
2001. The operating profit in 2001 included share price linked conpensation
expenses of $9.1 million. In 2002, we had inconme related to share price |inked
conpensation that was not material.
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FI NANCE EXPENSE ( NET)

Net finance expense in 2002 was $3.0 nmillion, as conpared to $2.6
mllion of net finance expense in 2001.

The increase in the net finance expense resulted mainly fromthe
increased financing we required due to the higher level of its revenues,
operating assets and investnents.

TAXES ON | NCOVE

Provision for taxes for 2002 was approximately $9.3 nillion, as
conpared to a provision for taxes of $11.0 million in 2001. The provision for
taxes in 2002 included reduction of tax expenses in the ambunt of $2.8 mllion
that was made in the third quarter of 2002, due to adjustnment of estimted taxes
and conpletion of tax assessnents for prior years in respect of various G oup
conpani es.

Qur effective tax rate in 2002 was 17.2% as conpared to 21.2%in 2001.
Excl uding the tax reduction nmentioned above, our tax rate for 2002 woul d have
been 22.4% due mainly to the mx of the tax rates in the various tax
jurisdictions in which the Goup's conpani es generating the taxable incone
operate, since our tax rate represents the Goup's weighted average tax rate.

EPS

Reported net earnings in 2002 were $45.1 mllion (5.5% of revenues), as
conpared to reported net earnings of $40.8 million (5.3% of revenues) in 2001.
Reported fully diluted EPS was $1.13 in 2002, as conpared to $1.04 in 2001.

Net earnings in 2002, excluding non-recurring charges related to the
OCS program and prior years tax adjustnents, were $50.2 million (6.1% of
revenues), as conpared to $40.8 million (5.3%of revenues) in 2001. Excluding
these charges and adjustnents, diluted EPS was $1.26 in 2002. Excl uding
anmortization of goodwill, net earnings and diluted EPS in 2001 were $43.6
mllion and $1.11, respectively. Net earnings in 2001 included $7.1 million in
expenses related to share price |linked conpensation. In 2002 we had incone
related to share price |linked conpensation that was not material.

The nunber of shares used for conputation of diluted EPS in 2002 and
2001 was approximately 39.9 mllion shares and 39.4 nmillion shares,
respectively. The increase in the nunber of shares was due mainly to the
exercise of options during the period.

CONDI TI ONS | N | SRAEL
For information on how our operating results may be affected by
conditions in Israel see above - Item 3. Key Information - Risks Factors - Risks

Rel ated to Qur Israeli Operations; and Item 4. Information on the Conpany -
Conditions in Israel.
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LI QUI DI TY AND CAPI TAL RESOURCES
CASH FLOW

Qur cash flowis effected by the cunulative cash flow of our various
projects in the reported periods. Project cash flows are affected by the tining
of the receipt of advances and the collection of accounts receivable from
custoners. These relate to specific events during the project, while expenses
are ongoing. As a result, our cash flow may vary froma period to another. CQur
policy is to invest our cash surplus mainly in interest bearing deposits, in
accordance with our projected needs.

FI NANCI AL RESOURCES

The financial resources available to us include profits, collection of
accounts receivabl e, advances from customers and Governnent of |srael prograns
such as the OCS and devel opnent grants. In addition, Elbit Systems has access to
bank credit lines and financing in Israel and abroad based on our capital,
assets and activities. We also have the possibility of raising funds through
of fering of shares to the public fromtine to tinme subject to market conditions.
El bit Systens and sone subsidiaries are obligated to neet various financial
covenants set forth in our respective loan and credit agreenents. As of May 31,
2004, each of the conpanies subject to financial covenants were in conpliance
with the applicable covenants.

In 2003, the Controller of the Banks in Israel instituted new
regul ati ons governing lending by Israeli banks to groups of affiliated
borrowers. Under these regulations the banks are linmited in their maxi num
exposure to groups of affiliated conpanies under a conbined | ending ceiling
based on objective and subjective guidelines. As a result, our borrow ng
capacity may be limted under certain circunstances, even if we have unused
lines of credit, due to borrowi ng by conpanies affiliated with sharehol ders that
are defined by the Controller of the Banks as our controlling shareholders. In
anticipation of such devel opnents we are developing credit facilities that wll
not be affected by the new regul ations.

2003 CASH FLOW

Qur net cash flow generated fromoperating activities in 2003 was $91.4
mllion. Net cash flow used for investnent activities in 2003 was $53.8 nillion,
whi ch was used mainly for procurement of property, plant and equi pment. The
investments were primarily in equipnment for the Goup's various manufacturing
plants and in buildings constructed at Elbit Systens' facility in Haifa, I|srael
and El-Op's site in Rehovot, Israel. W expect to naintain this |evel of
investments in 2004, in order to increase our production facilities and to
invest in R&D | aboratories, manufacturing and testing equipnent.

Net cash flow used for financing activities in 2003 was $37.7 nillion,
whi ch was used mainly for reduction of long-termloans and dividends payabl e,
which were partially offset by proceeds fromthe exercise of share options. On
Decenber 31, 2003, we had total borrowings in the anount of $77.4 nillion,
including $15.3 mllion in short-termloans. On Decenber 31, 2003, we had a cash
bal ance ampbunting to $76.8 nillion. As of Decenber 31, 2003, we had working
capital of $198.9 nillion, our current ratio was 1.52 and our ratio of equity to
total assets was 44% For further information on the level and maturity of our
borrow ngs, see below - Item 18. Financial Statements - Note 10 (Short-Term Bank
Credit and Loans) and Note 13 (Long-Term Loans). W believe our working capital
is sufficient to support our current requirenents.
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MATERI AL COVWM TMENTS FOR CAPI TAL EXPENDI TURES

We believe that we have adequate sources of funds to meet our nmaterial
commitnents for capital expenditures for the fiscal year ended Decenmber 31, 2003
and the subsequent fiscal year. See above "Financial Resources". Qur specific
material commitnents for capital expenditures as of Decenber 31, 2003 and May
31, 2004 were approximately $12 million and $8 nmillion respectively. These
commitnents were mainly for the new building project in Haifa. See al so bel ow -
Item 18. Financial Statenents - Consolidated Statenents of Cash Flows and Note 8
(Property, Plant and Equi pment, Net) to the Financial Statenents.

2002 CASH FLOW

Qur net cash flow generated fromoperating activities in 2002 was
$116.0 nillion, resulting mainly fromnet incone for the period, receipt of
advances from custoners and col | ection of accounts receivables. The cash inflows
were partially offset, nainly by increase in inventories and paynent of trade
payabl es.

Net cash flow used for investnent activities in 2002 was $51.0 million,
whi ch was used mainly for procurement of property, plant and equi prent, as well
as other assets. During 2002, we invested $22.1 million in equi prent for our
vari ous nmanufacturing plants, and $13.2 mllion in buildings, nainly those being
built at Elbit Systens' site in Haifa, Israel and El-Op's site in Rehovot,
Israel.

Net cash flow used for financing activities in 2002 was $29.3 nillion,
whi ch was used mainly for reduction of short and | ong-term borrow ngs and
payment of $12.7 million in dividends during 2002. On Decermber 31, 2002, we had
total bank borrow ngs in the ambunt of $104.1 nmillion, including $73.2 mllion
in long-termloans, and $374 nillion in guarantees issued on our behalf by
banks, nminly as advance paynment and performance guarantees in the regul ar
course of business. On Decenber 31, 2002, we had cash bal ances anmpunting to
$77.9 nmllion. As of Decenmber 31, 2002, our working capital was $197.6 mllion,
and our current ratio was 1.54. Qur ratio of equity to total assets was 44%

I MPACT OF | NFLATI ON AND EXCHANGE RATES
FUNCTI ONAL CURRENCY

Qur functional currency is the U S. dollar, which is the currency we
use for nobst of our consolidated operations. A majority of our sales are made
outside of Israel in non-Israeli currency, mainly U S. dollars, as are a
majority of our purchases of materials and conponents. Transactions and bal ances
originally denominated in U S. dollars are presented in their original anmpunts.
Transactions and bal ances in currencies other than the U S. dollar are
remeasured in U S. dollars according to the principles set forth in Statenent
No. 52 of the Financial Accounting Standards Board. Exchange gains and | osses
arising fromreneasurenent are reflected in the income statenent. Bal ances
linked to the CPl are stated using the latest index published prior to the
bal ance sheet date.

MARKET RI SKS AND VARI ABLE | NTEREST RATES

Market risks relating to our operations result mainly fromchanges in
interest rates and exchange rates, and we use financial instrunments to limt
exposure. We typically enter into forward contracts in connection with

transactions that are denominated in currencies other than U S. dollars and NI S.
We also enter fromtinme to time into forward contracts related to NI S.
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On Decenber 31, 2003, our liquid assets were conprised of bank
deposits, and we had no investnents in liquid equity securities that were
subject to market fluctuations. Qur deposits and | oans are based on variable
interest rates, and their value as of Decenber 31, 2003 was therefore not
exposed to changes in interest rates. Should interest rates either increase or
decrease, such change may affect our results of operations due to changes in the
cost of our liabilities and the return on our assets that are based on variable
rates.

NI S/ U. S. DOLLAR EXCHANGE RATES

We attenpt to manage our financial activities in order to reduce
material financial losses in U S. dollar terns resulting fromthe inpact of
inflation and exchange rate fluctuations on our non-U. S. dollar assets and
liabilities. Qur incone and expenses in Israeli currency are translated into
U S. dollars at the prevailing exchange rates. Consequently, we are affected by
changes in the NIS/U. S. dollar exchange rates. On Decenber 31, 2003, we had
exposure due to NI'S denominated liabilities of $44 million in excess of NI'S
denomi nated assets. These liabilities represent nostly provisions for wages and
trade payabl es. The anount of our exposure to the changes in the NIS/U S. dollar
exchange rate may vary fromtine to time. In order to hedge against certain
expected NI'S paynents, we entered into forward contracts. On Decenber 31, 2003,
we had hedgi ng contracts covering NI'S exposure in the ampbunt of $25 mllion.

I NFLATI ON AND DEVALUATI ON

The U.S. dollar cost of our operations in Israel is influenced by any
increase in the rate of inflation in Israel that is not fully offset by the
deval uation of the NISin relation to the U S. dollar. Unless inflation in
Israel is offset by a devaluation of the NIS, it may have a negative effect on
the profitability of contracts where Elbit Systenms or any of our Israeli
subsidi aries receives paynent in U S. dollars, NIS linked to U. S. dollars or
other foreign currencies, but incurs expenses in NIS linked to the CPI.
Inflation in Israel and currency fluctuations may al so have a negative effect on
the profitability of fixed price contracts where we receive paynents in N S.

In the past, our profitability was sonewhat negatively affected when
inflation in Israel exceeded the devaluation of the NIS against the U S. dollar
and at the same tine we experienced corresponding increases in the U'S. dollar
cost of our operations in Israel. For exanple, in 1999 the rate of inflation was
approxi mately 1.3% and the rate of devaluation was -0.2% In 2000, the rate of
inflation was approximately 0% and the devaluation rate was -2.7% In 2001 the
inflation rate was approxi mately 1.4% and the devaluation rate was 9.3% In
2002, the inflation rate was approxi mately 6.5% and the deval uation rate was
7.3% In 2003, the inflation rate was approxi mately negative 1.9% and the
deval uation rate was negative 7.6% There can be no assurance that we wll not
be materially adversely affected in the future if inflation in Israel exceeds
the deval uation of the NIS against the U S. dollar or if the timng of such
deval uation |l ags behind increases in inflation in Israel.

A deval uation of the NISin relation to the U S. dollar also has the
ef fect of decreasing the dollar value of any of our assets that consist of NI'S
or accounts receivable denonmnated in NI'S, unless such accounts receivable are
linked to the U.S. dollar. Such a devaluation also has the effect of reducing
the U S. dollar amount of any of our liabilities that are payable in NI'S, unless
such payables are linked to the U.S. dollar. On the other hand, any increase in
the value of the NS in relation to the U.S. dollar will have the effect of
increasing the U.S. dollar value of any unlinked NIS assets as well as the U S.
dol I ar ampbunt of any unlinked NIS liabilities and expenses.
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FOREI GN CURRENCY EXPENSES

Wil e our functional currency is the U S. dollar, we also have sone
non-U. S. dollar or non-U'S. dollar Ilinked currency exposure for currenci es other
than NIS. These are mainly non-U.S. dollar custoner debts, paynents to suppliers
and subcontractors, obligations in other currencies, assets or undertakings.
Sonme subcontractors are paid in local currency under prine contracts where we
are paid in U S dollars. The exposure on these transactions has not been in
amounts that are material to Elbit Systens. However, when we view it necessary,
we seek to minimze our foreign currency exposure, by entering into hedging
arrangenents, obtaining periodic paynents upon the conpletion of milestones,
obt ai ni ng guarantees and security from custoners and sharing currency risks with
subcontractors. Gains and | osses on forward exchange contracts entered as hedges
are recogni zed currently.

Most of our assets and liabilities that are denominated in currencies
other than the NIS and the U.S. dollar were covered as of Decenber 31, 2003 by
financial instrunents (nostly forward contracts). On Decenber 31, 2003, we had
contracts for the sale and purchase of such foreign currencies totaling $26.5
mllion. The results of financial derivative activities were not material.

We conduct activities in a nunber of the countries that have adopted
the European Mnitory Unit (EURO). To date, the transition to the use of the
EURO in the relevant countries has not resulted in a material exposure to us.

CONTRACTUAL OBLI GATI ONS

<TABLE>
<CAPTI ON>
PAYMENTS DUE BY PERI GD
(U.S. dollars in millions)
LESS THAN
1 YEAR 1-3 YEARS 3-5 YEARS

< <C <C <C
1. Long- Ter m Debt $6. 8 $58. 8 $0.3
2. Capi tal Lease Obligations -- -- --
3. Operating Leases 8.5 11.7 10.9
4. Pur chase Obligations 214.3 129.4 4.3
5. O her Long-Term Liabilities

Refl ected on the Issuer's Bal ance -- --

Sheet Under GAAP*

Tot al $229.6 $199.9 $15.5
</ TABLE>

* See above - Item4. Information on the Conpany - Buy-Back.
OFF- BALANCE SHEET TRANSACTI ONS
See above "General - Of-Balance Sheet and O her Long-Term Arrangenents
and Commitnments."” Al so shareholders in one of our subsidiaries have a put
option. See above - Item 4. Information on the Conpany - Principal Subsidiaries
- Kinetics.
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| TEM 6. DI RECTORS, SENI OR MANAGEMENT AND EMPLOYEES.

DI RECTORS AND EXECUTI VE OFFI CERS

The directors and executive officers of Elbit Systens as of My 31,
2004 are as follows:

BOARD OF DI RECTORS

NAMVE AGE DI RECTOR SI NCE
M chael Feder mann ( Chairnan) 61 2000
Joseph Acker man 55 1996
Avr aham Asher i 66 2000
Ri na Baum 59 2001
Ahar on Bet h- Hal achm 68 2000
Doron Birger 53 2002
Ami Erel 57 1999
Avi Fi scher a7 2003
Yaacov Lifshitz (External Director) 60 2003
Dov Ni nveh 57 2000
Nat han Sharony (External Director) 69 2002

The termof office of each director, other than the External Directors,
expires at the annual general sharehol ders neeting to be held during 2004. The
termof office for Natty Sharony as an External Director expires in March 2005
and for Yaacov Lifshitz as an External Director in July 2006.

EXECUTI VE OFFI CERS

NAMVE AGE PCSI TI ON

Joseph Acker man 55 Presi dent, Chief Executive Oficer and Director

Davi d Bl ock Tenin 49 Corporate Vice President and General Counsel

I'tzhak Dvir 56 Corporate Vice President and Chief Operating
Oficer

Jacob Gadot 57 Corporate Vice President and Chief Technol ogy
Oficer

Ran Gl li 55 Corporate Vice President - Major Canpaigns

Joseph Gaspar 56 Corporate Vice President and Chief Financial
Oficer

Zeev Cof er 52 Corporate Vice President - Business Devel opnent
and Marketing

Dal i a Gonen 52 Vice President - Human Resources

Ran Hel | erstein 53 Corporate Vice President and Co- General Manager

- Airborne and Hel net Systens
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Hai m Kel | er man 50 Corporate Vice President and General Manager -
UAV I ntegrated Systens

Bezhal el Machlis 41 Corporate Vice President and General Manager
- Land Systens and C4l

Il an Pachol der 49 Corporate Secretary and Vice President - Finance
and Capital Markets

Mar co Rosent hal 57 Corporate Vice President - Manufacturing and
Pur chasi ng

Hai m Rousso 58 Corporate Vice President and General Mnager -
El - Op

G deon Sheffer 55 Corporate Vice President - Strategic Planning

Yor am Shnuel y 44 Corporate Vice President and Co- General Manager
- Airborne and Hel net Systens

Ti not hy Tayl or 52 Presi dent and Chief Executive Oficer - EFW

M CHAEL FEDERMANN. M chael Federmann has served as Chairnman of the
Board of Directors since the El-Op Merger in 2000. He served as Chairnan of the
Board of Directors of El-Qp from 1988 until the Merger. He has hel d nanageri al
positions in the Federmann Group since 1969, and since 2002 he has served as
Chai rman and CEO of Federmann Enterprises Ltd. Currently, he also serves as
Chairman of the Board of Directors of Dan Hotels Corp. Ltd. (Dan Hotels). M.
Federmann is Deputy Chairman of the Board of Governors of the Hebrew University
in Jerusal em (the Hebrew University) and a nenber of the Board of Governors and
the Executive Commttee of the Weizmann Institute of Science. M. Federmann
hol ds a bachel or's degree in economics and political science fromthe Hebrew
Uni versity.

JOSEPH ACKERMAN. Joseph Ackerman was appoi nted as President and Chi ef
Executive Officer in 1996. From 1994 to 1996, he served as Senior Vice President
and General Manager of Elbit Ltd.'s Defense Systens Division (EDS). M. Ackernan
joined Elbit Ltd. in 1982 and hel d vari ous managenent positions, including
General Manager - EFW Senior Vice President - Operations Goup, Vice President
- Operations and Vice President - Advanced Battlefield Systens. M. Ackernan
hol ds a bachel or of science degree in aeronautical engineering fromthe Israel
Institute of Technol ogy (the Technion).

AVRAHAM ASHERI . Avraham Asheri has served as an econom ¢ advi sor and a
director of several conpanies since 1998. He currently serves on the boards of
directors of Elron Electronic Industries Ltd. (Elron), Discount Mrtgage Bank
Ltd., Kardan Nadlan Ltd., Scitex Corporation Ltd. (Scitex), Africa Israel
Investment Ltd. and Meditor Pharmaceuticals Ltd. M. Asheri was President and
Chi ef Executive Oficer of Israel Discount Bank from 1991 until 1998, and
Executive Vice President and menber of its management committee from 1983. Prior
to that, he served for 23 years at the Israel Mnistry of Industry and Trade and
at the Israel Mnistry of Finance, including as Director General of the Israel
Mnistry of Industry and Trade, Managi ng Director of the Israel I|nvestnent
Center and Trade Conmi ssioner of Israel to the United States. M. Asheri holds a
bachel or's degree in econonics and political science fromthe Hebrew University.

RINA BAUM Rina Baumis Vice President for Investnents of Federmann
Enterprises and since 1986 has served as Director and General Manager of Unico
I nvest mrent Conpany Ltd. She serves as a director of Dan Hotels and Harel Mitual
Funds Ltd. During 1995 to 1996, she served as a director of Leum Mortgage Bank
Ltd. Ms. Baumholds an L.L.B. degree fromthe Hebrew University.
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AHARON BETH- HALACHM . Aharon Bet h- Hal achmi has served as President of
Federmann Enterprises - Division of Industries and Technol ogi es since 1985 and
as President of Eurofund L.P. - Venture Capital Fund since 1994. He served as a
director of El-Op from 1985 until 2000. From 1983 to 1985, he served as
Presi dent of Tahal Engineering Co. Ltd. From 1982 to 1983, he was Director
General of the IMOD. Prior to that he served in the IDF, including as head of
Def ense Research and Devel opment from 1977 to 1982. He retired with the rank of
Brigadier General. M. Beth-Halachm holds a bachel or of science degree in
el ectroni ¢ engineering fromthe Technion and a master of science degree in
conput er science fromthe Naval Postgraduate School in Mnterey, California.

DORON BI RGER. Doron Birger has served as Chief Executive Oficer of
Elron since 2002 and as President of Elron since 2001. He joined Elron in 1994
as Vice President - Finance and served as Chief Financial Oficer and Corporate
Secretary. Prior to that he served as Chief Financial Oficer for a nunber of
conpani es including North Hills Electronics Ltd., Mddle-East Pipes Ltd.,
Maquette Ltd., Batenman Engineering Ltd. and |I.D.C. Industrial Devel opnent
Conpany Ltd. M. Birger is Chairman of Gven Inmaging Ltd. and Chi pX | ncor porated
and serves as a director in several other conpanies in the Elron group. M.
Bi rger hol ds bachelor and master of arts degrees in econom cs fromthe Hebrew
Uni versity.

AM EREL. Ami Erel has served as President and Chief Executive Oficer
of DIC since 2001. In addition, he has served as Chairman of the Board of
Directors of Elron since 1999. From 1999 until 2001, he was Chief Executive
O ficer of Elron. He served as Chairman of the Board of Directors of Elbit
Systems from 1999 until the Merger in 2000. From 1997 to 1999, he served as
Presi dent and Chi ef Executive O ficer of Bezeq - The |srael Tel econmunications
Corp. Ltd. and as Chairnan of the Board of Directors of Pel ePhone Communications
Ltd. from 1997 to 1998. He is Chairman of the Board of Scitex, a director of
Property and Buil ding Corporation Ltd. , Super-Sol Ltd. and Hamlet (Israel
Canada) Ltd., as well as Chairman or a nenber of the boards of other conpanies
in the DIC group and the Elron group. From 2000 until January 2004, M. Erel
served as the Chairman of the Board of the Israel Association of Electronic and
Information Industries. M. Erel holds a bachelors of science degree in
el ectrical engineering fromthe Technion.

AVl FI SCHER. Avi Fischer has served as the Deputy Chairman of the
I1.D.B. Group and as the Co-CEO of Cal Industries & Investnents Ltd. (Cal)
since md- 2003. M. Fischer is a co-founder of the Ganden G oup and has served
as the Co-Chai rman of Ganden Tourism and Aviation Ltd. and as the Vice Chairman
of Ganden Hol ding Ltd. since 1999. He has practiced |aw since 1983 and is a
Co- Managi ng Partner in the law firmof Fischer, Behar, Chen & Co. He currently
serves on the boards of directors of IDBH, DIC, Clal, Scitex, Elron, Wyo Inc.,
Nat our Ltd. and other conpanies. M. Fischer holds an L.L.B. degree from
Tel - Aviv University.

YAACOV LI FSHI TZ (EXTERNAL DI RECTOR). M. Lifshitz serves as a director
of several conpanies and as a lecturer in the fields of econonics, public policy
and managenent. He currently is a lecturer at the Departnment of Econom cs and
the Departnent of Public Policy and Managenent of Ben-Gurion University and at
the Departnment of Econonmics and Managenent of the Tel-Aviv - Jaffa Academic
Coll ege. He also currently serves on the boards of directors of Israel Discount
Bank, DorGas Ltd., Kali - Insurance Agencies Ltd., Springs - Pension Fund
Managenment Ltd., Carnel Investnents Ltd. and Tesnet Software Testing Ltd. During
the period from 1994 to 2002, M. Lifshitz served at various tines as the
chai rman of the boards of directors of Hamashbir Lazarchan Israel Ltd., |srael
Mlitary Industries Ltd., Spectronix Ltd., Dor Chemicals Ltd., Dor Energy Ltd.,
DorGas Ltd. and the Israeli Foreign Trade Ri sk Insurance Corp. Ltd. He al so
served from 1995 to 2002 as the Chairman of the Executive Board of the Israel
Managenent Center. Prior to that he held various senior positions in governnent,
banki ng and
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industry, including Director General of the Israel Mnistry of Finance, Chief
Econom c Advisor to the Israel Mnistry of Defense, Senior Vice President and
Chief Credit Oficer of Israel Discount Bank and President and CEO of Electra
(Israel) Ltd. M. Lifshitz holds a bachelor's degree in econonics and political
science and a naster's degree in econonmics fromthe Hebrew University.

DOV NI NVEH. Dov N nveh has served since 1994 as Chief Financial Oficer
and a manager in Federmann Enterprises. He serves as a director of Dan Hotels
and Etanit Ltd. M. Ninveh served as a director of El-Op from 1996 until 2000.
From 1989 to 1994, he served as Deputy General Manager of Etanit Building
Products Ltd. M. N nveh holds a bachelor's degree in econom cs and managenent
fromthe Technion.

NATHAN SHARONY ( EXTERNAL DI RECTOR). Nat han Sharony has served since
1997 as a director for several conpanies. He currently serves as a director for
Technorov Hol di ngs (1993) Ltd. (Technorov), a high technol ogy investnent
conpany, Bituach Yashir Ltd., Union Bank, Ormat Industries Ltd., Genoa
Technol ogi es Ltd. and Israel Bonds International Inc. From 1997 to 1999, he
served as Chairnman of Technorov. From 1994 to 1997, he was enployed with a U S
brokerage firm M. Sharony served as the Director General of the Israel
Mnistry of Industry and Trade from 1992 to 1994. Prior to that, M. Sharony
hel d a nunber of positions in industry and governnent including head of the
| sraeli Governnment Econonmic Mssion to the U S., President and Chi ef Executive
O ficer of El-Op and Vice President for Logistics of Tadiran Electronic Industry
Ltd. In 1982, M. Sharony conpleted 30 years of service in the IDF, retiring
with the rank of Major General. M. Sharony participated in the Field Artillery
Battle Officers Course in Fort Sill, Cklahoma, and studied mlitary history at
the IDF's Staff and Command Col | ege.

DAVI D BLOCK TEM N. Davi d Bl ock Tenmi n was appoi nted Corporate Vice
President in 2000 and has served as General Counsel since 1996. From 1987 to
1996, he was a Legal Advisor to Elbit Ltd. Prior to that, M. Block Tem n was an
attorney with law firms in New York City. M. Block Temn received a juris
doctor degree as well as a naster of arts degree in international relations from
Stanford University and hol ds a bachel or of arts degree in political science
fromthe University of Maryland. He is admtted to the Israeli and New York
bars.

| TZHAK DVIR. Itzhak Dvir was appointed as Chief Operating Officer in
June 2004, effective beginning in July 2004. He was appointed as a Corporate
Vice President in 2000. M. Dvir served as General Manager - UAV, Tactical and
Security Systens from January 2003 until his current appointnment. From 2000
t hrough 2002, he was General Manager - C4l and Battlefield Systens. From 1996
until 2000, he was Vice President and Division Manager - UAV and C3 Division.
M. Dvir joined Elbit Ltd. in 1989 and hel d vari ous nmnagenent positions,
including Vice President - UAV Division, Vice President - Advance Battlefield
Systems Division and Marketing Director - Battlefield Systens Division. Prior to
that he served as a career officer in the IAF, retiring with the rank of
Col onel. M. Dvir holds a bachelor of science degree in aeronautical engineering
fromthe Technion and a master of science degree in aeronautical engineering
fromthe U S. Air Force Institute of Technology at Wight Patterson Air Force
Base.

JACOB GADOT. Jacob Gadot was appointed Corporate Vice President -
Mergers and Acquisitions in 2000 and Chief Technol ogy Officer in 2001. He served
as Vice President - Mergers and Acquisitions from 1998 to 2000 and as Vice
Presi dent - Business Devel opnment from 1996 to 1998. M. Gadot joined El bit Ltd.
in 1983 and held various positions in EDS, including Vice President -
International Marketing and head of the Airborne Division. Prior to that, he
worked for Mtorola Israel, after serving for ten years as an officer in the
I AF. M. Gadot holds a bachel or of science degree in electrical engineering from
the Techni on.

71

file//IC\TEMP\ view.htm

Page 74 of 202

form20f-12312003.txt, Seq: 74
File Page/Sheet: /

6/14/2004



EDGAR Easet+ 1.4a--, , Elbit Systems Ltd. --

Jenkens & Gilchrist Parker Chapin LLP Rev -() 06/14/2004 17:12:02
Elbit Systems Ltd. - Form 20-F (12/31/2003)

<PAGE>

RAN GALLI. Ran Galli was appointed Corporate Vice President - Mjor
Canpai gns in Novenber 2003. From 1999 until 2003 he served as Corporate Vice
Presi dent - Business Devel opment and Marketing. M. Galli joined Elbit Systens
in 1997 as Vice President - Business Devel opnent. Prior to that, he served as
Corporate Vice President - Business Devel opment and Marketing at Rafael, which
he joined in 1990, after retiring fromthe IAF with the rank of Colonel. In the
| AF he served as head of Research and Devel opnent, follow ng nunerous aircraft
program nmanagenent positions. M. Glli holds bachel or and nmaster of science
degrees in aeronautical engineering fromthe Technion.

JOSEPH GASPAR. Joseph Gaspar was appoi nted Corporate Vice President and
Chief Financial Oficer in 2001. He served as Corporate Vice President -
Strategy, Technol ogy and Subsidiaries fromthe El -Op Merger in 2000 until 2001.
From 1996 until the Merger, he held the position of Corporate Vice President,
Mar keti ng and Busi ness Devel opnent of the El-Op Group. M. Gaspar joined El -Op
in 1975 and hel d several managenent positions, including Vice President and
General Manager of EI-Op's Optronics Product Division and co-nmanager of an El-Qp
subsidiary in the United States. M. Gaspar hol ds a bachel or of science degree
fromthe Technion in electronic engineering with advanced studies in digital
signal processing and conmuni cation.

ZEEV GOFER. Zeev Gofer was appointed Corporate Vice President -
Busi ness Devel opment and Marketing in April 2003. He previously served as
Corporate Vice President and as Co-General Manager - Aircraft and Helicopter
Upgrades and Systens from 2000. From 1999 until 2000, he was Vice President -
Aircraft Upgrades and Airborne Systenms Division, having served as Division
Manager since 1996. He joined Elbit Ltd. in 1982 and held vari ous managenent
positions, including Director of EDS Aircraft Upgrade Division, director of a
maj or aircraft upgrade program director of avionics system engineering and
techni cal manager of the LAVI avionics program M. Gofer holds bachel or and
mast er of science degrees in electronic engineering fromthe Technion and a
mast er of science of managenent degree fromthe Pol ytechnic University of New
Yor k.

DALI A GONEN. Dalia Gonen was appointed as Vice President - Human
Resources in 2000. She becane Director of Human Resources in 1996. Ms. Gonen
joined Elbit Ltd. in 1971 and held various positions in the Human Resources
Departnment. Ms. Gonen holds a bachel or of arts degree in sociology fromHaifa
University and a master of science of nanagenment degree fromthe Pol ytechnic
University of New York.

RAN HELLERSTEI N. Ran Hel | erstei n was appoi nted Corporate Vice President
and Co- General Manager - Aircraft and Helicopter Upgrades and Systens in 2000
and becane co- General Manager - Airborne and Hel met Systenms in April 2003. From
1996 until 2000, he served as Vice President - Devel opnent and Engi neering
Di vi si on, having served as Division Manager since 1993. M. Hellerstein joined
Elbit Ltd. in 1978 and served in various nanagenment positions, including
Director and Division Manager of EDS' Engi neering Division, department nanager,
techni cal manager and systens engineer. M. Hellerstein holds bachel or and
mast er of science degrees in electrical engineering fromthe Technion.

HAI M KELLERVAN. Hai m Kel | er man was appoi nted Corporate Vice President
and General Manager - UAV Integrated Systens in June 2004, effective beginning
in July 2004. From 2002 until his current appointnment, M. Kellerman was Vice
President - UAV Prograns. Prior to that he held various senior program
managenent positions relating to UAV, C4l and airborne prograns. He joined Elbit
Ltd. in 1978. M. Kellerman holds a bachel or of science degree in conputer
science fromthe Technion.
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BEZHALEL MACHLI S. Bezhal el Machlis was appoi nted Corporate Vice
Presi dent and General Manager - Land Systens and C4l in January 2004. In 2003,
he served as Corporate Vice President and General Manager - G ound C41 and
Battlefield Systems. From 2000 until Decenmber 2002, he served as Vice President
- Battlefield and Information Systens. M. Machlis joined Elbit Systenms in 1991
and hel d various managenent positions in the battlefield and i nformation systens
area. Prior to that, he served as an Artillery Oficer in the |IDF, where he
hol ds the rank of Col onel (reserves). M. Mchlis holds a bachel or of science
degree i n nechanical engineering and a bachel or of arts degree in conputer
science fromthe Technion and a MBA from Tel - Aviv University.

| LAN PACHOLDER. 11 an Pachol der was appointed as Corporate Secretary and
Vice President - Finance and Capital Mrkets in August 2003. M. Pachol der
served as Vice President - Finance from 2001. M. Pacholder joined Elbit Ltd. in
1994 and hel d various senior positions in the Finance Departnent. Prior to that
he served as the Chief Financial O ficer for Sanyo Industries in New York. M.
Pachol der worked for Bank Leum in New York for 10 years and held the position
of Vice President in the international and donmestic |ending departnents. M.
Pachol der hol ds a bachel or of arts degree in accounting and econonics from
Queens College in New York and a MBA in finance and investnents from Adel phi
Uni versity.

MARCO ROSENTHAL. Marco Rosent hal was appoi nted Corporate Vice President
- Manufacturing and Purchasing in 2001, having previously served as Vice
President - Operations and General Manager of the Karmiel facility since 1999.
From 1996 to 1999, he served as Vice President - Material. M. Rosenthal joined
Elbit Ltd. in 1975 and hel d vari ous nanagenent positions, including Vice
President - Material of EDS and Director of the Sales Departnment. M. Rosenthal
hol ds a degree in technical engineering fromthe Technion and a degree in
busi ness managenent from Haifa University.

HAI M ROUSSO. Hai m Rousso was appoi nted Corporate Vice President and
General Manager of El-Op following the Merger in 2000. Prior to that, M. Rousso
hel d the position of Corporate Vice President of the El-Op G oup and Ceneral
Manager of El-Op. He has held various managerial positions in El-Qp since 1972.
M. Rousso hol ds bachel or and master of science degrees in electrical
engi neering fromthe Technion.

G DEON SHEFFER. G deon Sheffer joined Elbit Systems in 2001 as
Corporate Vice President - Strategic Planning. Prior to that he served as Acting
Head of Israel's National Security Council and as National Security Advisor to
former Prime Mnister Ehud Barak. In 1998, he conpleted 32 years of service in
the IDF, retiring with the rank of Major General. From 1995 to 1998, he served
on the CGeneral Staff as Head of the IDF's Human Resources Branch. Prior to that,
he served as Deputy Commander of the IAF. M. Sheffer held a nunber of command
positions in the | AF after serving as a fighter aircraft and helicopter pilot.
He is a nenber of the board of directors of Blue Square Ltd. and Tzarfati and
Sons Ltd. M. Sheffer holds a bachelor's degree in Israel studies fromBar I|lan
University and is a graduate of Harvard University Business School's Advanced
Management Program

YORAM SHMUELY. Yoram Shnmuely was appoi nted Corporate Vice President and
General Manager - Hel net Mounted Systens in 2000 and becane Co- General Manager -
Ai rborne and Hel net Systens in April 2003. From 1998 until 2000, he was Vice
President - Hel met Mounted Systens Division. Fromits founding in 1996 until
1998, he served as President of VSI. M. Shnuely joined Elbit Ltd. in 1990 and
served as director of Elbit Ltd.'s Hel met Mounted Di splay group. He served as a
fighter aircraft pilot in the AF. M. Shnuely holds a bachel or of science
degree in electronic engineering fromthe Technion.
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TI MOTHY TAYLOR. Tinothy Tayl or was appoi nted President and Chief
Executive Oficer of EFWin 2000 after serving as EFWs President and General
Manager since 1997. He joined EFWin 1994 and held the positions of Executive
Vice President and General Manager, Vice President - Strategic Planning and
Busi ness Devel opment and Vice President - Aircraft Systens. A nore than 30-year
veteran of the aerospace industry, he previously held various managenent and
strategi ¢ busi ness devel opnent positions with Allied Signal Inc. (now Honeywell)
and GEC Marconi Avionics (now BAE Systens). A native of the United Kingdom he
became a U S. citizen shortly after joining EFW M. Taylor received an
engi neering degree in Engl and

COVPENSATI ON OF DI RECTORS AND OFFI CERS
The follow ng table sets forth the aggregate conpensation paid to all

directors and officers of Elbit Systems as a group, other than the President,
and the President individually, for the fiscal year ended Decenber 31, 2003:

<TABLE>

<CAPTI ON>
Sal aries, Directors' Fees Pensi on, Retirenent
Conmi ssi ons and Bonuses(1) and Similar Benefits

<S> <C <C

Al directors and officers

ot her than the President

(consisting of 26 persons) $3, 572,129 $577, 681

Pr esi dent $369, 190 $85, 422

</ TABLE>

(1) Directors, besides Joseph Ackernman, are paid in accordance w th standard
fees paid to External Directors in Israel, which currently includes an
annual fee of $9,920 and a per neeting fee of $381. Such paynents are nade
either directly to the director or to his or her enploying conpany. M.
Acker man does not receive director fees.

BOARD PRACTI CES

APPO NTMENT AND TERM NATI ON OF DI RECTORS.

The current nmenbers of Elbit Systens' board of directors (Board), other
than M. Sharony, an External Director, were appointed at the annual general

nmeeting of shareholders held in August 2003. M. Sharony was appointed at a
general neeting of shareholders in March 2002.
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The enpl oynment contract of Elbit Systems' President and Chi ef Executive
O ficer Joseph Ackerman, was originally approved by Elbit Systens' sharehol ders
in 2000, and an amendnent was approved in April 2004. The agreenent provides for
severance payments upon term nation of his enploynent. M. Ackerman's enpl oynent
contract was extended through July 2006 in accordance with its terns. See bel ow
- Item 7. Mjor Shareholder and Related Party Transactions - Related Party
Transactions - Agreenents Relating to the Merger - Sharehol ders Agreenent -
Corporate Governance - President. There are no other service contracts or
simlar arrangenents with any director that provide for benefits upon
termination of directorship. See below - Item 10. Additional Information -
General Provisions of Israeli Law and Rel ated Provisions - Appointment of
Directors.

For information on contractual arrangenents for appointnent of
directors resulting fromthe Merger, see below Item 7. Mjor Sharehol ders and
Rel ated Party Transactions - Agreenents Relating to the Merger.

AUDI T COW TTEE. Dov N nveh (chairman), Avraham Asheri, Yaacov Lifshitz
and Nat han Sharony are currently nenbers of the audit committee of the Board
(the Audit Committee). The Audit Conmittee operates in accordance with an Audit
Conmittee charter that provides the framework for their oversight functions
consistent with Israeli and U S. legal and regulatory requirenents. See bel ow -
Item 10. Additional Information - General Provisions of Israeli Law and Rel ated
Provisions - Internal Auditor and Audit Comrittee; |Item 16A. Audit Conmittee -
Financial Expert and Item 16D. Exenptions fromListing Standards for Audit
Commi t t ees.

EMPLOYEES

Most of our enployees are based in Israel, and we have a significant
amount of enployees in the United States. The total nunber of enployees
wor | dwi de and the nunber of enployees in the U S. at the end of 2003, 2002 and
2001 were as follows:

Total Enpl oyees U.S. Enpl oyees
2003 5,504 1,110
2002 5, 342 1,077
2001 5, 040 1, 040

Mbst of our Israeli enployees have individual enploynent contracts.
However, by |aw some enpl oyees receive rights under a nunber of general
col l ective bargai ning agreenents and under Israeli enploynent |aws. See above -
Item4. Information on the Conpany - Conditions in Israel - Israeli Labor Laws.
Approxi mately 500 of El-Op's enployees are covered by a collective bargaining
agreenent extending through the end of 2004. Union collective bargaining
agreenents in effect through Decenber 2004 apply to approxi mately 200 of
Cycl one's enpl oyees. Approximately 160 of EFWs enployees in Fort Worth are
subj ect to union collective bargaining agreenents expiring in Novenber 2005. W
bel i eve our overall relationship with our enployees is satisfactory.
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SHARE OWNERSHI P
ELBI T SYSTEMS' STOCK OPTI ON PLANS

El bit Systens adopted enpl oyee stock option plans in 1996 (the 1996
Plan) and follow ng the Merger with El-Qp in 2000 (the Post Merger Plan). Under
these Plans, stock options for our ordinary shares were granted to officers and
empl oyees of Elbit Systens and whol | y-owned subsidiaries. The Plans are designed
to enable us to attract and retain enployees and to link their incentives to the
performance of our ordinary shares. The plans were approved by our Board and
shar ehol ders and are described in prospectuses filed with the Israel Securities
Authority (the 1SA), and sunmaries were filed with the U S. Securities and
Exchange Conmi ssion (the SEC). Although the options thenselves are not
transferable or registered for trading, the shares underlying the options
granted under the Plans were registered for trading with the SEC and the | SA

POST MERGER PLAN

OPTI ONS GRANTED. Under the Post Merger Plan, 5,000,000 options were
aut horized to be granted to approxi mately 800 key enpl oyees of Elbit Systens and
whol | y- owned subsidi aries. Approxi mately 4,500,000 of these options were granted
to enpl oyees through a trustee in 2000. 400,000 of the options were granted to
Joseph Ackerman, Elbit Systems' President and CEO. No other directors were
granted options, but executive officers other than M. Ackerman were granted an
aggregate of 582,000 options under the Post Merger Plan. Approxinmately 500,000
of the options under the Post Merger Plan were issued to the Plan's trustee in
reserve for future grants to key enployees, as determned fromtinme to tine by
Elbit Systens' President. As of May 31, 2004, 169, 340 of these reserve options
were issued to enployees. In addition, options that have | apsed or are cancel ed
bef ore exercise may be added to the reserve and re-granted under the Post Merger
Pl an. The general terns of these options are the sane as those for other options
granted under the Post Merger Plan. Half of the options granted to any enpl oyee
under the Post Merger Plan are exercisable into one Elbit Systens ordinary share
per option in consideration for the enployee's paynent to Elbit Systens of the
exercise price.

PHANTOM OPTI ONS. The second hal f of the options granted to any enpl oyee
under the Post Merger Plan is "phantoni options, sinmlar to share appreciation
rights. These options entitle the enployee, on exercise of the phantom options,
to receive shares in an anpbunt corresponding to the value of the difference
bet ween the "deened" option exercise price and the closing TASE trading price on
the date before the option exercise date. For phantom options the enpl oyee pays
only the par value of the shares actually received. For the inpact of the
accounting treatnent of the phantom options, see above - Item5. Operating
Fi nanci al Review and Prospects - Mnagenent's Di scussion and Anal ysis -
Qperating Results - Inpact of Phantom Options.

OPTI ON EXERCI SE PRI CE. The exercise price for the options granted in
Decenber 2000 is $12.32 per option. The exercise price was determ ned based upon
a discount of 15% fromthe average trading price of Elbit Systens' shares on the
TASE in July and August 2000. The exercise price for options granted under the
future reserve is 85%of the average price of Elbit Systems' shares on the TASE
for the 60 trading days prior to the specific option grant. The "deened" option
exercise price for the phantomoptions is the same as the option exercise price
for the regular options granted at the same tinme under the Post Merger Plan.
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VESTI NG The options vest at the rate of 25% per year follow ng their
grant and nust be exercised no later than six years after the date of grant.
Termi nation of enploynment for any reason, except in special circunstances
approved by Elbit Systens' President, will result in cancellation of the options
that have not vested before term nation of enploynent. Follow ng term nation of
enmpl oynent, unexercised options that have vested before the termination nust be
exercised within 90 days of termnation.

SHARE RI GHTS AND TAX CONSEQUENCES. Shares issued to enpl oyees as a
result of exercise of the options, including phantomoptions, will bear rights
identical to our other ordinary shares. Enployees will bear all tax consequences
to themresulting fromthe Post Merger Plan. The Israeli tax authorities have
approved the Post Merger Plan's qualification under Section 102 of the Israeli
I ncome Tax Ordinance (New Version). This enabl es enpl oyees who hold the options
at least for two years to be exenpt fromlsraeli tax on the gains derived from
exercising the option. This also enables El bit Systems to benefit froma
deducti bl e tax expense that anpunts to the enpl oyee's above-nentioned gain.

1996 PLAN
A total of 2,422,000 options were issued to enpl oyees under the 1996
Pl an, as anended. Each option was exercisable into one ordinary share, and this

plan did not include phantomoptions. All of the options under the 1996 Pl an
were vested and exercised in 2002.
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I TEM 7.

MAJOR SHAREHOLDERS AND RELATED PARTY TRANSACTI ONS.

MAJOR SHAREHOLDERS

PERCENTAGES

El bit Systens had, as of May 31, 2004, 40, 244,029 ordinary shares

out standi ng. (This anpunt includes 408,921 shares held by us and our
subsidiaries as treasury shares). The followi ng table sets forth specific
information as of May 31, 2004, to the best of our know edge, concerning:

o] beneficial ownership of nore than 5% of our outstanding ordinary
shares; and

o] the nunber of ordinary shares beneficially owed by all of our
officers and directors as a group.

Feder mann Enterprises Ltd. 12, 100, 000 30. 06%
99 Hayar kon Street

Tel - Avi v,

Israel (1)(4)

Heris Aktiengesellschaft 3, 836, 458(2) 9.53%
c/ o 99 Hayarkon Street

Tel - Avi v,

I srael

Elron El ectronic Industries Ltd. 7,815, 448 19. 42%

3 Azrieli
Tel - Avi v,

Center, 42nd Fl oor
Israel (3)(4)

Bank Hapoal i m Group 2,247,604 5.58%

Tel - Avi v,

I srael (5)

Bank Leum G oup

Tel - Avi v,

All

Israel (5) 2,190, 827 5.44%

of ficers and directors

as a group (27 persons) 338,623 (6) 0. 84%

Federmann Enterprises Ltd. (FEL) owns the shares of Elbit Systens
directly and indirectly through Heris Aktiengesellschaft (Heris) which
is controlled by FEL. FEL is controlled by Beit Federmann Ltd. (BFL).
BFL is controlled by Beit Bella Ltd. (BBL) and Beit Yekutiel Ltd.

(BYL). Mchael Federmann is the controlling sharehol der of BBL and BYL.
He is also the Chairman of Elbit Systens' Board and the Chairnman of the
Board and the Chief Executive Oficer of FEL. Therefore, M. Federnmann
controls, directly and indirectly, the vote of the shares owned by
Heris and FEL.
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(2)

(3)

(4

(5)

The ampunt of shares owned by Heris is included in the ambunt of shares
held by FEL as set forth in footnote (1) above.

Elron Electronic Industries Ltd. (Elron) is a multinational, high
technol ogy operational hol ding conpany whose business is conducted
through a group of high technol ogy operating conpanies. The principal
sharehol ders of Elron are Discount |nvestnent Corporation Ltd. (D C),
mut ual and/or provident funds managed by Bank Leum (the Bank Leumi
Group), nutual and/or provident funds nmanaged by Bank Hapoalim (the
Bank Hapoal i m Group) and the Insurance Fund headed by C al I|nsurance
Enterprises Holdings Limted (Clal). As of May 31, 2004, DI C held
approxi mately 38.5% of the voting power of Elron, and the Bank Leum
Group, the Bank Hapoalim Group and Clal held approximtely 8.3% 6.4%
and 2.4% respectively, of the voting power of Elron.

| DB Hol di ng Corporation Ltd. (IDBH) is the parent of |DB Devel opnent
Corporation Ltd. (I1DBD), which, in turn, is the parent of DIC and dal.
IDBH, IDBD, DIC and Cal are public conpanies traded on the TASE.

Approxi mately 51.7% of the outstanding share capital of IDBH is owned
by a group conprised of: (i) Ganden Investnents |.D.B. Ltd. (Ganden), a
private Israeli conpany controlled by Nochi Dankner and his sister,
Shel Iy Dankner - Ber gman, whi ch hol ds 31.02% of the equity of and voting
power in IDBH, (ii) Manor Investnents - IDB Ltd. (Manor), a private
Israeli conpany controlled by Ruth Manor, which holds 10.34% of the
equity of and voting power in IDBH, and (iii) Avraham Livnat

I nvestments (2002) Ltd. (Livnat), a private Israeli conpany controlled
by Avraham Livnat, which holds 10.34% of the equity of and voting power
in | DBH Ganden, Manor and Livnat, owning in the aggregate

approxi mately 51.7% of the equity of and voting power in |IDBH, entered
into a sharehol ders agreenent relating, anong other things, to their
joint control of IDBH the termof which is until My 19, 2023. Shelly
Dankner - Ber gman hol ds approxi mately 4.9% of the equity and voting power
in | DBH

Nochi Dankner is Chairman of IDBH, IDBD and DIC and a director of Cal.
Shel 'y Dankner-Bergman and Zvi Livnat (the son of Avraham Livnat) are
directors of each of IDBH, IDBD and DI C. Shai Livnat (the son of
Avraham Livnat) is a director of IDBD and Clal. |saac Manor (the
husband of Ruth Manor) is a director of IDBH, I1DBD, DIC and Clal, and
Dori Manor (the son of Isaac and Ruth Manor) is a director of |DBH,

I DBD, DI C and Elron.

Doron Birger, a director of Elbit Systems, is the President and CEO of
Elron. Ami Erel, Avraham Asheri and Avi Fischer, directors of Elbit
Systens, are also directors of Elron.

FEL and Heris (collectively the Federmann Group) and Elron nay be
deermed for purposes of U S. securities laws to be joint owners of the
aggregate ordinary shares of Elbit Systens beneficially owned by them
by virtue of a sharehol ders agreenent dated Decenber 19, 1999 between
the nenbers of the Federmann Group and Elron, which provides, anong
other things, for their coordinated voting at Elbit Systens'

shar ehol der neetings and for their equal representation on Elbit
Systens' Board of Directors.

The holdings in Elbit Systens' shares by the Bank Hapoal i m Group and

the Bank Leum G oup are divided anong several entities, mainly nutual
and/ or provident funds.
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(6) This anpbunt does not include any shares that may be deened to be
beneficially owed by Mchael Federnmann as described in footnote (1)
above. The anpunt includes 81,508 shares underlying options that are
currently exercisable or that will becone exercisable within 60 days of
May 31, 2004. A portion of the underlying options are "phantom options”
that have been cal cul ated based on Elbit Systens' My 31, 2004 share
closing price of $18.72.

RI GHTS I N SHARES, SI GNI FI CANT CHANGES | N SHAREHOLDERS AND CONTROLLI NG
SHAREHOLDERS

Except to the extent provided in the Sharehol ders Agreenent (the
Shar ehol ders Agreenent) described below in "Related Party Transactions -
Agreements Relating to the Merger", Elbit Systems' nmjor sharehol ders have the
sanme rights as other holders of Elbit Systens' ordinary shares. The only
signi ficant change in sharehol dings by najor shareholders in the last three
years was the change resulting fromthe Merger in the hol dings of Elron and the
Federmann Group. As a result of the Merger in 2000, Elron's sharehol di ng
percentage decreased from approxi mately 33% to approximately 23% and the
Federmann Group received approximately 32% of Elbit Systens shares. In addition,
El ron sold 380,000 shares in 2001 and 380, 000 shares in 2002.

El ron and the Federnmann Group may be considered under Israeli |aw as
controlling sharehol ders of Elbit Systens due to the Sharehol ders Agreenent. W
are not aware of any other arrangenent, including by way of a sharehol der
agreenent or registration rights agreenent, that in the future may lead to a
change in control of Elbit Systens. Except as provided in the Sharehol ders
Agreement regardi ng appoi ntnent of directors, the Chairman of the Board and the
Presi dent, no appointnent of the President or a director is nmade as a result of
a related party transaction. Also, there are no outstanding |oans by Elbit
Systenms or its subsidiaries to such persons.

RELATED PARTY TRANSACTI ONS
AGREEMENTS RELATI NG TO THE MERGER

There are three nmin agreenents relating to the Merger:

- A nerger agreenent dated Decenber 19, 1999 (the Merger Agreenent)
anong El bit Systens, El-Op and the Federnmann G oup.

- The Sharehol ders Agreenent dated Decenber 19, 1999, between Elron
and t he Federnann G oup.

- A registration rights agreenent, effective on July 5, 2000, the
closing date of the Merger (the Registration Rights Agreenent)
among El bit Systens, Elron and the Federmann G oup.

The following is a sunmary of nmmjor provisions of those agreenents.
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MERGER AGREEMENT

NATURE OF THE MERGER AND CONSI DERATI ON. The Merger was acconplished
through a statutory nmerger under Israeli law of El-Op into Elbit Systens
followed i mediately by a spin-off of part of the nerged assets and liabilities
into a wholly-owned subsidiary of Elbit Systens, which assuned El-Op's nane. In
consideration for the Merger, the Federmann G oup, the principal sharehol ders of
El -Op before the Merger, was issued 12,100,000 new El bit Systens ordinary
shares.

REPRESENTATI ONS AND ADJUSTMENTS TO THE MERGER CONS| DERATI ON. El bit
Systens and El - Op nade representations regarding their business and capital
structure. The Federmann G oup nade representations regardi ng ownership of its
shares in El-Op. If any of the representations were found to be incorrect, an
adj ust nent woul d be made to the nunber of Elbit Systens' shares issued to the
Feder mann Group under the Merger. The time period for such adjustnment expired in
March 2003, and no adjustnents were nade.

TAXES AND EXPENSES. Each party bears any tax liability that may be
inmposed on it relating to the Merger Agreenent. Elbit Systens paid the Israeli
stanp tax payable for the issuance of ordinary shares. The parties share any
other Israeli stanp tax payable due to the Merger Agreenent. The parties agreed
to conmply with all the conditions for tax exenption in accordance with the
Israeli Incone Tax Ordinance or as deternined by the Israeli Income Tax
Conmi ssi oner. Anpbng other things, Elbit Systens agreed not to issue new shares
if, as a result of the issuance, the Federnmann Group or any of the units
conprising it, will be charged with tax. Under the Israeli Income Tax Ordi nance,
subject to conditions inposed by applicable |aw and regul ati ons, due to the tax
exenption granted for the Merger, Elbit Systens generally was restricted for a
period of two years follow ng the Merger fromissuing new shares in excess of
25% of the anmpunt of its outstanding shares existing prior to the Merger.
However, this restriction did not apply to a public offering or shares issued
under a stock option plan. Each party to the Merger Agreenent agreed to pay any
taxes and expenses that are inposed on it under any provisions of |aw and/or
that it incurs pursuant to the Merger Agreenent.

ARBI TRATI ON. The parties agreed to submit to arbitration any dispute
that arises between themregarding the Merger Agreenent.

SHAREHOLDERS AGREEMENT

CORPORATE GOVERNANCE. Elron and the Federmann Group agreed that
following the Merger, so long as each holds at |east 15% of Elbit Systens'
i ssued share capital, the follow ng applies.

BOARD MEMBERS

The parties agreed to vote to cause Elbit Systens' Board to have 11
menbers, consisting of four directors nomi nated by Elron, four
directors nom nated by the Federmann Group, the two External Directors
and the President of Elbit Systens. In April 2004, Elbit Systens'

shar ehol ders approved an anmendnent to the Articles of Incorporation
reduci ng the normal nunber of directors to ten and renoving the
requirement that the President be a director.

Al Board committees are represented equally by the Board noni nees of
Elron and the Federmann Group. Should the hol dings of Elbit Systens'

i ssued share capital of only one of the parties fall below 15% but not
bel ow 5% and provided the other party holds at |east 15% the nunber
of directors that party will have the right to nomnate to the Board
wi Il be reduced proportionally.
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The other party will have the right to noninate all other nenbers of
the Board and to appoint the Chairnman of the Board and the President
and the Chief Executive Oficer.

EXTERNAL DI RECTORS. The Federmann Group has the right to nominate a
candidate to replace the first of the two External Directors who
vacates his appointnment. Elron has the right to nominate a candidate to
repl ace the second of the two External Directors who vacates his

appoi ntnment. This arrangenent will continue as long as Elbit Systenms is
required to have External Directors.

PRESI DENT AS A BOARD MEMBER. As described in "Board Menbers" above, in
April 2004 our sharehol ders approved an amendment to our Articles of

I ncorporation, renoving the requirenent, established in the

Shar ehol ders' Agreenent, that the President serve as director. The
President is entitled to participate in all Board neetings.

BOARD CHAI RMAN. The Chairman of the Board is elected by the

shar ehol ders from anong the Board nmenbers. The Federmann G oup

noni nates a candidate for the office of Chairman of the Board after it
has consulted with Elron. M chael Federnann was el ected as Chairnan
begi nning on the Merger closing date.

PRESI DENT. Joseph Ackernan continued as Elbit Systens' President and
Chi ef Executive Oficer for a period of three years fromthe Merger

cl osing date, as specified in his enploynent agreenent. The agreenent
was automatically extended for another three-year period according to
its ternms. Followi ng termnation of M. Ackerman's enpl oyment, Elron
will nonminate a candidate for the office of President and Chief
Executive Officer, after consulting with the Federmann G oup. The

Presi dent and Chief Executive Oficer will be elected by the Board, and
his or her appointnent is subject to sharehol der approval.

VOTES OF THE BOARD. Except as provided otherwise in our Articles of
Associ ation, resolutions of the Board are determi ned by a sinple
majority of the menbers participating in the vote. No nenber of the
Board, including the Chairnman, has nore than one vote.

VOTES AT SHAREHOLDERS MEETI NGS. The parties coordinate in advance on
how they will vote their shares at any of our sharehol ders neetings.
Except as provided above, the parties will vote their shares against
any proposed resolution at any sharehol ders neeting, unless they agree
inwiting in advance to vote in favor.

RESTRI CTI ONS ON SALES AND PURCHASES OF ELBI T SYSTEMS SHARES

Fol | owi ng the Merger, as long as one of the parties holds at |east
15% and the other party at least 5% of Elbit Systenms' issued share capital, no
transfer of Elbit Systenms' shares by either party will be valid unless nmade in
accordance with the follow ng:

o During the period begi nning on January 1, 2003 and endi ng on
Decenber 31, 2004, neither party will transfer shares of
El bit Systens if, as a result of the transfer, the
transferring party's holdings fall bel ow 15% of El bit
Systens' issued share capital, unless:

- shares constituting at |east 15% of Elbit Systens'
i ssued share capital are transferred; and
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- all of the obligations and rights of the transferring
party under the Sharehol ders Agreenent have been
assigned and transferred to the buyer, with the buyer's
assunption of all such obligations, and witten notice
to this effect signed by both the transferor and the
buyer has been given to the other party before the
transfer.

o] After January 1, 2005, no party will transfer, as part of a
single transaction, 15%or nore of Elbit Systens' issued
share capital unless all of the obligations and rights of
the transferring party under the Sharehol ders Agreenent have
been assigned and transferred to the buyer, with the buyer's
assunption of all such obligations, and witten notice to
this effect signed by both the transferor and the buyer has
been given to the other party to the Sharehol ders Agreenent
before the transfer.

FI RST REFUSAL AND TAG ALONG RI GHTS

The Sharehol ders Agreenment provides for rights of first refusal if

a party wants to transfer Elbit Systens shares to a third party buyer. The party
intending to sell its Elbit Systens shares nust first offer themto the other
party on the sane terns offered by the buyer. The Sharehol ders Agreenent al so
provides for tag along rights if a party wants to transfer shares to a third
party buyer. The party wishing to sell its shares nust enable the other party to
participate in the sale to a third party buyer, unless the selling party w shes
to:

(a) sell at least 15% of Elbit Systens' issued share capital,
and

(b) the third party buyer assunes the obligations of the selling
party under the Sharehol ders Agreenent.

The above provisions do not apply to any transfer by a party to a
person or entity that it controls or that controls such party or that is under
comon control with such party. The right of first refusal and tag along rights
will also apply to any transfer of shares of Federnmann Enterprises or Heris,
respectively, if Elbit Systens shares held by such entity at any tinme constitute
in excess of 90% of the total assets of that entity and as a result of such
transfer of shares, Federmann Enterprises or Heris, as applicable, ceases to be
under the control of the Federmann family.

PARTI CI PATI ON RI GHTS. The Sharehol ders Agreenent al so provides for
purchase participation rights. If a party purchases Elbit Systens shares, the
other party may participate in this purchase on the sanme terns as the first
party on a pro-rata basis, based on the nunber of Elbit Systens shares then held
by the parties. However, this participation right shall not apply to any
purchases nmade by Elron until Elron's share holdings in Elbit Systens equal
those of the Federmann G oup.

PERM TTED SALES. Despite the above restrictions on sales of Elbit
Systems shares, each party may sell shares on the TASE in quantities not nore,
in any cal endar quarter, than 1% of Elbit Systens' issued share capital.

TERM NATI ON OF THE AGREEMENT. The Sharehol ders Agreenent will remain in
effect until the earlier of:

(a) Decenber 18, 2014; or
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(b) the date any party's holdings fall below 5% of Elbit Systens'
i ssued share capital, provided that all the rights and
obligations of that party under the Sharehol ders Agreenent have
not been previously transferred or transferred concurrently with
such reduction to a new party, in which case the Sharehol ders
Agreement will not terminate but will bind the new party.

REGQ STRATI ON RI GHTS AGREEMENT

DEMAND REG STRATION. Elron and the Federmann Group each may twi ce
require Elbit Systenms to register their ordinary shares for sale in the United
States. No sharehol der may demand registration of ordinary shares |ess than 180
days following the effective date of any registration statenent previously filed
by Elbit Systens under a demand registration. Elbit Systenms has the right to
delay filing of a registration statenment in specific circunstances.

Pl GGYBACK REG STRATI ON. Elron and the Federnmann Group have an unlimted
nunber of "piggyback" registration rights. This nmeans that any time Elbit
Systens proposes to file a registration statenent in connection with any public
of fering of any ordinary shares in the United States, whether for the account of
Elbit Systens or any Elbit Systens sharehol der, Elron and the Federnmann Group
each may require Elbit Systens to include its ordinary shares in that offering.

TERM NATI ON OF REGQ STRATI ON RI GHTS. The respective registration rights
of Elron and the Federmann Group termnate if such shareholder and its
affiliates collectively cease to own at |east 5% of the then issued and
outstanding Elbit Systens ordinary shares or such shares of any successor
cor poration.

EXPENSES AND | NDEMNI TY. Ot her than fees and di sbursenents of counsel to
the sharehol ders, Elbit Systens agreed to pay all expenses that result fromthe
regi stration of ordinary shares under the Registration Rights Agreerment, all
underwriting fees, conmm ssions and di scounts connected with the sale of any
ordinary shares and any transfer taxes incurred in such sale. Elbit Systens al so
agreed to indemify Elron and the Federmann Group against liabilities that may
result fromm srepresentations or onmissions in any registration statenent filed
under the Registration Rights Agreenent or any violation of U 'S. federal or
state securities laws in connection with any such registration, other than those
liabilities caused by any act or onission of such sharehol der.

TRANSACTI ONS W TH ELRON AND AFFI LI ATED COVPANI ES

El bit Systens and RDC, an affiliated conpany of Elron, are joint owners
of Starling. See above - Item4. Information on the Conpany - Technol ogy
Spin-Offs - Starling.

DIC, a controlling shareholder of Elron, is a controlling sharehol der
of Gav Yam Ltd. (Gav Yam), which in turn is a controlling sharehol der of Matam -
Advanced Technol ogy Center Ltd. (Matam). Elbit Systens entered into agreenents
with both Gav Yam and Matamin connection with the construction of Elbit
Systems' new building in Haifa. See above - Item4. Information on the Conpany -
Property, Plant and Equi pment. These agreenents were approved at a general
nmeeting of Elbit Systens' sharehol ders.
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Under a | ease agreenent entered into in 1996, Elbit Systens currently
| eases fromElbit Ltd. approximately 170,000 square feet of office and
manuf acturing space in Karnmel, Israel. Elbit Ltd. is a wholly-owned subsidiary
of Elron. The | ease expires in Cctober 2006 and may be terminated earlier by
El bit Systens upon twelve nonths' prior witten notice. The nonthly rent is an
amount in NI'S equal to approxinately $0.598 per square foot linked to the U S
dollar and the U S. CPl, payable quarterly at the beginning of each quarter. In
the event that the area leased is substantially reduced, the nonthly rent will
be determi ned by the parties.

In the ordinary course of business, sone subsidiaries and affiliates of
El bit Systens engage in business activities with each other on terns that we
bel i eve are conparable to those negotiated between third parties on an
arms-| ength basis.

TRANSACTI ONS W TH OFFI CERS AND DI RECTORS

Sone menbers of Elbit Systens' Board are also directors of conpanies in
the Federmann Group or Elron. Therefore, in the event of an issue or transaction
between El bit Systens and any of those conpanies, those individuals who are
affiliated with both of the applicable conpanies will be excluded from any
deci sions concerning such issue or transaction. Transactions with officers,
directors, key enployees and affiliates may require authorization in accordance
with the requirenents of the Conpanies Law. See below - Item 10. Additi onal
Information - Approval of Certain Transactions.

For information on the grant of options in Elbit Systenms' shares to
of ficers and directors, see above - Item6. Directors, Senior Managenent and
Enpl oyees - Share Ownership - Elbit Systens' Stock Option Plans.
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| TEM 8. FI NANCI AL | NFORNMATI ON.
CONSCLI DATED STATEMENTS AND OTHER FI NANCI AL | NFORVATI ON

See Consol idated Financial Statenents attached to this Form 20-F.

LEGAL PROCEEDI NGS

El bit Systens and our subsidiaries are involved in |egal proceedings
fromtine to tine. Based on the advice of our |egal counsel, managenent believes
such current proceedings will not have a material adverse effect on the
financial position or results of operations of Elbit Systemns.

DI VI DEND DI STRI BUTI ONS

El bit Systens does not have a declared dividend policy. Qur Articles of
Associ ation provide that the Board may approve dividend paynents to sharehol ders
out of surplus earnings as pernmtted by applicable law. To date we have

consistently paid a quarterly dividend to our sharehol ders.

Qur dividend paynments for the last three full fiscal years were as

fol |l ows:
2001 $0. 32 per share
2002 $0. 34 per share
2003 $0. 40 per share
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I TEM 9. OFFER AND LI STI NG

SHARE LI STI NGS AND TRADI NG PRI CES

El bit Systens' ordinary shares are quoted on Nasdag under the synbol

"ESLT" and are also listed on the TASE.

The high and | ow sale prices for our ordinary shares for the five nost

recent full financial years are:

<TABLE>
<CAPTI ON>
NASDAQ

H GH
<G <C
1999 $18. 47
2000 $19. 38
2001 $19. 37
2002 $19. 31
2003 $20. 00
</ TABLE>

The high and low quarterly sale prices for our ordinary shares for the
two nost recent full financial years and the first two subsequent quarters are:

<TABLE>
<CAPTI ON>

<S>

2002

First Quarter

Second Quarter
Third Quarter

Fourth Quarter

2003

First Quarter
Second Quarter
Third Quarter
Fourth Quarter

2004

First Quarter

Second Quarter (through May 31, 2004)
</ TABLE>

file//IC\TEMP\ view.htm

<C

$12. 38
$11. 28
$13.72
$14. 98
$14.51

<C

$19. 31
$17.79
$17. 11
$17.39

$16. 84
$20. 00
$19. 53
$18. 88

$19. 99
$19. 40
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<C

$17.
$15.
$15.
$14.

$14.
$16.
$16.
$15.

$17.
$17.

30
00
36
69

51
60
64
36

85
88

H GH

<C
$18.
$19.
$18.
$18.
$20.

41
18
77
92
08

Low

<C

$12.
$11.
$15.
$14.
$14.

17
75
53
32
99

<C

$18.
$17.
$16.
$17.

$17.
$20

$19.
$18.

$20.
$19.

28
06
80
24

00
08
48
72

55
47

<C

$17.
$15.
$15.
$14.

$14.
$16.
$16.
$14.

$18.
$17.

50
20
08
43

77
39
43
99

01
80
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The nonthly high and | ow sale prices of our ordinary shares for the
nost recent six nonths are:

<TABLE>
<CAPTI ON\>
NASDAQ TASE (1)

H GH Low H GH Low
<S> <C <C <C <C
Decenber 2003 $18. 30 $15. 36 $18. 06 $14. 99
January 2004 $19. 97 $18. 03 $20. 55 $18. 01
February 2004 $19. 99 $18. 17 $19. 98 $18. 11
Mar ch 2004 $19. 25 $17.85 $19. 31 $17. 62
April 2004 $19. 40 $18. 14 $19. 47 $17. 80
May 2004 $19. 21 $17. 88 $19. 25 $18. 05
</ TABLE>
(1) The closing prices of our ordinary shares on the TASE have been

translated into U S. dollars using the daily representative rate of
exchange of the NIS to the U S. dollar as published by the Bank of
I srael .

As of May 31, 2004, approximately 4.08% of our outstanding ordinary
shares was held in the United States by approximately 236 hol ders registered on
the books of our transfer agent.
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| TEM 10. ADDI TI ONAL | NFORMATI ON.

GENERAL PROVI SI ONS OF | SRAELI LAW AND RELATED PROVI SI ONS OF ARTI CLES OF
ASSCCI ATI ON

| SRAELI COVPANI ES LAW AND REVI SED ARTI CLES OF ASSOCI ATI ON. The I srael
Conpani es Law - 1999 (the Conpanies Law) becane effective in 2000. It replaced
the Israeli Conpanies Ordinance as the basic corporation |aw governing Israeli
publicly and privately held conpani es. The Conpani es Law al so mandates specific
provi sions be included in an Israeli conpany's articles of association. In 2000,
follow ng receipt of the required sharehol der approval, Elbit Systens adopted
Restated Articles of Association (the Articles of Association), which
incorporate, anong other provisions, revisions nandated by the Conpani es Law and
the agreenments relating to the Merger. See above - Item 7. Major Sharehol ders
and Related Party Transactions - Related Party Transactions - Agreenents
Rel ating to the Merger.

APPO NTMENT OF DI RECTORS. Elbit Systens' directors are appointed by the
shar ehol ders at the annual general sharehol ders neeting. They hold office until
the next annual general sharehol ders neeting, which is held at |east once every
cal endar year but not nore than 15 nonths after the previous general
shar ehol ders neeting. Between annual general sharehol ders neetings the Board may
appoint new directors to fill vacancies, however new External Directors nust be
el ected at a general sharehol ders neeting as described in "External Directors”
bel ow. Appointnment of directors is also subject to the terns of the Merger
Agreenment and the Sharehol ders' Agreenent relating to the Merger. See above -
Item 7. Major Sharehol ders and Rel ated Party Transactions - Related Party
Transactions - Agreenents Relating to the Merger. Under these agreenments Elron
and the Federmann G oup each appoints four nenbers to the Board. The Chairman of
the Board is appointed fromthe Federnmann G oup nom nees. The Articles of
Associ ation authorizes a maxi mumof 17 and a nini nrumof five directors. However,
unl ess ot herw se approved by the Board or a general sharehol ders neeting or
during an interimperiod following a director's resignation, there are 10
directors, including two External Directors as described in "External Directors"”
bel ow.

SUBSTI TUTE DI RECTORS. The Articles of Association provide that any
director may appoi nt another person to serve as a substitute director. A
substitute director nust be qualified under the Conpanies Law to serve as a
substitute director. If his or her appointnent is for nore than one neeting it
will be subject to the approval of the Board. Such person nmay not act as a
substitute director for nore than one director at the same tine. The sane rul es,
including conpensation, will apply to a substitute director as to the director
who appoi nted himor her, and the substitute director may participate in Board
and Board conmittee neetings in the same manner as the appointing director.
Subj ect to the Conpanies Law, a director who has appointed a substitute director
may revoke the appointnent at any tine. In addition, the office of a substitute
director will be vacated at any time that the office of the director who
appoi nted the substitute is vacated for any reason. Any appoi ntment or

revocation of the appointnment of a substitute director will be nade by notice in
witing to the substitute director and El bit Systens. The appoi ntnent or
revocation, as the case may be, will becone effective on the later of the date

of receipt of the above notice or the date fixed in the notice.

EXTERNAL DI RECTORS. Under the Conpanies Law publicly held Israeli
conpanies are required to appoint two "External Directors". Ampong other
requi rements, External Directors nust be unaffiliated
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with Elbit Systens and our controlling sharehol ders. External Directors serve
for a three-year termthat nay be extended for an additional three-year term
Any conmittee of the Board nust include at |east one External Director. Nathan
Sharony and Yaacov Lifshitz currently serve as an External Directors of Elbit
Systens, and their terns of office end in March 2005 and July 2006,
respectively.

| NTERNAL AUDI TOR AND AUDI T COWM TTEE. Publicly held Israeli conpanies
are required to appoint an internal auditor. The nain role of the internal
auditor is to exam ne whether the conpany's activities conply with the |aw,
integrity and orderly business procedure. Publicly held conpanies are al so
required to establish an audit committee of the Board of Directors. The audit
committee nust consist of at |east three directors qualified under the Conpanies
Law, including all External Directors. The audit committee and the internal
auditor operate in accordance with an audit conmmttee charter that provides the
framework for their functions. See above - Item 6. Directors, Senior Managenent
and Enpl oyees - Board Practices - Audit Conmmittee.

OFFI CE HOLDERS

The Conpani es Law specifies the duty of care and fiduciary duties that
an "Office Holder" owes to a conpany. An Office Holder is defined as a director,
general manager, chief business nmanager, executive vice president, vice
president or any other person who fulfills these functions wi thout regard to
that person's title or other manager directly under the general manager. Each
person listed above in Item6. Directors and Executive Oficers is an Ofice
Hol der of Elbit Systens.

Under the Conpanies Law, an O fice Holder's fiduciary duty includes
avoi ding any conflict of interest between the Oficer Holder's position in the
conpany and his or her personal affairs. The fiduciary duty also includes
avoi ding any conpetition with the conpany and avoi di ng expl oiting any busi ness
opportunity of the conpany in order to receive personal advantage for the Ofice
Hol der or others. Also, the Ofice Holder is required to disclose to the conpany
any information or docunents relating to the conpany's affairs that the Oficer
Hol der has received due to his or her position as an O fice Holder. Under the
Conpani es Law voting agreenents anong directors are considered a breach of
fiduciary duty. In addition, all conpensation arrangenents between the conpany
and O fice Hol ders who are not directors require approval of the Board.

APPROVAL OF CERTAI N TRANSACTI ONS

APPROVAL PROCEDURES. The Conpani es Law requires that certain
transactions, actions and arrangenents, mainly with related parties, be approved
as provided for in the Conpanies Law and in a conpany's articles of association
and in sonme cases by the audit commttee and by the board of directors.

Sonet i mes sharehol der approval is also required.

PERSONAL | NTEREST AND EXTRAORDI NARY TRANSACTI ONS. The Conpani es Law
requires that an Office Holder or a controlling sharehol der of a conpany
imedi ately disclose (and no later than the first board neeting the transaction
is discussed) any "Personal Interest"” that he or she may have and all related
material information known to himor her, in connection with any existing or
proposed transaction by the conpany. An Office Holder with a personal interest
in any such matter that is brought for approval of the audit conmittee or board
of directors may not be present at the neeting where the matter is being
approved and may not vote on the matter. "Personal Interest” also includes any
interest held by the Ofice Holder's spouse, siblings, parents, grandparents,
descendants, spouse's descendants and the spouses of any
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of them It also includes an interest by any corporation in which the Ofice

Hol der or his or her relative is a 5% or greater shareholder, director or
general manager or in which he or she has the right to appoint at |east one
director or the general manager. An "extraordinary transaction" is other than in
the ordinary course of business, other than on market terns, or is likely to
have a material inmpact on the conpany's profitability, assets or liabilities.

APPROVAL OF TRANSACTI ONS

The Conpani es Law requires approval by both the Audit Conmittee and the
Board for the followi ng transactions:

(1) extraordi nary transactions with an Ofice Holder or in which an
O fice Hol der has a Personal Interest;

(2) material actions or arrangenents that may otherw se be considered
a breach of fiduciary duty of an Ofice Hol der;

(3) terns of service of directors, including the grant of
indemni fication, exenption or insurance and terns of enploynent
of directors in other roles; or

(4) exenption frominsurance and i ndemification of O fice Hol ders.

Matters referred to in (3) may al so require sharehol der approval,
i ncludi ng, where applicable, a specified percentage of non-interested
shar ehol ders.

Extraordinary transactions with controlling sharehol ders or
extraordi nary transactions with another person in which the controlling
shar ehol der has a personal interest require approval by the audit comittee,
board of directors and general neeting of shareholders by a special nejority as
provi ded in the Conpanies Law.

I NSURANCE AND | NDEMNI FI CATI ON OF DI RECTORS AND OFFI CERS
I NSURANCE AND | NDEMNI FI CATI ON UNDER THE COWPANI ES LAW

The Conpani es Law pernmts a conpany to obtain an insurance policy
covering liabilities of Office Holders resulting froma breach of the Ofice
Hol der's duty of care to the conpany or to another person. This includes
liabilities fromthe breach of his or her fiduciary duty to the conmpany, to the
extent that the O fice Holder acted in good faith and had reasonabl e cause to
believe that the act would not prejudice the interests of the conpany. It also
covers nonetary liabilities charged against an O fice Holder while serving the
conpany.

The Conpani es Law al so allows a conpany to indemify an O fice Hol der,
in advance or retroactively, in connection with his or her activities as an
O fice Holder. This includes indemification for nonetary liability incurred
under a judgnent, including a settlenent or arbitration decision approved by a
court, in an action brought against the Office Holder by a third party. It also
includes reasonable litigation expenses, including attorneys' fees, incurred in
an action brought agai nst himor her by, or on
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behal f of, the conpany or others, or as a result of a crimnal charge of which
he or she was acquitted or for a crinminal charge for which he or she nay be
found guilty but that does not involve crimnal intent.

A conpany may not indemify an Ofice Holder or enter into an insurance
contract that woul d provide coverage for any nonetary liability incurred as a
result of the follow ng:

(1) a breach of fiduciary duty, except for a breach of a fiduciary
duty to the conpany while acting in good faith and having
reasonabl e cause to assune that such act woul d not prejudice the
interests of the conpany;

(2) a willful breach of the duty of care or reckless disregard for
the circunstances or to the consequences of a breach of the duty
of care;

(3) an act done with the intent to unlawfully realize a personal
gain; or

(4) a fine or nonetary penalty inposed for an of fense.
I NSURANCE AND | NDEMNI FI CATI ON UNDER THE ARTI CLES OF ASSOCI ATI ON

El bit Systens' Articles of Association allows for directors and
officers liability insurance, subject to the provisions of the Conpanies Law.
This insurance nay cover:

(1) a breach of his or her duty of care to Elbit Systems or to
anot her person;

(2) a breach of his or her fiduciary duty to Elbit Systens, provided
that the director or officer acted in good faith and had
reasonabl e cause to assune that his or her act would not harmthe
interests of Elbit Systens; or

(3) any ot her event for which insurance of a director or officer is
pernitted.

In addition, Elbit Systens' Articles of Association pernit
indemification, retroactively or in advance, of a director or officer against:

(1) a nonetary liability inposed on the director of officer in favor
of a third party under a judgnent, including a judgnent by way of
conprom se or a judgnent of an arbitrator approved by a court;

(2) reasonabl e expenses of the proceedings, including | awers fees,
expended by the director or officer or inposed on himor her by
the court for:

(a) proceedings issued against himor her by or on Elbit
Systens' behalf or by a third party;

(b) crimnal proceedings fromwhich the director or officer was
acquitted; or

(c) crimnal proceedings in which he or she was convicted but
that do not require proof of crimnal intent; or
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(3) any other liability or expense for which it is or may be
permi ssible to indemify a director or an officer.

However, any indemification so granted by Elbit Systens nmay not exceed
25% of Elbit Systens' consolidated equity as reflected in our |ast consolidated
annual financial statements published prior to the paynment of such
i ndemi fi cation.

The Articles of Association permt the grant of simlar indemification
to any person acting as a director or officer of another conpany in which Elbit
Systenms is directly or indirectly a shareholder or has any interest.

El bit Systens' sharehol ders approved the grant to nmenbers of our Board
of indemification letters reflecting the above conditions and limtations.
Simlar letters were also approved by the Board for grant to officers of Elbit
Syst ens.

In April 2004, a general neeting of Elbit Systems' sharehol ders
approved a framework resolution that allows Elbit Systens to purchase directors
and officers (D& liability insurance that neets the franework resolution's
ternms. The framework resol ution covers a five-year period beginning at the end
of the termof the current D& insurance policy in August 2004, and allows for
an aggregate increase of insurance coverage of up to $45, 000,000 (fromthe
current |evel of $30,000,000) for any year covered by the policy. The framework
resolution also allows for an increase of up to 25% per year in the D&O
insurance prem umup to a nmaxi mum aggregate of 125% of the current annual
premi um ($660, 000). The Audit Conmmittee and the Board must approve that any
purchase of D& insurance falls within the terns of the framework resol ution.

MATERI AL CONTRACTS

El bit Systens has not entered into material contracts since June 1,
2002, other than in the ordinary course of business.

EXCHANGE CONTROLS AND OTHER LI M TATI ONS AFFECTI NG SECURI TY HOLDERS

Non-residents of Israel may freely hold and trade our ordinary shares
under general and specific permits issued under the Israeli Currency Control
Law, 1978. Qur Menorandum of Association and Articles of Association do not
restrict the ownership of ordinary shares by non-residents of Israel. Neither
the Menorandum of Association and Articles of Association nor Israeli |aw
restrict the voting rights of non-residents.

Under the general pernit given through the Israeli Currency Control
Law, 1978, non-residents of Israel who buy our ordinary shares inside or outside
of Israel with any foreign currency are able to receive a nunber of types of
distributions in freely repatriable U. S. dollars or specified other currencies.
These distributions include dividends, proceeds fromthe sale of shares and any
amount s payabl e on the dissolution, |iquidation or w nding-up of Elbit Systemns.
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In the | ast several years, the Governnent of Israel liberalized its
policies regardi ng exchange controls and investnents in Israel and abroad.

TAXATI ON
GENERAL

The following is a sunmary of sone aspects of the current tax |aw
applicable to conpanies in Israel, with special reference to its effect on Elbit
Systens and our Israeli subsidiaries. The following also contains a discussion
of specified Israeli tax consequences to our sharehol ders and governnent
prograns fromwhich we and some of our Israeli subsidiaries benefit. To the
extent that the discussion is based on tax |egislation that has not been subject
to judicial or admnistrative interpretation, there can be no assurance that the
views expressed in the discussion will be accepted by the tax authorities in
question.

In 2002, the Israeli Parlianent approved a | aw enacting extensive
changes to Israel's tax law (the Tax Reform Legislation) generally effective
January 1, 2003. Anpbng the key provisions of the Tax Reform Legi sl ation are:

(i) changes which may result in the inposition of taxes on dividends and
interest received by an Israeli conpany fromits foreign subsidiaries;
and

(ii) the introduction of the "controlled foreign corporation" concept
according to which an Israeli conpany nay becone subject to Israeli
taxes on certain income of a non-lsraeli subsidiary if the
subsidiary's prinmary source of incone is passive incone (such as
interest, dividends, royalties, rental incone or capital gains).

An Israeli conpany that is subject to Israeli taxes on the incone of
its non-lsraeli subsidiaries will receive a credit for incone taxes paid or
withheld or that will be paid or withheld by the subsidiary in its country of
resi dence according to the conditions determned in the Israeli Tax Odinance.

The discussion is not intended, and should not be construed, as |egal
or professional tax advice and is not exhaustive of all possible tax
consi der ati ons.

EFFECTI VE CORPORATE TAX RATE. Generally, Israeli corporations are
subject to a 36% "Conpany Tax" (which rate maybe reduced to 35%in 2004). Elbit
Systems' income tax liability in Israel is based on our unconsolidated earnings
and such earnings of our Israeli-based subsidiaries. It is determined in NIS and
not in US. dollars. Tax liability of non-Israeli subsidiaries is determ ned
according to the law of their countries of residence. As a result, the tax
provision in Elbit Systens' consolidated financial statenments does not directly
relate to incone reported on these statenments. A portion of Elbit Systens'
Israeli operations have been granted "Approved Enterprise" status, as described
under "Investnment Law' bel ow. These operations are subject to taxation at
reduced rates applicable to those types of enterprises. In addition, they are
pernitted special adjustnents in conputing taxable income under the |ncone Tax
Law (I nflationary Adjustnents), 1985.

| NDUSTRY ENCOURAGEMENT. Under the Law for the Encouragenent of Industry
(Taxes), 1969, a conpany qualifies as an "Industrial Conpany" if it is resident

in Israel and at least 90% of its inconme in a given tax year, with sone
exceptions, cones from"Industrial Enterprises" owned by that conpany. An
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Industrial Enterprise is defined as an enterprise whose prinmary activity in a
particular tax year is industrial manufacturing activity. W believe Elbit
Systenms qualifies as an Industrial Conpany. The principal benefits of this
status are anortization of the cost of know how and patents, under certain
interpretations, deduction of expenses incurred in connection with a public

i ssuance of securities over a three-year period and an el ection under certain
conditions to file a consolidated tax return with additional related Israeli

I ndustrial Conpanies.

I NVESTMENT LAW

The Israeli Law for the Encouragenent of Capital Investnents, 1959
provides that a capital investment in eligible facilities approved by the Israel
I nvestment Center may be designated as an "Approved Enterprise". Each approval
for an Approved Enterprise relates to a specific investnent program The
approval s specify both the program s financial scope, including its capital
resources, and its physical characteristics, such as the equipnent to be
purchased and used under the program

An Approved Enterprise is entitled to several benefits, including
Israeli Governnent cash grants and tax benefits. The applicable tax benefits
relate only to taxable profits attributable to the specific Approved Enterprise.
As of Decenber 31, 2003, Elbit Systenms had four and El - had four active
approved prograns eligible for tax benefits. These prograns will expire during
the years 2004 to 2012.

CAPI TAL GAINS TO A COVPANY

Israeli law inposes a capital gains tax on the sale of capital assets.
The | aw di stingui shes between the real capital gain and the inflationary
surplus. The inflationary surplus accunul ated until Decenber 31, 1993 is taxed
at a rate of 10% Inflationary surplus accunul ated fromand after Decenber 31,
1993 is exenpt fromany capital gains tax. The real capital gain was taxed until
Decenber 31, 2002 at a rate of 36%for corporations.

Ef fective January 1, 2003, the real capital gains tax rate inposed on
the sale of capital assets acquired after that date has been reduced to 25%
Capital gains accrued from assets acquired before that date are subject to a
bl ended tax rate based on the relative periods of time before and after the date
that the asset was held as well as accunul ated depreci ation.

CAPI TAL GAINS TO A SHAREHOLDER

Ef fective January 1, 2003, so long as our ordinary shares are |listed on
a stock exchange the sale of these shares is subject to a blended tax in which
the portion of the gain accrued until Decenber 31, 2002 is exenpt fromlsraeli
capital gains tax, and the portion of the real gain accrued from January 1, 2003
until the date of sale is subject to a 15%tax. The real gain is based on the
di fference between the adjusted average value of the shares during the |ast
three trading days before January 1, 2003 (or the adjusted original cost if it
is higher than the adjusted average value) and the value of the shares at the
date of sale. In the later case, the capital loss that m ght be set off is the
di fference between the adjusted average val ue and the value of the shares at the
date of sale. In addition, since Elbit Systens ordinary shares are traded on the
TASE and Nasdaq, gains on the sale of ordinary shares held by non-Israeli
resident investors for tax purposes will generally be exenpt fromlsraeli
capital gains tax subject to the provisions of the Israeli tax |egislation.
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However, dealers in securities in Israel and conpani es taxed under the
Inflationary Adjustnment Law are taxed at regular tax rates applicable to
busi ness i ncone.

I NFLATI ONARY ADJUSTMENTS. The Incone Tax (Inflationary Adjustnents)
Law, 1985 attenpts to overcone sone of the problens of a tax systemeffected by
an econony experiencing rapid inflation. This was the case in Israel at the tine
the law was enacted. Generally, this |aw provides significant tax deductions and
adj ustnents to depreciation nethods, finance income and expenses and tax | oss
carry forwards to conpensate for |loss of value resulting froman inflationary
econony. Elbit Systens' taxable incone is determnm ned under this |aw. However,
due to low inflation during 2000 portions of this |law were tenporarily
suspended. | n 2001, the provisions of the | aw were re-inplenented since the
inflation during the year exceeded 3% |n 2002 inflation during the year
exceeded 6% In 2003 the inflation rate was a negative 1.9%

I NCOVE TAX FOR NON- RESI DENTS OF | SRAEL. Non-residents of Israel are
subject to a graduated income tax on income fromsources in Israel. On
di stributions of dividends other than bonus shares (stock dividends), the paying
conpany wi thhol ds at source incone tax at the rate of 25% unless a lower rate
is applicable under a double taxation treaty. Generally, dividends distributed
fromtaxabl e income accrued during the period of benefit of an Approved
Enterprise are taxable at the rate of 15%if the dividend is distributed during
the tax benefit period under the Investnent Law or within 12 years after the
period. (This limtation does not apply if the conpany qualifies as a foreign
investors' conpany according to the Investment Law.) These rates are the final
tax on dividends for individual and corporate non-residents and for individual
Israeli residents. Foreign residents who have Israeli derived incone for which
tax was w thheld at the source are generally exenpt fromthe duty to file tax
returns in Israel for such income. This includes incone fromlsraeli derived
interest, dividends and royalties.

I SRAELI TAX ON UNI TED STATES SHAREHOLDERS

Di vi dends paid by Elbit Systens to a sharehol der resident in the United
States are generally subject to withholding tax deducted at source in Israel.
Israel and the United States are parties to a tax treaty. Under the treaty, the
wi thhol ding tax rate on a dividend is normally 25% of the dividend anpunt, or
15% i n connection with an Approved Enterprise.

A U S. corporation would have a reduced withholding rate on dividends
if it were to own 10% or nore of Elbit Systens' voting shares under specified
conditions. The reduced w thholding tax rate on the dividend woul d be 12.5% The
U S. corporation nmust own at |east 10% of the voting shares during the portion
of Elbit Systens' tax year before the paynent of the dividend and during the
entire prior tax year. The reduced rate is also subject to two other conditions.
First, not nore than 25% of Elbit Systens' gross incone for the prior tax year
could consist of interest, other than interest received from banking, financing
or simlar businesses or fromcertain subsidiaries. Second, the dividend cannot
be derived fromincone during any period for which Elbit Systens is entitled to
the reduced tax rate applicable to an Approved Enterprise. In this case the
wi thhol ding tax rate would be 15%

Under the terns of the tax treaty, Israel may tax, subject to any
exenptions under Israeli |law, any capital gain realized by a sharehol der
resident in the United States on a sale of Elbit Systems' shares if the
shar ehol der owned, directly or indirectly, 10% or nore of Elbit Systens' voting
shares at any tinme during the 12-nonth period before the sale or the above
shar ehol der is an individual and was present in Israel for nore than 183 days
during the rel evant taxable year. However, according to a new amendment in the
Israeli Tax Ordinance, effective January 1, 2003, since Elbit Systens ordinary
shares are traded on the TASE and on Nasdaq, gains on the sale of ordinary
shares held by non-lsraeli resident investors for tax purposes will generally be
exenpt fromlsraeli capital gains tax, subject to the provisions of the Israeli
tax |egislation.
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Wth sone limtations, any Israeli tax withheld or paid for dividends
on ordinary shares generally will be eligible for credit against a U S.
sharehol der's U. S. federal incone tax liability. Such linmitations include
separate conputation rules limting foreign tax credits allowable for specific
classes of foreign source incone. The tax credits are linted to the
corresponding U. S. federal incone taxes otherw se payable for each such class of
income. Alternatively, a U'S. shareholder may elect to claima U S tax
deduction for such Israeli tax, but only for a year in which the U S
shar ehol der elects to do so for all foreign incone taxes.

This summary of taxation is based on existing treaties, |aws,
regul ations and judicial and adm nistrative interpretations. There can be no
assurance that any of these may not be anended or repeal ed, possibly with
retroactive effect, or that a tax authority may take a contrary position. Also,
this summary does not address the tax consequences that may be applicable to
speci fic persons based on their individual circunstances. It al so does not
address any state, local or other foreign tax consequences. A sharehol der shoul d
consult his or her own tax advisor as to the specific tax consequences of
purchasing, holding or transferring shares of Elbit Systens.

DOCUMENTS ON DI SPLAY

El bit Systens is subject to the informational requirenents of the
Securities Exchange Act of 1934, as anended. In accordance with these
requirements, Elbit Systenms files reports and other information with the SEC
These materials, including this Annual Report and its exhibits, may be inspected
and copied at the SEC s Public Reference Roomat 450 Fifth Street, N W,

Washi ngton, D.C. 20549 and at the SEC s regional office at 500 West Madi son
Street, Suite 1400, Chicago, Illinois 60661. Copies of the materials may be
obtai ned fromthe Public Reference Roomof the SEC at 450 Fifth Street, N W,
Washi ngton, D.C. 20549 at prescribed rates. The public may obtain information on
the operation of the Conmission's Public Reference Roomby calling the SEC in
the United States at 1-800-SEC 0330.

97

file//IC\TEMP\ view.htm

Page 100 of 202

form20f-12312003.txt, Seq: 100
File Page/Sheet: /

6/14/2004



EDGAR Easet+ 1.4a--, , Elbit Systems Ltd. --

Jenkens & Gilchrist Parker Chapin LLP Rev -() 06/14/2004 17:12:02
Elbit Systems Ltd. - Form 20-F (12/31/2003)

<PAGE>

| TEM 11. QUANTI TATI VE AND QUALI TATI VE DI SCLOSURE OF MARKET RI SK.

Wil e our functional currency is the U S. dollar, we also have sone
non-U. S. dollar or non-U'S. dollar Iinked currency exposure fromtine to time.
See above - Item 5. Operating Financial Review and Prospects - Managenent's
Di scussion and Analysis - Inpact of Inflation and Exchange Rates - Foreign
Currency Expenses.

Except when we view it necessary, we do not invest in derivative
financial instrunents or other narket risk sensitive instrunents. Therefore, we
do not believe that we are exposed to any material market risk with regard to
market risk sensitive instrunments.

| TEM 12. DESCRI PTI ON OF SECURI TI ES OTHER THAN EQUI TY SECURI Tl ES.

Not applicabl e.

| TEM 13. DEFAULTS, DI VI DEND ARREARAGES AND DELI NQUENCI ES.

Not applicabl e.

| TEM 14. MATERI AL MODI FI CATI ONS TO THE RI GHTS OF SECURI TY HOLDERS AND USE OF
PROCEEDS.

Not applicabl e.

| TEM 15. CONTROLS AND PROCEDURES

We mai ntain disclosure controls and procedures designed to ensure that
information required to be disclosed in our periodic filings with the SECis
recorded, processed, sunmarized and reported within the tine periods specified
in the SEC s rules and forns. These controls and procedures al so provide that
such information is accunmul ated and comuni cated to our managenent, i ncluding
our Chief Executive Oficer (CEOQ and Chief Financial Oficer (CFO, as
appropriate, to allow tinely decisions regarding required disclosure. In
desi gning and eval uating the disclosure controls and procedures, nanagenent
recogni zed that any controls and procedures, no matter how well designed and
operated, can provide only reasonabl e assurance of achieving the desired control
obj ectives. Al so, nanagenent necessarily was required to use its judgnent in
eval uating the cost to benefit relationship of possible disclosure controls and
procedures. Wthin 90 days prior to the date of this report, we performed an
eval uation of the effectiveness of the design and operation of our disclosure
controls and procedures. The evaluation was performed with the participation of
seni or managenment of maj or business areas and key corporate functions, and under
the supervision of the CEO and CFO. Based on the eval uation, our nanagemnent,
including the CEO and CFO, concluded that our disclosure controls and procedures
were effective. There have been no significant changes in our internal controls
or in other factors that could significantly affect internal controls after the
date we conpl eted the eval uation.
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| TEM 16.

ITEM 16. A - AUDIT COW TTEE FI NANCI AL EXPERT

Yaacov Lifshitz, a nenber of our Audit Conmittee, neets the criteria of
an "Audit Conmittee Financial Expert" under the applicable rules and regul ations
of the SEC, and his designation as the Audit Conmittee's Financial Expert has
been ratified by the Board. M. Lifshitz is "independent", as that termis
defined in the Nasdaq |isting standards.

I TEM 16. B - CODE OF ETHICS

W have adopted a code of business conduct and ethics that is
applicable to all our directors, officers and enpl oyees including our principal
executive, financial and accounting officers and persons performng simlar
functions. The code of ethics was approved by our Board and covers areas of
prof essi onal and business conduct. It is intended to pronpte honest and ethical
behavi or, including fair dealing and the ethical handling of conflicts of
interest. The code of ethics includes a "whistleblower" process to encourage
reports of violations. Qur code of ethics is posted on our website:
www. el bi t systens.com .

I TEM 16. C - PRI NCI PAL ACCOUNTANT FEES AND SERVI CES

In the annual general sharehol ders neeting held in August 2003, our
shar ehol ders reappoi nted Kost Forer Gabbay & Kasierer (Kost), a nenber of Ernst
& Young dobal (E&Y), to serve as our independent auditors. W paid to Kost and
other E&Y affiliates the following fees for professional services in each of the
last two fiscal years:

Year Ended Decenber 31
2003 2002

(U.S. dollars in thousands)

Audi t Fees $616 $556

Audi t - Rel at ed Fees $40 $46

Tax Fees $398 $159

Al O her Fees $54 $67

Tot al $1, 108 $828
99
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"Audit Fees" are the aggregate fees billed for the audit of our annual
financial statenents. This category also includes services generally provided by
the independent auditor, such as statutory audits required by the Ofice of the
Chief Scientist and other Israeli government entities, consents and assistance
with and review of docunents filed with the SEC. "Audit Rel ated Fees" are the
aggregate fees billed for assurance and rel ated services that are reasonably
related to the performance of the audit and are not reported under Audit Fees.
These fees include mainly accounting consultations regardi ng the accounting
treatment of matters that occur in the regular course of business, inplications
of new accounting pronouncenents and ot her accounting issues that occur from
tinme to time. "Tax Fees" are the aggregate fees billed for professional services
rendered for tax conpliance and tax advice, other than in connection with the
audit. Tax conpliance involves preparation of original and anended tax returns,
tax planning and tax advice. "OQther Fees" relate to pernissible services
provi ded by the independent auditors that do not fall into the three
above-nentioned categori es.

Qur Audit Conmittee has adopted a pre-approval policy for the
engagenent of our independent accountant to performpernmtted audit and
non-audit services. Under this policy, which is designed to assure that such
engagenents do not inpair the independence of our auditors, the Audit Conmmittee
pre-approves annually a range of specific audit and non-audit services in the
categories of Audit Service, Audit-Related Services, Tax Services and other
services that may be performed by our independent accountants, and the nmaxi mum
pre-approved fees that may be paid as conpensation for each pre-approved service
in those categories. Any proposed services exceedi ng the nmaxi num pre-approved
fees require specific approval by the Audit Conmttee.

| TEMS 16. D - EXEMPTI ONS FROM THE LI STI NG STANDARDS FOR AUDI T COW TTEES
Not yet applicable to Registrant.
| TEMS 16. E - PURCHASES OF EQUI TY SECURI TI ES BY THE | SSUER AND AFFI LI ATED
PURCHASERS

Neither Elbit Systems nor any affiliated purchaser purchased any of
Elbit Systens' equity securities during 2003.
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| TEM 17. FI NANCI AL STATEMENTS.
Not applicabl e.
| TEM 18. FI NANCI AL STATEMENTS.
See Financial Statenents attached.
| TEM 19. EXHI BI TS.
(a) Index to Financial Statenents
Page
I ndependent Auditors' Reports F-2
Consol i dat ed Bal ance Sheets at Decenber 31, 2002 and 2003 F-5
Consol i dated Statenents of |ncone F-7
Consol i dated Statenents of Sharehol ders' Equity F-8
Consol i dated Statenents of Cash Fl ows F- 10
Notes to Consolidated Financial Statenents F-12
Schedul e Il - Valuation and Qualifying Accounts S-1
(b) Exhi bits
1.1 El bit Systens' Menorandum of Association *
1.2 El bit Systens' Restated Articles of Association
4.1 Spi n-of f Agreenent anong Elbit Ltd., Elbit Medical |Inaging
Ltd. and Elbit Systens **
4.2 Technol ogy Assignnent and Cross License Agreenent anong
Elbit Ltd., Elbit Medical |nmaging Ltd.
and El bit Systens **
4.3 Lease Agreenent with Elbit Ltd. **
4.4 Mer ger Agreenent between Elbit Systens and El op El ectro-
Optics Industries Ltd. ***
4.5 Shar ehol ders Agreenent between Elron El ectronic |Industries
Ltd. and the Federnmann Group ***
4.6 Form of Registration Rights Agreement anong El bit Systens,
Elron and the Federmann Group ***
4.7 El bit Systens' Post Merger Stock Option Plan (Summary in
English) *
8.1 Li st of material subsidiaries and jurisdictions of
incorporation
10.1 Consent of Kost Forer Gabbay & Kasierer
31.1 Certification of Chief Executive Oficer of the Registrant

pursuant to Section 302 of the Sarbanes-Oxley Act of 2002.
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* *

* ok k

31.2 Certification of Chief Financial Oficer of the Registrant
pursuant to Section 302 of
the Sarbanes- Oxl ey Act of 2002.

32.1 Certification of Chief Executive Oficer of the Registrant
pursuant to Section 906 of the Sarbanes-Oxley Act of 2002.
32.2 Certification of Chief Financial Oficer of the Registrant

pursuant to Section 906 of the Sarbanes-Oxley Act of 2002.

Filed as an exhibit to Elbit Systens' Annual Report on Form 20-F (File
No. 0-28998) for the year ended Decenber 31, 2000, which was filed with
the Securities and Exchange Conmi ssion on April 5, 2001, and
incorporated herein by reference.

Filed as an exhibit to Elbit Systens' Registration Statement on Form
20-F (File No. 0-28998), which was filed with the Securities and
Exchange Commi ssion on Novenber 22, 1996, and incorporated herein by
reference.

Filed as an exhibit to Elbit Systens' Report on Form 6-K for February
2000, which was filed by Elbit Systens with the Securities and Exchange
Conmi ssion on March 6, 2000, and incorporated herein by reference.
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SI GNATURES

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

Dated: June 14, 2004
ELBI T SYSTEMS LTD.

By: /s/ Joseph Ackernan

Nanme: Joseph Acker man
Title: President and Chief Executive Oficer
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ELBI T SYSTEMS LTD. AND SUBSI DI ARl ES
SCHEDULE |1 - VALUATI ON AND QUALI FYI NG ACCOUNTS
(I'n thousands of U S. dollars)
<TABLE>
<CAPTI ON>
COLUW A COLUWN B COLUW C
Addi tions Charged to
Bal ance at Charged to Ct her
DESCRI PTI ON Begi nni ng Costs and Account s
----------- of Period Expenses (Descri be)
<S> <C <G

YEAR ENDED DECEMBER 31, 2003:

Deduct ed from Assets Accounts:

Al | owance for Doubtful Accounts...... 3,411 908
Provisions for Additional Wrk on

Systens and Products Delivered,

Warranties and Expected Losses....... 57, 395 20, 361

YEAR ENDED DECEMBER 31, 2002:

Deduct ed from Assets Accounts:

Al l owance for Doubtful Accounts...... 3,200 459
Provisions for Additional Wrk on

Systens and Products Delivered,

Warranties and Expected Losses....... 51, 132 34,541

YEAR ENDED DECEMBER 31, 2001:

Deduct ed from Assets Accounts:

Al l owance for Doubtful Accounts...... 2,957 270 --
Provisions for Additional Wrk on

Systens and Products Delivered,

Warranties and Expected Losses....... 44,019 31, 345 345(1)
</ TABLE>
(1) Acqui sition of subsidiaries

S-1
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COLUW D

Deduct i ons
(Descri be)

458

24,452

248

28, 278

27

24,577

COLUWN E

Bal ance at
End of
Peri od

3, 861

53, 304

3,411

57, 395

3,200

51,132
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* *

* ok ok

EXHI BI T | NDEX

1.1 El bit Systens' Menorandum of Association *
1.2 El bit Systens' Restated Articles of Association
4.1 Spi n-of f Agreement anong Elbit Ltd., El bit Medical |nmaging

Ltd. and Elbit Systens **

4.2 Technol ogy Assignnent and Cross License Agreenent anong
Elbit Ltd., Elbit Medical |nmaging Ltd.
and El bit Systens **

4.3 Lease Agreenent with Elbit Ltd. **

4.4 Mer ger Agreenent between Elbit Systens and Elop El ectro-
Optics Industries Ltd. ***

4.5 Shar ehol ders Agreenent between Elron El ectronic |Industries
Ltd. and the Federnmann Group ***

4.6 Form of Registration Rights Agreement anong El bit Systens,
Elron and the Federmann G oup ***

4.7 El bit Systens' Post Merger Stock Option Plan (Summary in
English) *

8.1 Li st of material subsidiaries and jurisdictions of

incorporation

Consent of Kost Forer Gabbay & Kasierer

Certification of Chief Executive Oficer of the Registrant

pursuant to Section 302 of

the Sarbanes- Oxl ey Act of 2002.

31.2 Certification of Chief Financial Oficer of the Registrant
pursuant to Section 302 of
the Sarbanes- Oxl ey Act of 2002.

32.1 Certification of Chief Executive Oficer of the Registrant
pursuant to Section 906 of
the Sarbanes- Oxl ey Act of 2002.

32.2 Certification of Chief Financial Oficer of the Registrant
pursuant to Section 906 of the Sarbanes-Oxley Act of 2002.

10.
31.

e

Filed as an exhibit to Elbit Systens' Annual Report on Form 20-F (File
No. 0-28998) for the year ended Decenber 31, 2000, which was filed with
the Securities and Exchange Conmi ssion on April 5, 2001, and
incorporated herein by reference.

Filed as an exhibit to Elbit Systens' Registration Statement on Form
20-F (File No. 0-28998), which was filed with the Securities and
Exchange Commi ssion on Novenber 22, 1996, and incorporated herein by
reference.

Filed as an exhibit to Elbit Systens' Report on Form 6-K for February
2000, which was filed by Elbit Systens with the Securities and Exchange
Conmi ssion on March 6, 2000, and incorporated herein by reference.
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CONSCLI DATED FI NANCI AL STATEMENTS
as of Decenber 31, 2003

(I'n U.S. dollars)
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ELBI T SYSTEMS LTD. AND | TS SUBSI DI ARI ES
CONSOLI DATED FI NANCI AL STATENMENTS
as of Decenber 31, 2003
(I'n U. S dollars)
CONTENTS
Page
REPORT OF | NDEPENDENT AUDI TORS 2 -4
CONSOLI DATED FI NANCI AL STATEMENTS
Consol i dat ed Bal ance Sheets 5-6
Consol i dated Statenents of Incone 7
Statenents of Changes in Shareholders' Equity 8 -9
Consol i dated Statenments of Cash Fl ows 10 - 11
Notes to the Consolidated Financial Statenents 12 - 58

HHEHHHREHRH

file//IC\TEMP\ view.htm

Page 110 of 202

form20f-12312003.txt, Seq: 110
File Page/Sheet: /

6/14/2004



EDGAR Easet+ 1.4a--, , Elbit Systems Ltd. --

Jenkens & Gilchrist Parker Chapin LLP Rev -() 06/14/2004 17:12:02
Elbit Systems Ltd. - Form 20-F (12/31/2003)

<PAGE>

[ ERNST & YOUNG LOGO|

REPORT OF | NDEPENDENT AUDI TORS
To the Sharehol ders of Elbit Systens Ltd.

We have audited the acconpanying consolidated balance sheet of Elbit Systens
Ltd. (the "Conpany") and its subsidiaries as of Decenber 31, 2003, and the
rel ated consolidated statenents of income, changes in shareholders' equity and
cash flows for the year ended Decenber 31, 2003. Qur audits also included the
financial statement schedule listed in the Index at Item 19a. These financi al
statenents and schedul e are the responsibility of the Conpany's nanagenent. CQur
responsibility is to express an opinion on these financial statenments and
schedul e based on our audit.

We conducted our audit in accordance with the standards of the Public Conpany
Accounting Oversight Board (United States). Those standards require that we plan
and performthe audit to obtain reasonabl e assurance about whether the financial
statenents are free of material misstatement. An audit includes exami ning, on a
test basis, evidence supporting the ampbunts and disclosures in the financial
statenents. An audit also includes assessing the accounting principles used and
significant estimtes nmade by managenment, as well as evaluating the overall
financial statenent presentation. We believe that our audit provides a
reasonabl e basis for our opinion.

I'n our opinion, the consolidated financial statenents referred to above, present
fairly, in all material respects, the consolidated financial position of the
Conpany and its subsidiaries as of Decenber 31, 2003, and the consolidated
results of their operations and cash flows for the year ended Decenber 31, 2003,
in conformity wth accounting principles generally accepted in the United
States. Also, in our opinion, the related financial statenment schedule, when
considered in relation to the basic financial statenents taken as a whole,
presents fairly in all material respects the information set forth therein.

As discussed in Note 2 to the consolidated financial statenents, effective

January 1, 2002, the Conpany adopted Statenent of Financial Accounting Standards
No. 142, "Goodwi || and O her |ntangible assets".

Kost Forer Gabbay & Kasierer
A nenber of Ernst & Young G obal

Hai fa, |srael
March 9, 2004

file//IC\TEMP\ view.htm

Page 111 of 202

form20f-12312003.txt, Seq: 111
File Page/Sheet: /

6/14/2004



EDGAR Easet+ 1.4a--, , Elbit Systems Ltd. --

Jenkens & Gilchrist Parker Chapin LLP Rev -() 06/14/2004 17:12:02
Elbit Systems Ltd. - Form 20-F (12/31/2003)

<PAGE>
[ ERNST & YOUNG LOGO|

REPORT OF | NDEPENDENT AUDI TORS

To the Sharehol ders of Elbit Systens Ltd.

We have audited the acconpanying consolidated balance sheet of Elbit Systens
Ltd. (the "Conpany") and its subsidiaries as of Decenber 31, 2002, and the
rel ated consolidated statenents of operations, changes in shareholders' equity
and cash flows for the year then ended. These financial statenents are the
responsi bility of the Conpany's managenent. Qur responsibility is to express an
opinion on these financial statenents based on our audits. The financial
statements of Elbit Systens Ltd. As of Decenber 31, 2001 and for the year then
ended were audited by other auditors who have ceased operations as a foreign
associated firmof the Securities and Exchange Conm ssion Practice Section of
the American Institute of Certified Public Accountants and whose report dated
March 24, 2002, expressed an unqualified opinion on those statenents.

We conducted our audits in accordance with auditing standards generally accepted
in the United States. Those standards require that we plan and performthe audit
to obtain reasonable assurance about whether the financial statements are free
of material msstatenent. An audit includes exam ning, on a test basis, evidence
supporting the anpbunts and disclosures in the financial statenents. An audit
al so includes assessing the accounting principles used and significant estimtes
made by managenent, as well as evaluating the overall financial statenent
presentation. W believe that our audits provide a reasonable basis for our
opi ni on.

I'n our opinion, the consolidated financial statements referred to above, present
fairly, in all material respects, the consolidated financial position of the
Conpany and its subsidiaries as of Decenmber 31, 2002 and the consolidated
results of their operations and cash flows fro the year then ended in conformty
with accounting principles generally accepted in the United States.

As discussed in Note 2 to the consolidated financial statenments, the Conpany
adopted the provisions of Statenent of Financial Accounting Standards No. 141,
Busi ness Conbinations, and No. 142, Goodwill and Other Intangible Assets,
effective January 1, 2002.

LUBCSHI TZ KASI ERER
AN AFFI LI ATE MEMBER OF ERNST & YOUNG | NTERNATI ONAL

Hai fa, |srael
March 10, 2003
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This is a copy of the previously issued |ndependent Public Account's report of
Arthur Andersen. The report has not been reissued by Arthur Andersen.

REPORT OF | NDEPENDENT PUBLI C ACCOUNTANTS

To the Sharehol ders of

ELBI T SYSTEMS LTD.

We have audited the acconpanying consolidated balance sheets of Elbit Systens
Ltd. and its subsidiaries as of Decenber 31, 2001 and 2000 and the rel ated
consol i dated statenents of operations, changes in shareholders' equity and cash
flows for each of the three years in the period ended Decenber 31, 2001. These
financial statenents are the responsibility of the Conpany's nanagenent. Qur
responsibility is to express an opinion on these financial statenents based on
our audits.

We conducted our audits in accordance with auditing standards generally accepted
in the United States. Those standards require that we plan and performthe audit
to obtain reasonable assurance about whether the financial statements are free
of material msstatenent. An audit includes exam ning, on a test basis, evidence
supporting the ampbunts and disclosures in the financial statenments. An audit
al so includes assessing the accounting principles used and significant estimtes
made by managenent, as well as evaluating the overall financial statenent
presentation. W believe that our audits provide a reasonable basis for our
opi ni on.

I'n our opinion, the consolidated financial statenents referred to above present
fairly, in all material respects, the consolidated financial position of Elbit
Systenms Ltd. and its subsidiaries as of Decenber 31, 2001 and 2000, and the
results of its operations and its cash flows for each of the three years in the
period ended Decenber 31, 2001, in conformity wth accounting principles
generally accepted in the United States.

Luboshi tz Kasi erer
Arthur Andersen

Hai fa, |srael
March 24, 2002
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<TABLE>

CONSOLI DATED BALANCE SHEETS

U. S. dollars (In thousands)

<CAPTI ON\>

<S>

CURRENT ASSETS:

Cash and cash equival ents

Short-term bank deposits

Trade receivabl es, net

O her receivabl es and prepai d expenses
Inventories, net of advances

Total current assets

| NVESTMENTS AND LONG- TERM RECEI VABLES

Investments in affiliated conpani es and
par t ner ship

I nvestments in other conpanies

Long-term trade receivabl es

Long-term bank deposits and | oan

Severance pay fund

PROPERTY, PLANT AND EQUI PMVENT,
NET

OTHER ASSETS, NET
Goodwi | |
Know- how and ot her intangible assets, net

The acconpanying notes are an integral part of the consolidated financial

</ TABLE>
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(3)
(%)

(8)

(9)

ELBI T SYSTEMS LTD. AND | TS SUBSI DI ARl ES

$ 1,023,736

Decenber 31,

2003 2002

<C <C
$ 76, 156 $ 76, 280
690 1, 650
203, 281 225,773
48, 363 42,698
249, 225 220, 399
577,715 566, 800
26, 478 21, 947
11, 745 11, 104
393 20, 859
1,954 3, 686
76, 218 67,024
116, 788 124, 620
229, 221 202, 961
32,576 32,162
67, 436 73,607
100, 012 105, 769

$ 1,000, 150

statenents
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<TABLE>

CONSOLI DATED BALANCE SHEETS

U S dollars (In thousands, except per share data)

<S>

CURRENT LI ABI LI TI ES:

Short-term bank credit and | oans

Current nmaturities of long-termloans

Trade payabl es

O her payabl es and accrued expenses

Cust oners advances and anpunts in excess of
costs incurred on contracts in progress

Total current liabilities

LONG TERM LI ABI LI Tl ES:
Long-term | oans
Advances from custoners
Deferred income taxes
Accrued severance pay

COWMM TMENTS AND CONTI NGENT
LI ABI LI TIES

M NORI TY | NTERESTS

SHAREHOLDERS' EQUI TY
Share capital

Ordinary shares of New Israeli Shekels (N'S)
1 par val ue;

Aut hori zed - 80, 000, 000 shares as of
Decenber 31, 2003 and 2002;

| ssued - 39, 746, 125 and 39, 212, 328 shares as
of Decenber 31, 2003 and 2002, respectively;

Qut standi ng - 39, 337,304 and 38, 803, 507
shares as of Decenber 31, 2003 and 2002,
respectively

Addi tional paid-in capital

Accurul at ed ot her conprehensive |oss

Ret ai ned ear ni ngs

Treasury shares - 408,821 shares as of
Decenber 31, 2003 and 2002

Rev -() 06/14/2004 17:12:02

(14, 2N

(13)
(12)

(16)

(17)

ELBI T SYSTEMS LTD. AND I TS SUBSI DI ARl ES

$ 8, 509 $
6,818
107, 545
156, 527

62,038

7,592
24,916
93, 979

11, 273
259, 033
(3,992)
190, 086

$ 1,023,736 $

141, 304

106, 467

73,173
40, 411
24,735
84,973

11, 154
248, 387

(2,882)
159, 023

(4,321)

1, 000, 150

The acconpanying notes are an integral part of the consolidated financial statenents

</ TABLE>
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<TABLE>

CONSOLI DATED STATEMENTS OF | NCOVE

U S dollars (In thousands, except per share data)

<S>
Revenues
Cost of revenues

Goss profit
Research and devel opnent costs, net

Marketing and selling expenses
General and adnministrative expenses

Operating income

Fi nanci al expenses, net
QG her inconme (expenses), net

I ncone before taxes on incone
Taxes on incone

Equity in net earnings (losses) of affiliated conpanies and

partnership

Mnority interests in |osses (earnings) of
subsidiaries
Net incone

Ear ni ngs per share

Basi c net earnings per share

Di |l uted net earnings per share

The acconpanying notes are an integral
</ TABLE>
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Not e

<<
(18)

(19)

(20)
(21)

(15)

(179

ELBIT SYSTEMS LTD. AND I TS SUBSI DI ARl ES

Year ended Decenber 31,

2003 2002 2001
<C <C <C
$897, 980 $827, 456 $764, 501
673,561 605, 313 553, 957
224,419 222,143 210, 544
54,919 57,010 58, 759
69, 943 65, 691 54, 876
46, 077 41, 651 43, 216
170, 939 164, 352 156, 851
53, 480 57,791 53, 693
(4,870) (3, 035) (2,617)
903 (462) 774
49,513 54,294 51, 850
11, 334 9, 348 11, 003
38, 179 44,946 40, 847
7,209 675 (598)
557 (508) 547
$ 45,945 $45, 113 $40, 796
.18 $ 1.17 $ 1.07
$ 14 $ 1.13 $ 1.04
statenents

part of the consolidated financial
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<TABLE>

STATEMENTS OF CHANGES | N SHAREHOLDERS' EQUITY

U S. dollars (In thousands,

<CAPTI ON\>

<S>

Bal ance as of January 1, 2001
Exerci se of options
Tax benefit in respect of options

exer ci sed

Adj ustment to capital
Anortization of stock based

conpensation

Purchase of treasury shares

Di vi dends paid
Net i ncone

Bal ance as of

Exerci se of options
Tax benefit in respect of options

exerci sed

Anortization of stock based

conpensati on
Di vi dends paid

Conpr ehensi ve incone (loss):
M ni num pension liability

Net incone

Total conprehensive incone

Bal ance as of Decenber 31, 2002

<CAPTI ON\>

<S>

Bal ance as of January 1,
Exerci se of options
Tax benefit in respect of options

exerci sed

Adj ustment to capital
Anortization of stock based

conpensati on

Purchase of treasury shares

Di vi dends pai d
Net incone

Total conprehensive incone

Bal ance as of

exer ci sed

Anortization of stock based

conpensati on
Di vi dends paid

Conpr ehensi ve incone (loss):
M ni num pension liability

Net incone

Total conprehensive inconme

Bal ance as of Decenber 31, 2002

The acconpanyi ng notes

</ TABLE>
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Decenber 31, 2001
Exerci se of options
Tax benefit in respect of options

per share data)

Number of
out st andi ng
shares

<C
37,811, 398
585, 860

(66,98&)

38, 330, 272
473, 235

Ret ai ned
ear ni ngs

<C
$ 97,963

(12, 132)
40, 796

126, 627

(12,71})

are an integral part of the consolidated financial

Rev -() 06/14/2004 17:12:02

Share
capital

$ 11,154

Addi ti onal
paid-in
capital

$ 235,462
3,162

1,363
(3,874)

8,512

244,625
4,040

648

(926)

$ 248,387

Treasury
shares

<C
$ (3,613)

- 8-

Tot al
shar ehol der s’
equity

<C
$ 340,728
3,300

1,363
(3,874)

8,512
(708)
(12, 132)
40, 796

377,985
4,140

648

(926)
(12, 717)

(2,882)
45,113

ELBI T SYSTEMS LTD. AND | TS SUBSI DI ARl ES

Accunul at ed
ot her

conpr ehensi ve

| oss

Total ot her
conpr ehensi ve
incone

$ (2, 882)
45,113

statenents
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<TABLE>

STATEMENTS OF CHANGES | N SHAREHOLDERS' EQUI TY (CONT.)
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ELBI T SYSTEMS LTD. AND I TS SUBSI DI ARl ES

U S. dollars (In thousands, except per share data)

<CAPTI ON\>

<S>

Bal ance as of Decenber 31, 2002

Exerci se of options

Tax benefit in respect of
options exercised

Arortization of stock based
conpensati on

Di vi dends paid

Conpr ehensi ve incone (loss):

Unreal i zed gains on derivative
instrunments

Foreign currency translation differences

M ni num pension liability

Net incone

Total conprehensive inconme

Bal ance as of December 31, 2003

Accurul at ed ot her conprehensive |oss

Accurul ated gains on derivative instruments
Accurul ated foreign currency translation differences
Accunul at ed ni ni mum pension liability

Accurul at ed ot her conprehensive |oss
as of Decenber 31, 2003

<CAPTI ON\>

Ret ai ned
ear ni ngs

<S> <C
Bal ance as of Decenmber 31, 2002
Exerci se of options
Tax benefit in respect of
options exercised
Anortization of stock based
conpensati on
Di vi dends paid
Conpr ehensi ve incone (loss):
Unreal i zed gains on derivative
instrunments
Foreign currency translation differences
M ni num pension liability

Number of
out st andi ng
shares

<C
38, 803, 507
533, 797

39, 337, 304

Shar e
capital

$ 11, 154
119

$ 11, 273

Addi ti onal
paid-in
capital

$ 248, 387
5, 147

758

4,741

$ 259, 033

Accumul at ed
ot her
conpr ehensi ve
| oss

$ (3,992)

Treasury
shares

$ 159, 023 $ (

(14, 88-2)

Net incone 45, 945

Total conprehensive incone

Bal ance as of Decenber 31, 2003

The acconpanying notes are an integral

</ TABLE>
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<C
$ 411, 361

Tot al
shar ehol ders
equity

5, 266
758

4,741

(14, 882)

(578)
340
(872)

45, 945

part of the consolidated statenents.

Tot al
conpr ehensi ve

ot her

i ncone

$ (578)
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CONSOLI DATED STATEMENTS OF CASH FLOWS
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ELBI T SYSTEMS LTD. AND I TS SUBSI DI ARl ES

U S. dollars (In thousands)

<S>
CASH FLOAS FROM OPERATI NG ACTI VI TI ES
Net incone

Adj ustnments required to reconcile net incone to net cash provided by

operating activities:
Depreci ation and anortization
Anortization of deferred stock based conpensation
Deferred i ncone taxes, net
Accrued severance pay, net
Gain (loss) on sale of property, plant and equi pnent
Tax benefit in respect of options exercised
Mnority interests in earnings (losses) of subsidiaries
Equity in net |osses (earnings)
di vi dend received (*)
Changes in operating assets and liabilities:

of affiliated conpanies and partnership, net of

Decrease (increase) in short and | ong-termreceivabl es and prepai d expenses

Increase in inventories

Increase (decrease) in trade payable, other payables and accrued expenses

I ncrease (decrease) in advances received from custoners

Settlement of royalties with the Office of the Chief Scientist

Ct her adj ustnents

Net cash provided by operating activities

CASH FLOAS FROM | NVESTI NG ACTI VI Tl ES
Purchase of property, plant and equi pnent

I nvestment grants received for property, plant and equi pnent

Acqui sition of subsidiaries and businesses (Schedule A)
Investments in affiliated conpanies and subsidiaries
Proceeds from sale of property, plant and equi pnent
Grant of long-termloan

Repayment of |ong-term | oan

Repayment of short-term | oan

Investment in |ong-termbank deposits

Proceeds from sale of |ong-term bank deposits
Short-term bank deposits, net

Net cash used in investing activities

CASH FLOAS FROM FI NANCI NG ACTI VI TI ES
Proceeds from exerci se of options
Repaynment of long-termcredit for purchase of a building
Purchase of treasury shares
Repaynment of |ong-term bank | oans
Proceeds from | ong-term bank | oans
Di vi dends pai d
Change in short-termbank credit and |oans, net

Net cash used in financing activities
NET | NCREASE ( DECREASE) | N CASH AND CASH EQUI VALENTS
CASH AND CASH EQUI VALENTS AT THE BEG NNI NG OF THE YEAR
CASH AND CASH EQUI VALENTS AT THE END OF THE YEAR

(*) Dividend received

The acconpanying notes are an integral

</ TABLE>
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Year ended Decenber 31,

2003 2002 2001
<C <C <C
$ 45,945 $ 45,113 $ 40,796
37, 890 32,937 32, 865
4,741 (926) 8,512
35 (5, 620) (2, 694)
(1, 240) 6, 260 (633)
(915) 743 (327)
758 648 1, 363
(557) 508 (547)
(4, 995) (675) 598
45, 297 58, 554 (9, 963)
(38, 651) (55, 106) (72, 165)
32, 147 (19, 321) 37,004
(27, 855) 42,999 6, 489
(1,581) 9,197 -
337 683 (117)
91, 356 115, 994 41,181
(61, 287) (46, 003) (45, 244)
- 119 1,334
(2,458) (5, 280) (3, 344)
(1, 049) (1, 681) (801)
5,815 956 3,010
- (714) -
2,400 - -
- 1,371 -
(1, 750) (1, 228) (1,872)
3,568 1, 689 2,322
960 (204) (57)
(53, 801) (50, 975) (44, 652)
5, 266 4,140 3, 300
- - (3, 000)
- - (708)
(27, 066) (3, 249) (13, 049)
10, 000 2,233 25, 444
(14, 882) (12, 717) (12, 132)
(10, 997) (19, 729) (6,517)
(37, 679) (29, 322) (6, 662)
(124) 35, 697 (10, 133)
76, 280 40, 583 50, 716
$ 76,156 $ 76,280 $ 40,583
$ 2,214 $ - $ -

part of the consolidated financial statenents.

-10-
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CONSOLI DATED STATEMENTS OF CASH FLOAS ( CONT.)
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ELBI T SYSTEMS LTD. AND | TS SUBSI DI ARl ES

U S. dollars (In thousands)
<CAPTI ON>

<S>

SUPPLEMENTAL CASH FLOWS | NFORVATI ON:
Cash paid during the year for:
I ncome taxes

I nterest

SCHEDULE A:
Subsi di ari es and busi nesses acquired (*)

Estinmated net fair value of assets acquired and liabilities

of acquisition was as follows:

Wor ki ng capital deficiency (excluding cash and cash equival ents)

Property, plant and equi pnent

Goodwi | I, knowhow and ot her intangible assets
Def erred income taxes

Long-termliabilities

M nority interest

Less short-termdebt incurred on acquisition

(*) AEL in 2001 (see Note 1C). Defense systenms division of Elron Tel esoft
in 2002 (see Note 1D). |In 2003 OP (see Note 1E) and AD& (see Note

1F).

The acconpanying notes are an integral

</ TABLE>
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assunmed at the date

part of the consolidated financial

2003 2002
<C <G
$ 14,666
$ 4,034
$ 657 $ -
(249) (275)
(1,334) (5,078)
(1, 765) -
198 -
35 -
(2,458) (5,353)
- 73
$ (2,458) $ (5, 280)
statenents.

$ 888
(1, 886)
(3, 800)

1, 454
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ELBI T SYSTEMS LTD. AND I TS SUBSI DI ARl ES

NOTES TO THE CONSCLI DATED FI NANCI AL STATEMENTS

U S. dollars (In thousands)
Note 1 - GENERAL

A El bi t Syst ens Lt d. (the " Conpany") is an Israeli
corporation, 30%owned by the Federmann G oup and 20% owned
by Elron Electronic Industries Ltd. ("Elron"). The Conpany's
shares are traded on the Tel Aviv Stock Exchange and on the
Nasdag National Market in the United States. The Conpany and
its subsidiaries (the "Goup") are engaged nmainly in the
field of defense electronics. The Conmpany's principal wholly
owned subsi di ari es are EFW Inc. ("EFW) and El op
El ectro-Optics Industries Ltd. ("El -Op").

B. A nmajority of the Goup's revenues were derived in recent
years fromdirect or indirect sales to governments or to
governnent agencies. As a result, a substantial portion of
the Goup's sales is subject to the special risks associated
with sales to governments or to governnent agencies. These
risks include, anong others, the dependency on the resources
al l ocated by governnents to defense programs, changes in
gover nment al priorities and changes in gover nnent al
approval s regarding export licenses required for the G oup
products and for its suppliers. As for a mmjor custoner
refer to Note 18C.

C. In 2001, the Conpany acquired a 62.5% interest in
Aeroel etronica - Industria de Conponentes Avionicos S. A
("AEL"), a Brazilian conpany located in Porto Alegre, for
approximately $3,450 in cash. In July 2002, the Conmpany
acquired the remaining 37.5% interest for an additional $900
in cash. The consideration paid included approximtely
$1,200 held in escrow, pending final resolution of certain
liabilities and contingencies of AEL to be resolved over a
period of five years follow ng the acquisition. The excess
of cost over the fair value of net liabilities acquired of
approxi mately $6,700 was allocated to land ($1,200) and
identifiable intangible assets (%$5,500), to be anortized
over a period of 8 years.

AEL serves as a center for the production and |ogistics
support of defense electronics for prograns in Brazil.

The results of AEL's operations have been included in the
consol i dat ed financial statenents from the date of
acqui sition.

Pro forma information in accordance wth Statenent of

Fi nanci al Accounti ng St andar ds No. 141 " Busi ness
Conbi nations" ("SFAS No. 141") has not been provided, since
the revenues and net income of AEL were not nmterial in

relation to total consolidated revenues and net incone for
the year 2001.

-12-
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ELBI T SYSTEMS LTD. AND I TS SUBSI DI ARl ES

NOTES TO THE CONSOLI DATED FI NANCI AL STATEMENTS ((CONT. )

U S. dollars (In thousands)

Note 1 - GENERAL ( Cont .)

D.

I'n January 2002, the Conpany acquired fromEl ron Telesoft
Inc. and its subsidiaries ("Elron Telesoft") the assets and
the business of the Defense Systenms Division of Elron
Tel esoft ("the Government Division") in consideration for
$5,700 in cash. The excess of the purchase price over the
fair value of net tangible assets acquired in the anpbunt of
approxi mately $5,100 was allocated to technology and other
intangi ble assets to be anortized over a weighted average
period of 3 years.

The Government Division is engaged mainly in the devel opnent
of communi cation systens, information technology and inage
intelligence processing for def ense and mlitary
applications.

The results of the Government Division have been included in
the consolidated financial statenments fromthe first quarter
of 2002.

Pro forma information in accordance w th SFAS No. 141 has
not been provided, since the revenues and net incone of the
Governnent Division were not material in relation to total
consol i dated revenues and net incone for the years 2001 and
2002.

I'n June 2003, the Conpany (through EI-Op) acquired all of
the outstanding Ordinary shares of Optronics Instrunments &
Products N.V. (O1I1.P.), a conpany registered in Belgium in
consideration for $1,846 in cash. The acquisition was
accounted for by the purchase nethod of accounting.

O |.P. devel ops, manufactures and supports electro-optical
products, mainly for the defense and space narkets.

The followi ng table summarizes the fair values of the assets

acquired and liabilities assuned at the date of acquisition

as estimated by the Conpany:

Current assets $ 6,896

Property and equi prent

Deferred tax assets
Total assets acquired

Current liabilities

Net assets acquired

The results of O1.P.'s operations have been included in the
consol i dat ed financial statenments from the date of
acqui sition.

-13-
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U S. dollars (In thousands)
Note 1 - GENERAL ( Cont.)

Pro forma information in accordance w th SFAS No. 141 has
not been provided, since the revenues and net inconme of
OI.P. were not material in relation to total consolidated
revenues and net incone for the years 2001, 2002 and 2003.

F. In July 2003, the Conpany acquired approximtely 54% of the
outstanding shares of Aero Design Devel opnent Ltd. ("AD&D")
an Israeli conpany in consideration for $1,406 in cash. The
acquisition was accounted for by the purchase nethod of
accounti ng.

AD&D devel ops, nmanufactures and builds airborne nodels and
ot her engi neered products.

The purchase price over the fair value of net tangible
assets acquired in the anount of approximately $1, 334 was
allocated to knowhow ($1,000) to be anortized by the
straight-line nethod over a period of 10 years and to
goodwi || ($334).

The follow ng table sunmarizes the fair values of the assets
acquired and liabilities assuned at the date of acquisition
as estimated by the Conpany:

Current assets $ 604
Property and equi pnent 81
Know how and goodwi | | 1,334
Deferred tax assets 65

Total assets acquired 2,084
Current liabilities (445)
Long-termliabilities (198)
Mnority interest (35)
Net assets acquired $ 1, 406

The results of AD&D.'s operations have been included in the
consol i dat ed financial statenents from the date of
acqui sition.

Pro forma information in accordance w th SFAS No. 141 has
not been provided, since the revenues and net incone of AD&
were not material in relation to total consolidated revenues
and net income for the years 2001, 2002 and 2003.

-14-

file//IC\TEMP\ view.htm

Page 123 of 202

form20f-12312003.txt, Seq: 123
File Page/Sheet: /

6/14/2004



EDGAR Easet+ 1.4a--, , Elbit Systems Ltd. --

Jenkens & Gilchrist Parker Chapin LLP Rev -() 06/14/2004 17:12:02
Elbit Systems Ltd. - Form 20-F (12/31/2003)

<PAGE>

ELBI T SYSTEM5 LTD. AND I TS SUBSI DI ARl ES

NOTES TO THE CONSOLI DATED FI NANCI AL STATEMENTS ( CONT. )

U S. dollars (In thousands)
Note 2 - SI GNI FI CANT ACCOUNTI NG PCLI Cl ES

The consolidated financial statements have been prepared in
accordance with generally accepted accounting principles in the
United States ("U S. GAAP"). As applicable to the consolidated
financi al st atenent s of the G oup, such principles are
substantial ly identical to accounting principles general ly
accepted in Israel, except as described in Note 23.

A USE COF ESTI MATES

The preparation of financial statements in conformity with
general ly accepted accounting principles requires managenent
to make estimates and assunptions that affect the anpunts
reported and disclosure of contingent assets and liabilities
in the financial statenents and acconpanying notes. Actual
results could differ fromthose estinates.

B. FI NANCI AL STATEMENTS I N U. S. DOLLARS

The Conpany's revenues are generated nmainly in U S. dollars.
In addition, npst of the Conpany's costs are incurred in
U S. dollars. The Conpany's nanagenent believes that the
US dollar is the primry currency of the econonic

environnent in which the Conpany operates. Thus, the
functional and reporting currency of the Conpany is the U. S.
dol | ar.

Transactions and balances originally denomnated in US.
dollars are presented at their original anpunts. Transaction
and bal ances in other currencies have been reneasured into
U 'S. dollars in accordance with principles set forth in SFAS
No. 52 "Foreign Currency Translation". Al exchange gain and
| osses fromthe remeasurenent nmentioned above are reflected
in the statement of incone in financial inconme or expenses.

For those foreign subsidiaries whose functional currency has
been determined to be other than the U S. dollar, assets and
liabilities are translated at year-end exchange rates and
statenment of incone itens are translated at average exchange
rates prevailing during the vyear. Such transl ation
adj ustnents are recorded as a separate conponent  of
accumul ated other conprehensive income in sharehol ders'
equity.
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ELBI T SYSTEM5 LTD. AND I TS SUBSI DI ARl ES

NOTES TO THE CONSOLI DATED FI NANCI AL STATEMENTS ( CONT. )

U S. dollars (In thousands)

Note 2 - SI GNI FI CANT ACCOUNTI NG PCLI CI ES ( CONT. )

C.

PRI NCI PLES OF CONSQOLI DATI ON

The consolidated financial statenents include the accounts
of the Conpany and its whol |y and maj ority-owned
subsi di ari es.

The consolidated subsidiaries include El -Op, EFWand ot her
Israeli and non-lsraeli subsidiaries.

I nterconpany transacti ons and bal ances including profit from
interconpany sales not yet realized outside the G oup have
been el i m nated upon consolidation.

CASH EQUI VALENTS

Cash equivalents, are short-termhighly liquid investnents
that are readily convertible to cash with maturities of
three nonths or less at the date of acquisition.

SHORT- TERM BANK DEPGSI TS

Short-term bank deposits are deposits wth maturities of
nore than three nonths but Iless than one year. The
short-term bank deposits are presented at their cost.

I NVENTORI ES

I nventories are stated at the Jlower of cost or net
realizable value. |Inventory wite-offs are provided for
slow-noving itens or technological obsolescence for which
recoverability is not probable.

Cost is determi ned as follows:

- Raw material s using the average cost nethod.

- Costs incurred on long-term contracts in progress
represent recoverable costs incurred for production,
al |l ocabl e operating overhead and, where appropriate,
research and devel opnent costs (refer to Note 2Q).

Advances from custoners are allocated to the applicable

contract inventories and are reflected as an offset against
the related inventory bal ances.
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ELBI T SYSTEMS LTD. AND I TS SUBSI DI ARl ES

NOTES TO THE CONSOLI DATED FI NANCI AL STATEMENTS ((CONT. )

U S. dollars (In thousands)

Note 2 - SI GNI FI CANT ACCOUNTI NG POLI CI ES (CONT. )
G I NVESTMENT | N AFFI LI ATED COVPANIES, PARTNERSHI P AND OTHER
COVPANI ES

Investments in non-marketable shares of conpanies in which
the Group holds Iess than 20% and the Group does not have
the ability to exercise significant influence over operating
and financial policies of the conpanies are recorded at the
| ower of cost or estimated fair val ue.

Investments in conpanies and partnership over which the
Group can exercise si gni ficant influence (generally,
entities in which the Goup holds between 20% and 50% of
voting rights) are presented using the equity nethod of
accounting. Profits on interconpany sales, not realized
outside the Group, were elimnated. The Goup discontinues
applying the equity method when its investnent (including
advances and loans) is reduced to zero and it has not
guar ant eed obl i gations of the affiliate or otherw se
committed to provide further financial support to the
affiliate.

Certain investnents are accounted for under the hypothetical
liquidation nmethod. For these investnents, the Goup applies
Emergi ng | ssues Task Force ("EITF 99-10"), "Percentage Used
to Determne the Anbunt of Equity Method Losses", according
to which the Group recognizes equity nethod | osses based on
the ownership level of the particular investee security or
loan held by the Group to which the equity nmethod | osses are
bei ng appli ed.

The Group's investnents in affiliates are reviewed for
i mpai rment whenever events or changes in circunstances
indicate that the carrying anmount of an investnent nmay not
be recover abl e. As of Decenber 31, 2003, based on
managenent's nmost recent anal yses, no inpairnent |osses have
been identified.

H. LONG- TERM TRADE RECEI VABLES
Long-term trade receivabl es from extended paynent agreenents
are recorded at their estinmated present values (determ ned
based on the original rates of interest).

I, LONG- TERM BANK DEPCSI TS

Bank deposits wth nmaturities of nobre than one year are
presented at cost including accunul ated interest.
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ELBI T SYSTEMS LTD. AND I TS SUBSI DI ARl ES

NOTES TO THE CONSOLI DATED FI NANCI AL STATEMENTS ((CONT. )

U S. dollars (In thousands)
Note 2 - SI GNI FI CANT ACCOUNTI NG POLI CI ES ( CONT. )
J. PROPERTY, PLANT AND EQUI PMENT

Property, plant and equipnent are stated at cost, net of
accunul at ed depreci ation and investnent grants. For
equi pment  produced for the Group's own use, cost includes
materials, |abor and overhead, but not in excess of the fair
value of the equipnment. Depreciation is calculated by the
straight-line nethod over the estimated wuseful life of the
assets at the followi ng annual rates:

Bui | di ngs 2-4 (mainly 4%
Instruments, machinery and equi pnent 10- 33
O fice furniture and ot her 6- 33
Mot or vehi cl es 15-20 (nminly 15%
Land rights and |easehold inprovenents - over the term of
the | ease.

K. | MPAI RVENT OF LONG LI VED ASSETS

The Goup's long-lived assets and certain identifiable
intangi ble assets are reviewed for inpairnment in accordance
with SFAS No. 144 "Accounting for the Inpairnent or Disposal
of Long-Lived Asset s" whenever events or changes in
circunstances indicate that the carrying anpbunt of an asset
may not be recoverable. Recoverability of assets to be held
and used is neasured by a conparison of the carrying anount
of an asset to the future undiscounted cash flows expected
to be generated by the asset. |If an asset is deternmined to
be inmpaired, the inpairment to be recognized is nmeasured by
the amount by which the carrying anount of the asset exceeds
its fair value. As of Decenmber 31, 2003, no inpairnent
| osses have been identified.

L. OTHER ASSETS
I nt angi bl e assets subject to anortization arose from
acquisitions prior to July 1, 2001, are being anortized on a
straight-line basis over their wuseful Ilife in accordance
with APB Opinion No. 17, "Intangible Assets" ("APB No. 17").
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NOTES TO THE CONSOLI DATED FI NANCI AL STATEMENTS ( CONT. )

U S. dollars (In thousands)

Note 2

SI GNI FI CANT ACCOUNTI NG PCLI CI ES ( CONT. )

L.

OTHER ASSETS (CONT.)

Intangible assets acquired in a business conbination for
which date is on or after July 1, 2001, are being anortized
over their useful life using a nethod of anortization that
reflects the pattern in which the economc benefits of the
intangi ble assets are consumed or otherwise used up, in
accordance with Statements of Financial Accounting Standards
No. 142 "Goodwi || and OQther Intangible Assets", ("SFAS No.
142").

GOODW LL
Goodwi || represents excess of the cost of acquired entities

over the net fair values of the assets acquired and
liabilities assumed. Goodwi |l that arose from acquisitions

prior to July 1, 2001, was anortized until Decenber 31,
2001, on a straight-line basis over 10 - 20 years. Under
SFAS No. 142, such goodwill shall no longer be anortized
effective as of January 1, 2002. Goodwill acquired in a

busi ness conbination on or after July 1, 2001 is not
anorti zed.

SFAS No. 142 requires goodwill to be tested for inmpairnent
on adoption and at least annually thereafter or between
annual tests in certain circunstances, and witten down when
i mpaired, rather than being anortized as previ ous accounting
standards required. Goodwill attributable to each of the
reporting units is tested for inpairment by conparing the
fair value of each reporting wunit with its carrying value.
If the carrying value exceeds the fair value, inpairnment is
nmeasured by conparing the inplied fair value of goodwill to
its carrying value. Fair value of a reporting wunit is
det er mi ned usi ng di scount ed cash flows. Si gni fi cant
estinmates used in the nmethodology include estimtes of
future cash flows, future short-termand long-term growth
rates and weighted average cost of capital for each of the
reporting wunits. As of Decenber 31, 2003, no inpairnent
| osses have been identified.

The adoption of SFAS 142 did not affect the financial

position and results of operations of the Goup as of
January 1, 2002.
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NOTES TO THE CONSOLI DATED FI NANCI AL STATEMENTS ((CONT. )

U S. dollars (In thousands)

Note 2

SI GNI FI CANT ACCOUNTI NG POLI CI ES (CONT. )

N.

SEVERANCE PAY

Under Israeli law and enploynment agreenents, the Goup's
conpanies in Israel are required to make severance paynents
and, in certain situations, pay pensions to term nated

enpl oyees. The calcul ation is based on the enployee's | atest
salary and the period of his enploynment. The conpanies'
obligation for severance pay and pension is provided by
nonthly deposits with insurance conpanies, pension funds and
by an accrual .

The val ue of severance pay funds is presented in the bal ance
sheet and includes profits accunmulated to balance sheet
date. The anobunts deposited may be w thdrawmn only after
fulfillment of the obligations pursuant to Israeli severance
pay law or |abor agreenents. The value of the deposited
funds are based on the cash surrendered val ue of these funds
and include immaterial profits.

Severance pay expenses for the years ended Decenber 31,
2003, 2002 and 2001, anpunted to approximtely $11,491,
$10, 138 and $8, 097, respectively.

REVENUE RECOGNI TI ON

The G oup generates revenues from long-term contracts
i nvol vi ng t he desi gn, devel opnent, manuf act ure and
integration of defense systens and products and providing
support and services for such systens and products. Revenues
fromlong-term contracts are recognized based on Statenent
of Posi tion 81-1 "Accounti ng for Per f or mance of
Construction-Type and Certain Production - Type Contracts"
("SOP 81-1") on the percentage of conpletion nethod.

Sales and anticipated profit under long-term fixed-price
production type contracts are recorded on a percentage of
conpletion basis, generally using units of delivery as the
measur enent basis for effort acconpl i shed. Esti mat ed
contract profit is included in earnings in proportion to
recorded sal es.

Sal es under certain long-term fixed-price contracts which,
among other things require a si gni ficant amount  of
devel opnent effort in relation to total contract value, are
recorded using the cost-to-cost nethod of accounting where
sales and profit are recorded based on the ratio of costs
incurred to estimated total costs at conpletion but not
before the G oup achieves certain mlestones. As for
research and devel opnent costs accounted for as contract
costs refer to Note 2Q
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U S. dollars (In thousands)

Note 2

SI GNI FI CANT ACCOUNTI NG POLI CI ES (CONT. )

(@]

REVENUE RECOGNI TI ON ( CONT. )

Sal es under |long-term fixed-price devel opment and production
type contracts are recorded on a percentage of conpletion
basis using cost-to-cost method and wunits of delivery
met hod, as applicable.

Esti mated gross profit or loss fromlong-term contracts nmay
change due to changes in estimates resul ting from
di fferences bet ween act ual per f or mance and original
forecasts. Such changes in estimated gross profit are
recorded in results of operations when they are reasonably
det erm nabl e by managenent, on a cunul ative catch-up basis.

Amounts representing contract change orders, clains or other
items are included in sales only when they can be reliably
estimated and realization is probable. Penalties and awards
applicable to performance on contracts are considered in
estimating sales and profit rates, and are recorded when
there is sufficient information to assess anticipated
contract performance.

The Goup believes that the wuse of the percentage of
conpletion nmethod is appropriate as the Goup has the
ability to nmmke reasonably dependable estimates of the
extent of progress towards conpletion, contract revenues and
contract costs. |In addition, contracts executed include
provisions that <clearly specify the enforceable rights
regarding services to be provided and received by the
parties to the contracts, the consideration to be exchanged
and the manner and terms of settlement. 1In all cases the
Group expects to performits contractual obligations and its
custoners are expected to satisfy their obligations under
the contract. Anticipated | osses on contracts are charged to
ear ni ngs when identified.

Sal es under cost-reinbursenent-type contracts are recorded
as costs are incurred. Applicable estimated profits are
included in earnings in the proportion that incurred costs
bear to total estinmated costs.
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U S. dollars (In thousands)

Note 2 - SI GNI FI CANT ACCOUNTI NG PCLI CI ES ( CONT. )

P.

WARRANTY

The Group estinates the costs that may be incurred under its
basic warranty and records a liability in the anount of such
costs at the tine revenue is recogni zed. The specific terns
and conditions of those warranties vary dependi ng upon the
product sold and the country in which the Goup does
busi ness. Factors that affect the Group's warranty liability
include the nunber of delivered units, engineering estimates
and anticipated rates of warranty clains. The G oup
periodically assesses the adequacy of its recorded warranty
liability and adjusts the anmpbunt as necessary.

Changes in the Group's provision for warranty during the
year are as follows:

Bal ance, at January 1, 2003 $ 8,541
Warranties issued during the year 4,491
Warranties forfeited or exercised

during the year (3,340)
Bal ance, at Decenber 31, 2003 $ 9,692

RESEARCH AND DEVELOPMENT COSTS

Research and devel opnent costs, net of participations, are
charged to operations as incurred.

Group sponsored research and devel opment costs primarily
include independent research and devel opment and bid and
proposal efforts.

Under certain arrangenents in which a custoner shares in
product devel opment costs, the Goup's portion of such
unr ei mbur sed costs is expensed as incurred.
Cust oner - sponsored research and devel opnment costs incurred
pursuant to contracts are accounted for as contract costs.

Certain Goup conpanies in Israel receive grants (mainly
royal ty-bearing) fromthe Governnent of Israel and from
ot her sources for the purpose of funding approved research
and devel opment projects. These grants are recogni zed at the
time the applicable conmpany is entitled to such grants on
the basis of the costs incurred and are presented as a
deduction fromresearch and devel opnent costs.
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U S. dollars (In thousands)

Note 2 - SI GNI FI CANT ACCOUNTI NG POLI CI ES ( CONT. )
R I NCOVE TAXES
The Goup accounts for incone taxes in accordance w th SFAS
No. 109, "Accounting for Income Taxes". This Statenent
prescribes the use of the liability method whereby deferred
tax assets and liability account balances are determ ned
based on differences between financial reporting and tax
bases of assets and liabilities and are neasured using the

enacted tax rates and laws that will be in effect when the
differences are expected to reverse. The Group provides a
valuation allowance, if necessary, to reduce deferred tax
assets to their estinmted realizable value.

CONCENTRATI ON OF CREDI T RI SKS

Financial instrunents that potentially subject the Goup to
concentrations of credit risk consist principally of cash
and cash equival ents and trade receivabl es.

The majority of the Goup's cash and cash equivalents and
deposits are invested in dollar instruments with nmajor banks
in Israel and in the U'S. Managenent believes that the
financial institutions that hold the Group investnments are
financially sound and accordingly, mnimal credit risk
exists with respect to these investnents.

The Group's trade receivables are derived primarily from
sales to large and solid custoners and governnents |ocated

mainly in Israel, the United States and Europe. The G oup
perforns ongoing credit evaluations of its custonmers and to
date, has not experienced any unexpected material |osses

except for a one time loss in 2002 of approximately $4,600
due to the insolvency of one of the Group's customers. An
al  owance for doubtful accounts is determined wth respect
to those ampunts that the Goup has determned to be
doubtful of collection.
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U S. dollars (In thousands)

Note 2

SI GNI FI CANT ACCOUNTI NG POLI CI ES (CONT. )

T

DERI VATI VE FI NANCI AL | NSTRUMENTS

Fi nancial Accounting Standards Board Statenent No. 133

Accounting for Derivative Instrunments and Hedging Activities
("SFAS No. 133"), requires conpanies to recognize all of its
derivative instrunents as either assets or liabilities in
the statement of financial ©position at fair value. The
accounting for changes in the fair value (i.e. gains or
| osses) of a derivative instrument depends on whether it has
been desi gnat ed and qualifies as part of a hedging
rel ati onship and further, on the type of hedgi ng
relationship. For those derivative instrunents that are
designated and qualify as hedging instrunents, a conpany
must designate the hedging instrument, based upon the
exposure being hedged, as a fair value hedge, cash flow
hedge or a hedge of a net investnent in a foreign
operations.

For derivative instrunents that are designated and qualify
as a fair value hedge (i.e., hedging the exposure to changes
in the fair value of an asset or a liability or an
identified portion thereof that is attributable to a
particular risk), the gain and loss on the derivative
instrunent as well as the offsetting loss or gain on the
hedged item attributable to the hedged risk are recognized
in the sane line item associated with the hedged itemin
current earnings during the period of the change in fair
values. For derivative instrunents that are designated and
qualify as a cash flow hedge (i.e. hedging the exposure to
variability in expect ed future cash flows that s
attributable to a particular risk), the effective portion of
the gain or loss on the derivative instrunent is reported as
a conponent of other conprehensive income and reclassified
into earnings in the same line item associated wth the
forecasted transaction in the same period or periods during
whi ch the hedged transaction affects earnings

The remaining gain or loss on the derivative instrunent in
excess of the cunulative change in the present value of
future cash flows of the hedged item if any, is recognized
in other incone/expense in current earnings during the
peri od of change

For derivative i nstrunments not designated as hedging
instrunents, the gain or loss is recognized in other
income/ expense in current earnings during the period of
change.
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U S. dollars (In thousands)

Note 2

SI GNI FI CANT ACCOUNTI NG PCLI CI ES ( CONT. )

T.

DERI VATI VE FI NANCI AL | NSTRUMENTS ( CONT. )

As part of its fair value hedging strategy the Goup enters
into forward exchange contracts to hedge certain firm
commitnents denonminated in foreign currencies. The purpose
of the Group's foreign currency hedging activities is to
protect the Goup fromrisk that the eventual dollar cash
flows fromthe sale of products to international custoners
will be adversely affected by changes in the exchange rates.

In addition, in order to ensure the dollar value of certain
assets and liabilities, the Goup has enters into forward
exchange contracts.

As part of its cash flows hedging strategy the G oup enters
into forward exchange contracts to hedge forecasted salary
expenses denominated in currency other than the U S. dollar.

As of Decenber 31, 2003, the Goup had forward contracts
with notional value of approximtely $27,500 to purchase and
sell foreign currencies. The Goup al so had options to hedge
future cash flowin the anount of $24,000. The forward
contracts and the options mature in 2004.

The fair value of the foreign exchange contracts as of
Decenber 31, 2003 anpbunted to $1,113. The fair value of the
options as of Decenber 31, 2003 is mininal.

STOCK- BASED COMPENSATI ON

The Conpany has elected to follow Accounting Principles
Board Opinion No. 25 ("APB No. 25") "Accounting for Stock
I ssued to Enployees" and FASB Interpretation No. 44 ("FIN
No. 44") "Accounting for Certain Transactions Involving
Stock Conpensation" in accounting for its enployee stock
option plans. Under APB No. 25, conpensation expense is
recognized based on the intrinsic value nethod where by
conpensation expense is equal to the excess if any of the
quoted nmarket price of the stock at the grant date of the
award or other measurenent date, over the amount an enpl oyee
nmust pay to acquire the stock. The Conpany recognizes the
expense over the vesting period of the award.

In respect of phantom share options, the Conpany applies
vari abl e stock conpensation accounting (See Note 17C).
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U S. dollars (In thousands)

Note 2

SI GNI FI CANT ACCOUNTI NG PCLI CI ES ( CONT. )

u.

STOCK- BASED COVPENSATI ON ( CONT. )

The Conpany adopted the disclosure provisions of Financial
Accounting Standards Board Statenent No. 148, "Accounting
for Stock-Based Conpensation - transition and disclosure”
("SFAS No. 148"), which anmended certain provisions of SFAS
No. 123, *"Accounting for Stock-Based Conpensation", to
provide alternative nethods of transition for an entity that
voluntarily changes the fair value based met hod of
accounting for stock-based enpl oyee conpensation, effective
as of the beginning of the fiscal year. The Conpany
continues to apply the provisions of APB No. 25, in
accounting for stock-based conpensation.

Pro forma information regarding the Conpany's net incone and
net earnings per share is required by SFAS No. 123 and has
been determined as if the Conpany had accounted for its
enpl oyee st ock options under the fair value nethod
prescri bed by SFAS No. 123.

The fair value for options granted in 2003, 2002 and 2001 is
anortized over their vesting period and estimted at the
date of grant using a Black-Scholes options pricing nodel
with the followi ng wei ghted average assunptions:

2003 2002 2001
Di vi ded yield 2.19% 1.99% 2.03%
Expected volatility 19. 03% 21.90% 33. 80%
Ri sk-free interest 1.20% 1.34% 2. 00%
Expected life of up to 6 years 6 years 6 years
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U S. dollars (In thousands)

Note 2 - S| GNI FI CANT ACCOUNTI NG POLI CI ES (CONT. )
U. STOCK- BASED COMPENSATI ON ( CONT. )
Pro forma informati on under SFAS No. 123 is as foll ows:
<TABLE>
<CAPTI ON>
Year ended Decenber 31,
2003 2002 2001
<S> <C <C <C
Net inconme as reported $ 45,945 $ 45,113 $ 40,796
Add - Stock based conpensation
expense (incone), net of related
tax effects as reported (intrinsic
et hod) 3,793 (741) 6, 810
Deduct - Stock based conpensation
expense under fair value based
nethod of SFAS 123 net of
related tax effects (2,956) (2,956) (2,932)
Pro forma net incone $ 46, 782 $ 41, 416 $ 44,674
Net earnings per share:
Basi ¢ net earnings per share as reported $ 1.18 $  1.17 $ 1.07
Di luted net earnings per share as reported $ 1.14 $ 1.13 $ 1.04
Pro forma basic net earnings per share $ 1.20 $ 1.08 $ 1.18
Pro forma diluted net earnings per share $ 1.16 $ 1.04 $ 1.14
</ TABLE>
V. FAI R VALUE FI NANCI AL | NSTRUMENTS

The carrying anmount reported in the balance sheet for cash
and cash equivalents, short-term bank deposits, trade
receivables, short-term bank credit and |oans and trade
payabl es approximate their fair values due to the short-term
maturities of such instrunents.

Long-term | oans are estimted by discounting the future cash
flows wusing current interest rates for loans of simlar
terms and nmturities. The carrying anount of the long-term
| oans approxi mates their fair val ue.

The fair value of foreign currency contracts (used for
hedgi ng purposes) is estimted by obtaining current quotes
frominvestnent bankers.
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U S. dollars (In thousands)

Note 2

SI GNI FI CANT ACCOUNTI NG POLI CI ES ( CONT. )

V.

FAI' R VALUE FI NANCI AL | NSTRUMENTS ( CONT.)

It was not practicable to estimate the fair value of the
Goup's investnents in shares of non-public conpanies that
are accounted for under the cost method because of the |ack
of a quoted market price and the inability to obtain
val uation of each conpany without incurring excessive costs.
The carrying anounts of these conpanies were $11,104 and
$11, 745 as of Decenber 31, 2002 and 2003, respectively, and
represent the original cost of acquisition.

BASI C AND DI LUTED NET EARNI NGS PER SHARE

Basic net earnings per share is conputed based on the
wei ghted average nunber of Odinary shares outstanding
during each year. Diluted net earnings per share is conputed
based on the weighted average nunber of Ordinary shares
out st andi ng during each vyear, plus dilutive potential
O dinary shares considered outstanding during the year in
accor dance with SFAS No. 128 " Ear ni ngs Per Share".
Qutstandi ng stock options are excluded fromthe cal cul ation
of the diluted net earnings per Odinary share when such
securities are anti-dilutive. 1In all the years presented no
stock options were excluded.

I MPACT OF RECENTLY | SSUED ACCOUNTI NG STANDARDS

I'n Novermber 2002, the FASB issued FASB |Interpretation No.
45, "Quarantor's Accounting and Disclosure Requirenents for
Guar antees, |ncluding Indirect Cuarantees of |ndebtedness of
Q hers, an interpretation of FASB Statenents No. 5, 57, and
107 and Rescission of FASB Interpretation No. 34" ("FIN No.
45"). FIN No. 45 el aborates on the disclosures to be nmade by
a guarantor in its interimand annual financial statenents
about its obligations wunder certain guarantees that it has
issued. It also clarifies that a guarantor is required to
recognize, at the inception of a guarantee, a liability for
the fair value of the obligation undertaken in issuing the
guar ant ee.

FIN No. 45 does not prescribe a specific approach for
subsequently neasuring the guarantor's recognized liability

over t he term of the rel at ed guar ant ee. It also
i ncor por at es, wi t hout change, t he gui dance in FASB
Interpretation No.34, "Disclosure of Indirect Guarantees of

I ndebt edness of Ohers", which is being superseded. The
disclosure provisions of FIN No. 45 are effective for
financial statenents of interimor annual periods that end
after Decenber 15, 2002, and the
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U S. dollars (In thousands)

Note 2

SI GNI FI CANT ACCOUNTI NG PCLI CI ES ( CONT. )

X.

I MPACT OF RECENTLY | SSUED ACCOUNTI NG STANDARDS ( CONT. )

provisions for initial recognition and neasurenment are
effective on a prospective basis for guarantees that are

issued or nodified after December 31, 2002, irrespective of
a guarantor's year-end. The adoption of FIN No. 45 did not
have a material inpact on the Group's results of operations

or financial position.

In Novenber 2002, the EITF reached a consensus on |ssue No.
00-21, "Revenue Arrangenents with Multiple Deliverables."
El TF I ssue No. 00-21 provi des guidance on how to account for
arrangenents that involve the delivery or performance of
mul tiple products, services and/or rights to use assets. The
provisions of EITF Issue No. 00-21 applied to revenue
arrangenents entered into in fiscal periods beginning after
June 15, 2003. Additionally, conpanies will be permitted to
apply the consensus guidance in this issue to all existing
arrangenents as the curmulative effect of a change in
accounting principle in accordance with APB Opinion No. 20,
"Accounting Changes". The adoption of EITF Issue No. 00-21
did not have a nmaterial i mpact upon the Conpany' s
consolidated financial position, <cash flows or results of
operations.

In Decenber 2003, the SEC issued Staff Accounting Bulletin
("SAB") No. 104, "Revenue Recognition.” ("SAB No. 104")
whi ch revises or rescinds certain sections of SAB No. 101,
"Revenue Recognition", in order to make this interpretive
gui dance consistent with current authoritative accounting
and auditing guidance and SEC rules and regulations. The
changes noted in SAB NO 104 did not have a material effect
on the Conpany's consolidated financial position, results of
operations or cash flows.

In 2003, the FASB issued FASB Interpretation No. 46,
Consol i dati on of Vari abl e | nt er est Entities, an
interpretation of Accounting Research Bulletin No. 51 ("FIN
46"). In Decenber 2003, the FASB revised FIN 46 to nake
certain t echni cal corrections and addr ess certain
impl ementation issues that had arisen. FIN 46 provides a new
franmework for identifying Vari abl e I nterest Entities
("VIE s") and determi ning when a conpany should include the
assets, liabilities, non-controlling interests and results
of activities of a WVIE in its consolidated financial
statenents.
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SI GNI FI CANT ACCOUNTI NG PCLI CI ES ( CONT. )

X.

I MPACT OF RECENTLY | SSUED ACCOUNTI NG STANDARDS ( CONT. )

In general, a VIEis an entity that either (1) has an
insufficient anount of equity to carry out its principal
activities, wi t hout additional subor di nat ed financi al

support, (2) has a group of equity owners that are unable to
make significant decisions about the entity's activities, or
(3) has a group of equity owners that do not have the
obligation to absorb the entity's losses or the right to
receive returns generated by its operations. FIN 46 requires
the consolidation of a VIE by the primary beneficiary. The
primary beneficiary is the entity that absorbs a majority of
the entity's expected |osses, receives a mpjority of the
entity's expected residual returns, or both, as a result of
ownership, contractual or other financial interests in the
entity.

The Goup is currently evaluating the effects of this
interpretation in respect of its investnents. It is possible
that some of its unconsolidated investees nmay be considered
as VIEs in accordance with the interpretation. Accordingly,
if it is det er mi ned that the Goup is the primry
beneficiary of a VIE, the Goup wll be required to
consolidate the financial statenents of such VIE with its
own financial statenments commencing in the first quarter of
2004.

RECLASSI FI CATI ONS
Certain financial statenment data for prior years has been

recl assified to conform with current year financial
statenent presentation.
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U S. dollars (In thousands)

Note 3 -

Note 4 -

Note 5 -
<TABLE>
<CAPTI O\>

<S>

</ TABLE>

TRADE RECEI VABLES, NET

Trade receivabl es

Open accounts (*)
Unbi | | ed recei vabl es
Less - allowance for doubtful accounts

(*) Includes affiliated conpanies

OTHER RECEI VABLES AND PREPAI D EXPENSES

Prepai d expenses

Gover nnent departnents
Enpl oyees

Deferred incone taxes
O hers

I NVENTORI ES, NET OF ADVANCES

Cost incurred on long-termcontracts in progress
Raw material s
Advances to suppliers and subcontractors

Less -
Cost incurred on contracts in progress deducted
from cust oner advances

Less -
Advances received from custoners
Provision for |osses

The Conpany has transferred legal title of

Decenber 31
2003 2002
$170, 287 $185, 997
36, 855 43, 187
(3,861) (3,411)
$203, 281 $225, 773
$ 6,668 $ 9,647
Decenber 31
2003 2002
$ 14, 310 $ 12,244
5, 826 5,915
513 1,029
21, 908 19, 997
5, 806 3,513
$ 48, 363 $ 42,698
Decenber 31,
2003 2002
<D--__ <C T
$253, 663 $ 210,418
78, 504 75,579
20, 137 25,047
352, 304 311, 044
14,581 10, 658
337,723 300, 386
77, 482 67,624
11,016 12, 363
$249, 225 $ 220, 399
inventories to certain

custoners as collateral for advances received.
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U S. dollars (In thousands)

Note 6

I NVESTMENTS | N AFFI LI ATED COMPANI ES, PARTNERSHI P AND OTHER

COWVPANI ES
A Investnments in conpanies accounted for under the equity
nmet hod:
Decenber 31,
2003 2002
SCD (1) $ 17, 347 $ 15,713
VSl (2) 6, 149 3,893
Opgal (3) 2,390 2,028
Q hers (4) 592 313
$ 26,478 $ 21,947

(1) Sem Conductor Devices ("SCD'), an Israeli partnership,
held 50% by the Conpany and 50% by Rafael Arnanents
Devel opment Authority Ltd. ("Rafael"). SCD is engaged
in the developnment and production of various thernal
detectors and | aser diodes. SCDis jointly controlled
and therefore is not consolidated in the Conpany's

financial statenents.

(2) Vision Systems International LLC ("VSI") based in San

Jose, is a California limted liability conpany that
held 50% by EFW VSI is jointly controlled

therefore is not consol i dat ed in the Conpany' s

financial statenents. VSI operates in the area

hel met nounted display systenms for fixed wing mlitary
and paramilitary aircraft. VSI is jointly controlled
and therefore is not consolidated in the Conpany's

financial statenents.

(3) Opgal Optronics Industries Ltd. ("Opgal") is an Israeli
conmpany owned 50.1% by the Conpany and 49.9%by a

subsi di ary of Rafael. Opgal focuses mai nly
conmer ci al applications of thernal i magi ng

el ectro-optic t echnol ogi es. The Conpany jointly
controls Opgal with Rafael, and therefore Opgal is not

consol idated in the Conpany's financial statenents.
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Note 6 - I NVESTMENTS | N AFFI LI ATED COMPANI ES, PARTNERSHI P AND OTHER
COVPANI ES ( CONT. )

A Investnments in conpanies accounted for under the equity
met hod (cont.)

(4

(5)

Medi gui de I nc. (" Medi gui de") and its Israeli
subsi di ary, Mediguide Ltd., were established in 2000 as
a spin-off fromthe Conpany, which holds the majority
of Mediguide's Odinary shares. In 2001-2003, Medi gui de
i ssued Preferred shares to other investors in
consi deration for approximtely $16,000. The Preferred
shares entitle the other investors to preference rights
in any liquidation event. Therefore, the Conpany did
not record any gain as a result of the above
transaction. In addition the Preferred shares entitle
their hol der s to certain participating rights.
Accordingly, based on the guidance in EITF 96-16, the
Conpany does not consolidate Mediguide. The carrying
val ue of the investment in Mediguide is zero.

RedC Optical Networks Inc. ("RedC') is engaged in the
nulti-focal optic communications sector and is held
36.5% by El - Op. RedC designs, devel ops and manufacture
optical anplifiers for dense wave-length multiplexing
(DWDM) optical networks for tel ecommunication renders.
Based on analysis perforned, the Conpany recorded a
provision for loss on its investment in RedC of $2,500
during the year ended Decenber 31, 2002. This provision
has been presented under "Equity in net earnings of
affiliated conpani es and partnership”.

See Note 16(E) for guarantees.
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Note 6 - I NVESTMENTS | N AFFI LI ATED COVPANI ES, PARTNERSHI P AND OTHER
COMPANI ES ((CONT. )
B. I nvestments in conpani es accounted for under the cost method
Decenber 31
2003 2002

Sul tam (1) $ 3,500 $ 3,500
ISl (2) 7,230 7,230
Aero Astro (3) 1, 000 -
Q hers 15

$ 11,745

(1) Sultam Systems Ltd. ("Sultant), held 10% is an Israeli
conpany engaged in the devel opnent and manufacturing of
mlitary systens in the artillery sector.

(2) ImageSat International N. V. ("ISI"), held 14% (10% on a
fully diluted basis), is engaged in the operation of
satellite phot ogr aphy formations and commer ci al
delivery of satellite photography for civil purposes.

(3) AeroAstro Inc. - In Cctober 2003, the Conpany purchased
Common  stock of AeroAstro Inc., ("AAI") a Delaware
cor poration, representing 8.33% of t he t ot al

outstanding Common stock of AAl on a fully diluted
basis, in consideration for $1,000. AAl is engaged in
innovative micro and nanospacecraft applications. AAl
manuf actures | owcost satellite systens and components,
used in its own spacecr aft and for spacecr aft
devel opnent in and outside the U S.

Note 7 - LONG - TERM BANK DEPGCSI TS AND LOAN
Decenber 31,
2003 2002
Deposits with bank for |oans

granted to enployees (*) $ 1,901 $ 2,037

O her deposits with bank 53 935

Long-term | oan - 714

$ 1,954 $ 3,686
(*) The deposits are linked to the Israeli CPl, bear annual

interest of 4% and are presented net of current naturities
of $633 (2002 - $680).
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NOTES TO THE CONSOLI DATED FI NANCI AL STATEMENTS ((CONT. )

U S. dollars (In thousands)

Note 8 - PROPERTY, PLANT AND EQUI PMENT, NET
<TABLE>
<CAPTI ON>
Decenber 31,
2003 2002
<S> <C <C
Land, buildings and | easehold inprovenments (2) $ 143, 223 $ 128, 456
I nstruments, machinery and equi pment (3) 194, 129 169, 467
O fice furniture and ot her 24,943 21,904
Mot or vehicles 29,776 24,393
392,071 344, 220
Accumul at ed depreci ation (162, 850) (141, 259)
Depr eci at ed cost $ 229,221 $ 202,961
</ TABLE>

Depreci ation expenses for the years ended Decenber 31, 2003, 2002
and 2001 anpunted to $30, 775, $26,525 and $24,517, respectively.

(1) Net of i nvest nent grants recei ved (mainly for
instruments, nmachinery and equi pnment) in the ampunts of
approxi mately $30,700 and $30,800 as of Decenber 31,
2003 and 2002, respectively.

(2) Includes, rights in approximately 9,225 square neters
of land in, Tirat Hacarnmel, Israel. The land is | eased
fromthe Israel Land Administration until the years
2014 to 2024 with a renewal option for additional
periods of up to 49 years. The Conpany's rights in the
I and have not yet been registered in its nane.

Includes, rights in approxi mtely 10,633 square neters
of land in Rehovot, Israel. The land is | eased fromthe
Israel Land Administration until the year of 2043 with
a renewal option for additional periods of up to 49
years. The Conpany's rights in the |and have not yet
been registered in its nane.

(3) Includes equipnent produced by the Goup for its own
use in the anmount of $10,498 and $5,517 as of Decenber
31, 2003 and 2002, respectively.

(4) As for pledges of assets - see Note 16(H).
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U S. dollars (In thousands)

Note 9 - OTHER ASSETS, NET
A
<TABLE>
<CAPTI ON>
Wi ght ed- aver age Decenber 31,
nunber of e
years 2003 2002
<S> <C <C <G
Original cost:
Know- how and technol ogy (1) 12.5 $ 82,449 $ 81,398
Trade marks (2) 17 8, 000 8, 000
Goodwi I | (3) 37,613 37,199
128, 062 126, 597
Accumul ated anortization:
Know- how and t echnol ogy 21, 555 14, 666
Trade marks 1, 458 1,125
Goodwi | | 5, 037 5, 037
28, 050 20, 828
Anortized cost $ 100, 012 $ 105, 769

</ TABLE>

(1) Includes nmainly knowhow acquired in the merger with
El - Op ($45,000), knowhow acquired in the acquisition
of AEL and the GCovernnent Division ($10,600) and
i ntangi bl e assets acquired from Honeywel | Inc.
(%9, 300) .

(2) Includes trade marks acquired in the nmerger with El - Op.

(3) Includes nmainly goodwill acquired in the merger with
El -Op ($34,200) and goodwi Il acquired from Honeywel |l
Inc. ($1,800). Until January 1, 2002, goodw |l was
anortized at an annual rate of 5%- 10%

B. Anmortization expenses amounted to $7,222, $6,412 and $8, 348
for the years ended Decenber 31, 2003, 2002 and 2001,
respectively.

C. The annual anortization expense relating to intangible
assets existing as of Decenber 31, 2003 for each of the five

years in the period ending Decenber 31, 2008 is estimated to
be approxi mately $6, 000.
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U S. dollars (In thousands)

Note 9 -

Note 10 -
<TABLE>
<CAPTI ON>

<S>

</ TABLE>

OTHER ASSETS, NET (CONT.)

The following information
net earnings per share for
anortization of goodwill.

is presented to reflect net incone and
all prior periods adjusted to exclude

Year ended

Decenber 31,
2001

Reported net income $ 40,796
Goodwi I'| anortization 2,760
Adj usted net income $ 43,556
Net earnings per share
Reported basic net earnings per share $ 1.07
Goodwi I | anortization 0.08
Adj ust ed basi c net earnings per share $ 1.15
Reported diluted net earnings per share $ 1.04
Goodwi | | anortization 0.07
Adj usted diluted net earnings per share $ 1.11

SHORT- TERM BANK CREDI T AND LOANS

Short -term bank | oans:
In U S dollars
I'n EURO

Short-termbank credit:
I'n NI'S unlinked
In U S dollars

The subsidiary in the U S.

Decenber 31,

Interest rate %

<C <C <C <C
3.3-4.75 3-5 $ 533 $ 13,512
3.5 - 1,927 -
2,460 13,512
7.2 9.6-10.9 4,684 5, 241
2.6 2.8-3.6 1, 365 5,549
6, 049 10, 790

$ 8,509 $ 24,302

mai ntai ns standby lines of credit with

various banks. The sumof the lines equals $66,000 of which
$15, 900 was avail abl e as of Decenber 31, 2003.

As for liens - see Note 16F.
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U S. dollars (In thousands)

Note 11 - OTHER PAYABLES AND ACCRUED EXEPNSES
Decenber 31,
2003 2002
Payrol|l and rel ated expenses $ 33, 382 $ 27,912
Provi sion for vacation pay 25, 280 20, 492
Governnent departnents 25, 243 22,443
Provision for warranty 9, 692 8, 541
Cost provisions and others 62, 930 61, 916
$ 156, 527 $ 141, 304
Note 12 - CUSTOMVERS ADVANCES AND AMOUNTS | N EXCESS OF COSTS | NCURRED ON
CONTRACTS | N PROCGRESS
<TABLE>
<CAPTI ON\>
Decenber 31,
2003 2002
<S> <($_ _ <(>" N
Advances recei ved $199, 273 $225, 160
Less -
Advances presented under |long-term
liabilities 7,592 40, 411
Advances deducted frominventories 77,482 67, 624
114, 199 117, 125
Less -
Costs incurred on contracts in progress 14, 581 10, 658
$ 99,618 $106, 467
As for guarantees see Note 166
</ TABLE>
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AND | TS SUBSI DI ARI ES

U S. dollars (In thousands)

Note 13 - LONG- TERM LOANS
<TABLE>
<CAPTI ON>
I nt erest
Li nkage %
<S> <C <C
Banks U. S dollars Li bor +
0.75% 1
Banks NI S-unl i nked Israeli
Prine
O fice of chief NI S-1inked to
sci enti st the Israeli-CPl 5.2%
Less-current maturities
</ TABLE>

Decenber
31,

The Libor rate as of
Prime rate as of Decenber

31,

2003 was 1.12%
2003 was 6.3%

Years of
maturity
<C
2004 - 2005
. 85%
2004 - 2022
2004 - 2008
The Israeli

The maturities of

these | oans after Decenber 31, 2003 are as foll ows:
2004 - current maturities $ 6, 818
2005 56, 136
2006 2,693
2007 139
2008 148
2009 and thereafter 2,922

$ 68,856

In connection with bank credits and | oans,
guar ant ees
advances from custoners, the Conpany and ce
obligated to neet certain | oan covenants. M
the Conpany and the subsidiaries neet the
covenants as of bal ance sheet date.

As for charges see Note 16H.
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< -
$57,574 $67, 206
3,599 3,383
7,683 9,197
68,856 79,786
6,818 6,613
$62,038  $73,173
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U S. dollars (In thousands)

Note 14 -

<TABLE>
<CAPTI ON>

<S>

</ TABLE>

BENEFI T PLANS

The subsidiary in the U S. has adopted for its enployees in the
U S. benefits plans as follows:

Defined Benefit Retirenent Plan

The subsidiary in the U S. has two defined benefit pension plans
(the Plans) covering substantially its enployees in the US.
Monthly benefits are based on years of benefit service and annual
conpensation. Annual contributions to the Plans are determ ned
using the unit credit actuarial cost nmethod and are equal to or
exceed the mnimum required by law. Pension fund assets of the
Plans are invested prinmarily in stock, bonds and cash by a
financial institution, as the investnent nanager of the Pl ans'
assets.

The following table reconciles the benefit obligations, Plans
assets, funded status and net asset (liability) information of the
Pl ans:

Decenber 31,
2003 2002
<C <C

Benefit obligation at beginning of year $ 28,439 $ 22,358
Service cost 2,480 2,067
Interest cost 1,921 1,678
Actuarial |osses 2,825 2,955
Benefits repaid (700) (619)
Benefit obligation at end of year 34, 965 28, 439
Pl ans assets at begi nning of year 15, 558 16, 167
Actual return on Plan assets 2,689 (1, 560)
Contri butions by enpl oyer 3, 649 1,571
Benefits repaid (700) (619)
Pl ans assets at end of year 21, 196 15, 559
Funded status of Plans (underfunded) (13, 769) (12, 880)
Unrecogni zed prior service cost (195) 234
Unrecogni zed net actuarial |oss 9, 395 7,582
Net anount recogni zed (4, 569) (5, 064)
Net asset (liability) consists of:
Accrued benefit liability (11, 011) (10, 298)
I ntangi bl e asset 51 234
Accunul ated ot her conprehensive incone 6, 391 5, 000
Net anmount recogni zed (4,569) $ (5,064)
Wei ght ed average assunptions :

Di scount rate as of Decenber 31, 6. 25% 6. 75%

Expected long-termrate of return on

Pl ans assets 9. 00% 9. 00%
Rat e of conpensation increase 3.00% 3.00%
- 40-
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U S. dollars (In thousands)

Note 14 - BENEFI T PLANS (Cont.)

<TABLE>

<CAPTI ON>

<S>

Conponents of net periodic pension cost:

Servi ce cost
I nterest cost
Expected return on Plan assets
Anortization of prior service cost
Recogni zed of net actuarial gain
One-time FAS 88 charge for 2001 SRP
Net periodi c pension cost

</ TABLE>

Defined Contribution Plan

The 401(k) savings plan ("401(k) plan")
retirement plan that covers all

Rev -() 06/14/2004 17:12:02

is a defined
el igi bl e enpl oyees,
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Year ended Decenber 31,

2003 2002 2001
<C <C <C

$ 2,480 $ 2,067 $ 1,766

1,921 1,678 1, 461

(1,573) (1,597) (1, 666)

(15) 28 24

339 - (38)

- - 177

$ 3,152 $ 2,176 $ 1,724

contribution
as defined in

section 401(k) of the U S. Internal Revenue Code. Subsidiary's
enpl oyees may elect to contribute a percentage of their annual
gross conpensation to the 401(k) plan. The U S. subsidiary may

make discretionary matching contributions

subsi di ary. Total

as determ ned by the

expense under the 401(k) plan ampunted to $1, 629

for the year ended Decenber 31, 2003 (2002 - $1, 369).
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Note 15

TAXES ON | NCOVE

A

APPLI CABLE TAX LAWS

(D

(2)

(3)

Measur ement of taxable income under Israel's Incone Tax
(I'nflationary Adjustnents) Law, 1985:

Results for tax purposes for the Conpany and certain of
its Israeli subsidiaries are nmeasured and reflected in
accordance wth the change in the Israeli Consuner
Price Index ("CPI"). As explained above in Note 2B, the
consol idated financial statements are presented in U S.
dollars. The differences between the change in the
Israeli CPlI and in the NIS/U. S. dollar exchange rate
cause a difference between taxable incone and the
income before taxes reflected in the consolidated
financial statenents.

In accordance with paragraph 9(f) of SFAS No. 109, the
Conpany has not provided deferred inconme taxes on the
above difference between the reporting currency and the
tax basis of assets and liabilities.

Tax benefits under Israel's Law for the Encouragenent
of Industry (Taxes), 1969:

The Conpany and certain subsidiaries in Israel (mainly
El-Op and Cyclone) are "lIndustrial Conpanies", as
defined by the Law for the Encouragenent of Industry
(Taxes), 1969, and as such, these conpanies are
entitled to certain tax benefits, nmminly anortization
of costs relating to knowhow and patents over eight
years, accel erated depreciation and the right to deduct
public issuance expenses for tax purposes.

Tax benefits under Israel's Law for the Encouragenent
of Capital Investnents, 1969:

Several expansion prograns of the Conpany and certain
of its Israeli subsidiaries ("the conpani es") have been
granted "Approved Enterprise" status under Israel's Law
for the Encouragenment of Capital Investnents, 1959. For
sone expansi on prograns, the conpani es have el ected the
grants track and for others they have elected the
alternative tax benefits track, waiving grants in
return for tax exenptions.
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Note 15

TAXES ON | NCOVE

A

APPLI CABLE TAX LAWS (CONT.)

(3)

Tax benefits under Israel's Law for the Encouragenent
of Capital Investnents, 1959 (cont.):

Accordingly, certain incone of the conpanies, derived
fromthe "Approved Enterprise"” expansion prograns is
tax exenpt for two-year to ten-year period and subject
to reduced tax rates of 25% for a five-year to
ei ght-year period comencing in the year in which the
conpani es had taxable incone (limted to twelve years
from comrencenent of production or fourteen years from
the date of approval, whichever is earlier). As of
Decenber 31, 2003, the tax benefits for these expansion
progranms will expire between 2004 to 2010.

The entitlement to the above benefits is subject to the

conpanies fulfilling the conditions specified in the
above referred law, regulations published there under
and the letters of appr oval for the specific
investnents in "Approved Enterprises”. 1In the event of

failure to conply with these conditions, the benefits
may be canceled and the conpanies nay be required to
refund the anpunt of the benefits, in whole or in part,
including interest. (For liens - see Note 16F). As of
Decenber 31, 2003, Managenent believes that the
conpani es are neeting all conditions of the approvals.

The tax-exenpt incone attributable to the "Approved
Enterprise" can be distributed to shareholders without
inmposing tax liability on the conpanies only upon the
conplete liquidation of the conpanies. As of Decenber
31, 2003, retained earnings included approximtely
$96, 000 in tax-exenpt profits earned by the conpanies’
"Approved Enterprise".

If the retained tax-exenpt incone is distributed in a
manner other than on the conplete 1liquidation of the
Conpany, it would be taxed at the corporate tax rate
applicable to such profits as if the Conpany had not
elected alternative tax benefits (currently - 25% and
an incone tax liability woul d be incurred of
approxi mately $ 23,940 as of Decenmber 31, 2003.
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U S. dollars (In thousands)

Note 15

TAXES ON | NCOVE

A

APPLI

(3)

NON -

Non- |
their

CABLE TAX LAWS

Tax benefits under Israel's Law for the Encouragenent
of Capital Investnents, 1959:

The Conpany's Board of Directors has decided that its
policy is not to declare di vidends out of such
tax-exenpt incone. Accordingly, no deferred incone
taxes have been provided on inconme attributable to the
Conpanyi es "Approved Enterprise".

In Israel, incone fromsources other than the "Approved
Enterprise" during the benefit period will be subject
to tax at the regular corporate tax rate of 36%

Since the conpanies are operating under nore than one
approval, and since part of their taxable income is not
entitled to tax benefits under the abovenentioned |aw
and is taxed at the regular tax rate of 36% the
effective tax rate is the result of a weighted
conbination of the various applicable rates and tax
exenptions, and the conputation is nmade for incone
derived fromeach approval on the basis of formulas
specified in the law and in the approvals.

| SRAELI SUBSI DI ARI ES

sraeli subsidiaries are taxed based on tax laws in
countries of residence (mainly inthe US.).
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Note 15 - | NCOVE TAXES (CONT.)
C. I NCOVE BEFORE TAXES ON | NCOVE
<TABLE>
<CAPTI ON>
Year ended Decenber 31,
2003 2002 2001
<S> <C <C <C
I ncone before taxes on incone:
Donesti ¢ $ 38,423 $ 42,317 $ 44,212
Forei gn 11, 090 11, 977 7,638

$ 49,513 $ 54,294 $ 51, 850

D. TAXES ON | NCOMVE

Year ended Decenber 31,

2003 2002 2001
Taxes on incone:
Current taxes:
Donesti ¢ $ 12, 346 $ 11, 654 $ 9,385
Forei gn 718 6,114 3,048
$ 13, 064 17,768 12, 433
Def erred incone taxes:
Donestic (4,672) (3,561) (839)
For ei gn 2,942 (2,059) (591)
(1, 730) (5, 620) (1, 430)
Taxes in respect of prior years - (*)(2,800)

$ 11,334 $ 9,348 $ 11, 003

</ TABLE>

(*) A reduction of tax expenses due to adjustnents of estinmated
tax provision pursuant to the conpletion of prior years'
tax assessnments in respect of various G oup conpanies.
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E. DEFERRED | NCOVE TAXES

Def erred incone taxes reflect the net tax effect of
tenporary differences between the carrying anbunt of assets
and liabilities for financial reporting purposes and the
anounts used for incone tax purposes. Significant conponents
of net deferred tax assets and liabilities are as follows:
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<TABLE>
<CAPTI ON>
Def erred
tax asset (liability)(1)
Tot al Current Noncur rent
<S> <C < <
As of Decenber 31, 2003
Deferred tax assets:
Reserve and al | owances $ 13,884 $ 13,922 $ (38)
I nventory 7,547 7,547 -
Net operating | oss carryforwards 6, 606 439 6, 167
28, 037 21,908 6,129
Val uation al |l owance (2) (3,879) - (3,879)
Net deferred tax assets 24,158 21,908 2,250
Deferred tax liabilities:
Property, plant and equi pnent (12, 769) - (12, 769)
O her assets (14, 397) - (14, 397)
(27, 166) - (27, 166)
Net deferred tax assets (liabilities) $ (3,008) $ 21,908 $(24, 916)
As of Decenber 31, 2002
Deferred tax assets:
Reserve and al | owances $ 10,510 $ 10, 859 $ (349)
I nventory 9,138 9,138 -
Net operating |oss carryforwards 2,326 - 2,326
21,974 19, 997 1,977
Val uation all owance (2) (2,326) - (2,326)
Net deferred tax assets 19, 648 19, 997 (349)
Deferred tax liabilities:
Property, plant and equi prent (9, 209) - (9,209)
O her assets (15, 177) - (15, 177)
(24, 386) - (24, 386)
Net deferred tax assets (liabilities) $ (4,738) $ 19,997 $(24, 735)
</ TABLE>
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ELBI T SYSTEMS LTD. AND I TS SUBSI DI ARl ES

NOTES TO THE CONSOLI DATED FI NANCI AL STATEMENTS ((CONT. )

U S. dollars (In thousands)

Note 15 - | NCOVE TAXES ( CONT. )
E. DEFERRED | NCOVE TAXES ( CONT. )
(1) Current tax asset is included in other receivables.
Noncurrent tax liability is included as a long-term
liability.
(2) During 2003, the Goup i ncreased val uation
al | onance due to an increase in accunmulated operating
loss carryforwards that nore likely than not, will not
be utilized.
F. The Goup's Israeli subsidiaries have estimated total
avail able carryforward tax | osses of approximately $12, 000
as of Decenber 31, 2003. The Goup's non-1|sraeli
subsidiaries have estimated available carryforward tax
| osses of approximately $8,6500 as of Decenber 31, 2003 to
of fset against future taxable profits for an indefinite
peri od. Deferred tax assets in respect the above
carryforward |osses anopunt to approxinately $6,600 in
respect of which a valuation allowance has been recorded in
the anpunt of approximately $3, 900.
G Reconciliation of the theoretical tax expense, assumng all
income is taxed at the statutory rate applicable to incone
of the Group, and the actual tax expense as reported in the
statenents of operations, is as follows:
<TABLE>
<CAPTI ON>
Year ended Decenber 31,
2003 2002 2001
<S> <C <C <C
Income before taxes as reported in the
consol i dated statements of operations $ 49,513 $ 54,294 $ 51, 850
Statutory tax rate 36% 36% 36%
Theoretical tax expense $ 17,825 $ 19, 546 $ 18, 666
Tax benefit arising fromreduced rate as an
"Approved Enterprise" and other tax (8,391) (9, 054) (7,697)
benefits
Tax adjustment in respect of different tax rate for
foreign subsidiaries 279 (461) (952)
Operating carryforward | osses for which
val uation all owance was provided 126 2,189 101
I ncrease (decrease) in taxes resulting from
nondeducti bl e expenses 993 (263) 571
Difference in basis of neasurenent for
financial reporting and tax return purposes 846 458 832
Taxes in respect of prior years - (2,800)
O her differences, net (344) (267) (518)
Actual tax expenses $ 11, 334 $ 9,348 $ 11, 003
Effective tax rate 22.9% 17. 2% 21. 2%
</ TABLE>
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Note 16

COVM TMENTS AND CONTI NGENT LI ABI LI TI ES

A

ROYALTY COVM TMENTS

1.

The Conpany and certain Israeli subsidiaries partially
finance their research and devel opnent expenditures
under prograns sponsored by the Ofice of the Chief
Scientist in Israel ("OCS') for the support of research
and devel opnent activities conducted in Israel. At the
tine the participations were received, successf ul
devel opnent of the related projects was not assured.

In exchange for participation in the progranms by the
OCS, the Conmpany and the subsidiaries agreed to pay 2%
- 5%of total sales of products developed within the
franmewor k of these prograns. The royalties will be paid
up to maxi mum anount equaling 100% to 150% of the

grants provided by the OCS, Ilinked to the dollar and
for grants received after January 1, 1999, also bearing
annual interest at a rate based on LIBOR and other

applicable law. The obligation to pay these royalties
is contingent on actual sales of the products and in
the absence of such sales, paynent of royalties is not
required.

In some cases, the Governnent of Israel participation
(through the OCS) is subject to export sales or other
condi tions. The nmaxi mum anmount of royalties is
increased in the event of production outside of Israel.

The Conpany and certain of its subsidiaries are also
obligated to pay certain amounts to the Israeli
Mnistry of Defense and others on certain sal es
including sales resulting from the devel opnent of
certain technol ogy.

Royal ties expensed or accrued anounted to $7,812,
$14, 741 and $8, 252 in 2003, 2002 and 2001,
respectively.

In Septenber 2001, the OCS issued "Regulations for the
Encour agenent of Research and Devel opnent in Industry”
(rules for determining the Ilevel and paynent of
royalties) ("the regulations"). The regulations allow
large R&D intensive conpanies to reach certain
agreenents with the OCS regarding determ nation of the
amount and paynment schedule of royalties, subject to
certain conditions.
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Note 16

COMM TMENTS AND CONTI NGENT LI ABI LI TIES (CONT.)

A

ROYALTY COWM TMENTS ( CONT.)

If the Conpany elects to adopt the regulations, it will have
torecord a significant one-time expense resulting from
accruing a liability for an absol ute anount of royalties.

In My 2002, El-Op's Board of Directors approved an
arrangenent, proposed by the OCS, according to which El -Op
pays commencing in 2002, an agreed anount of $10,632 in
exchange for a release fromall obligations to pay royalties
in the future. As a result El-Op recorded an expense for the
agreed anmount net of the accrual for royalties previously
recorded by El-Op in the anpunt of $9,801 included in Cost
of Revenues.

COW TMENTS | N RESPECT OF LONG TERM PRQJIECTS

In connection with long-term projects in certain countries,
the Conpany and certain subsidiaries undertook to use their
respective best efforts to nmake or facilitate purchases or
investnents in those countries at certain percentages of the
anount of the projects. The conpanies' obligation to nake or
facilitate third parties making such investments and
purchases is subject to comercial conditions in the |ocal
market, typically without a specific financial penalty. The
maxi mum aggregate undertaking as of Decenber 31, 2003
amounted to $630,000 to be perforned over a period of up to
11 years, is typically tied to a percentage (up to 100% of
the anpunt of the specific contract.

In the opinion of Mnagenent, the actual anount of the
investnments and purchases is anticipated to be |less than
that nentioned above, since certain i nvestnents and
purchases can result in reducing the overall wundertaking on
nore than a one to one basis.
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U S. dollars (In thousands)
Note 16 - COVM TMENTS AND CONTI NGENT LI ABI LI TIES (CONT.)
C. LEGAL CLAI M5
The Conpany and its subsidiaries are involved in |egal
clains arising in the ordinary course of business, including

clainms by enployees, consultants and others. Conpany's
Managenent, based on the opinion of its legal counsel,

believes that the financial inpact for the settlenent of
such clainms in excess of the accruals recorded in the
financial statenents will not have a material adverse effect
on the financial position or results of operations of the
G oup.

D. LEASE COW TMENTS

The future mninum |lease comitnents of the Goup under
various non-cancel abl e operating | ease agreenents in respect
of premi ses, nmotor vehicles and office equipnent are as of
Decenber 31, 2003:

2004 $ 8,520
2005 6, 145
2006 5, 557
2007 5, 453
2008 and there after 5,451

$ 31,126

Rent expenses for the years ended Decenber 31, 2003, 2002
and 2001 anmount ed to $9,177, $9, 215, and $7, 978,
respectively.

E. The Conpany has provided, on a proportional basis toits
ownership interest, guarantees for two of its investees in
respect of credit lines from banks anmounting to $13, 900

(2002- $10,600), of which $13,400 (2002 - $10, 200) rel ates
to a owned 50% foreign investee. The guarantees will exist
as long as the credit lines are in effect. The Conpany woul d
be liable to perform under the guarantee for any debt the
investee would be in default wunder the terms of the credit
i ne.

F. A lien on the Goup's Approved Enterprises has been
registered in favor of the State of Israel. Grants received

in respect of projects which have not yet been approved
anount to approxi mately $800 (see Note 15 A (3) above ).
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ELBI T SYSTEMS LTD. AND I TS SUBSI DI ARl ES

NOTES TO THE CONSOLI DATED FI NANCI AL STATEMENTS ((CONT. )

U S. dollars (In thousands)
Note 16 - COWMM TMENTS AND CONTI NGENT LI ABI LI TI ES (CONT.)

G Guarantees in the anount of approximtely $399,200 were
i ssued by banks securing certain advances from custoners and
performance bonds on behal f of G oup conpanies.

H. Certain Goup conpanies recorded fixed charges on nost of
their nmachinery and equipnent, nortgages on nost of their
real estate and floating charges on npbst of their assets.

Note 17 - SHAREHOLDER S EQUI TY
A SHARE CAPI TAL

O di nary shares confer upon their holders voting rights, the
right to receive dividends and the right to share in equity
upon |iquidation of the Conpany.

B. 2000 EMPLOYEE STOCK OPTI ON PLAN

In 2000, the Conpany adopted an enpl oyee stock option plan
for enpl oyees conprising options to purchase up to 2,500, 000
O dinary shares. The exercise price approxi mtes narket
price of the shares at the grant date. The plan includes an
additional 2,500,000 options to be issued as "phantont
shares options that grant the option holders a nunber of
shares reflecting the benefit conponent of the options
exerci sed, as cal cul at ed at the exercise date, in
consideration for their par value only. Options vest over a
period of one to four years fromthe date of grant and
expire no later than six years fromthe date of grant.

Any options, which are canceled or forfeited before
expiration, beconme available for future grants. As of
Decenber 31, 2003, 479,217 options of the Conpany were still
avail able for future grants.

C. "PHANTOM' SHARE OPTI ONS

The phantom share options are considered as part of a
variable plan as defined in APB No. 25, and accordingly the
conpensati on cost of the options is neasured by the
difference between the market price of the Conpany's shares
and the exercise price of the options at the end of every
reporting period and anortized by the accelerated nethod
over the renmining vesting period.
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Note 17 - SHAREHOLDER S EQUI TY (CONT.)
D. A summary of the Conpany's share option activity under the
plans is as follows:
<TABLE>
<CAPTI ON>
Decenber 31,
2003 2002 2001
Wei ght ed Wi ght ed Wi ght ed
aver age aver age aver age
Number of exerci se Nunber of exerci se Nunber of exerci se
options price options price options price
<S> <C <C <C <C <C <C
Qut st andi ng- begi nni ng of
the year 4,511, 724 $ 12.26 5,107,634 $ 11.93 5,671,918 $ 11. 26
G ant ed 13, 000 14.91 27,000 14. 92 98, 840 12.91
Exer ci sed (757, 947) 12.13 (558, 901) 9.45 (598, 348) 11.93
Forfeited (31,175) 12.29 (64, 009) 11.33 (64, 776) 12.50
Qutstanding - end of the
year 3,735, 602 $ 12.30 4,511, 724 $ 12.26 5,107, 634 $ 11.93
Options exercisable at
the end of the year $ 12.23 2,287,790 373,138 $ 7.56
</ TABLE>
E. The options outstanding as of Decenber 31, 2003, have been
separated into ranges of exercise price, as follows:
<TABLE>
<CAPTI ON\>
Options outstandi ng Options exercisable
Nunber Wei ght ed Wi ght ed
out st andi ng aver age Wei ght ed Nunber aver age
as of remai ni ng aver age out st andi ng as exerci se
Decenber 31, cont ract ual exerci se of Decenber 31, price per
Exercise price 2003 life (years) price per share 2003 share
<S> <C <C <C <C <C
$10. 61- $12. 16 158, 935 0.42 $10. 69 158, 935 $10. 69
$12. 18- $15. 64 1,786, 193 2.93 12.37 1, 190, 240 12. 34
$12. 18- $15. 64(*) 1,790, 474 2.94 12.37 1,198, 021 12.33
3, 735, 602 2.83 $12. 30 2,547, 196 $12. 23
</ TABLE>
(*) Phantom share options.
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U S. dollars (In thousands)
Note 17 - SHAREHOLDER S EQUI TY ( CONT.)
E. (Cont.)

Where the Conpany has recorded deferred stock conpensation
for options issued with an exercise price belowthe fair
value of the O di nary shar es, t he deferred st ock
conpensation is anortized and recorded as conpensation
expense ratably over the vesting period of the options.
Conpensati on expense (incone) of $4,741, $(926) and $8,512
were recognized during the years ended Decenber 31, 2003,
2002 and 2001, respectively.

F. The weighted average exercise price and fair value of
options granted during the years ended Decenber 31, 2003,
2002 and 2001 were:

Less than narket price

Wi ght ed- aver age
exercise price $ 14.91 $ 14.92 $ 12.91
Wi ght ed- aver age

fair values on

grant date $ 4.63 $ 4.31 $ 5.14
G Conput ation of basic and diluted net earnings per share:
<TABLE>
<CAPTI ON>
Year ended Year ended
Decenber 31, 2003 Decenber 31, 2002
Net incone
Net incone to Weighted to Wi ght ed
shar ehol ders aver aged Per sharehol ders averaged Per
of Ordinary nunber of share of Ordinary nunber of share
shares shares (*) anount shares shares (*) anount
<S> <C <C <C <C <C <C
Basi ¢ net earnings $ 45,945 39, 061 $1.18 $45, 113 38, 489 $1.17
Effect of dilutive
securities:
Enpl oyee stock
options - 1, 169 - 1, 374
Di | uted net
ear ni ngs $ 45, 945 40, 230 $1.14 $45, 113 39, 863 $1.13
</ TABLE>

* I'n thousands
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Year ended
Decenber 31, 2001

Net incone to  Weighted

shar ehol ders aver aged Per
of Ordinary nunber of share
shares shares (*) anount
<C <C <C
$40, 796 37,975 $1. 07
1,384
$40, 796 39, 359 $1. 04
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ELBI T SYSTEMS LTD. AND I TS SUBSI DI ARl ES
NOTES TO THE CONSOLI DATED FI NANCI AL STATEMENTS ((CONT. )
U S dollars (In thousands)
Note 17 - SHAREHOLDER S EQUI TY (CONT.)
H. TREASURY SHARES

The Conpany's shares held by the Conpany are presented at
cost and deducted from shareholder's equity.

[ DI VI DEND PQOLI CY

Di vidends declared by the Conpany are paidin NISor in
foreign currency subject to any statutory Ilinmtations. The
Conpany has decided not to declare dividends out of tax
exenpt earnings.

Note 18 - MAJOR CUSTOVER AND GEOGRAPHI C | NFORMATI ON
The Group adopted Statement of Financial Accounting Standards No.
131, "Disclosures About Segnents of an Enterprise and Rel ated
I nf or mati on", ("SFAS No. 131"). The Goup operates in one

reportable segnment (see Note 1 for a brief description of the
Group' s business).

A Revenues are attributed to geographic areas based on
location of the end custoners as follows:

Year ended Decenber 31,

2003 2002 2001
Eur ope $109, 409 $144, 862 $179, 560
uU. S 332, 323 267, 686 206, 627
| srael 255, 742 225,674 226, 650
O hers 200, 506 189, 234 151, 664
$897, 980 $827, 456 $764, 501
B. Revenues are generated by the followi ng product Iines:
<TABLE>
<CAPTI ON>
Year ended Decenber 31,
2003 2002 2001
<S> <C <C <C
Al rborne systens $373, 580 $372, 756 $334, 201
Arnored vehicles systens 199, 800 135, 700 126, 300
Command, control, communications,
conmputers and intelligence systens (C4l) 133, 900 122,700 105, 800
El ectro-optical systens 140, 500 148, 200 162, 700
Q hers 50, 200 48, 100 35, 500
$897, 980 $827, 456 $764, 501
C. Revenues fromsingle custonmer, which exceed 10% of total
revenues in the reported years:
<CAPTI ON\>
Year ended Decenber 31,
2003 2002 2001
<S> <C <C <C
Custoner A 21% 18% 20%
</ TABLE>

-54-

file//IC\TEMP\ view.htm 6/14/2004



EDGAR Easet+ 1.4a--, , Elbit Systems Ltd. -- Page 164 of 202

Jenkens & Gilchrist Parker Chapin LLP Rev -() 06/14/2004 17:12:02 form20f-12312003.txt, Seq: 164
Elbit Systems Ltd. - Form 20-F (12/31/2003) File Page/Sheet: /
<PACE>

ELBI T SYSTEMS LTD. AND I TS SUBSI DI ARl ES

NOTES TO THE CONSOLI DATED FI NANCI AL STATEMENTS ((CONT. )

U S. dollars (In thousands)

Note 18 - MAJOR CUSTOVER AND GEOGRAPHI C | NFORVATI ON ( CONT. )
D. Long-lived assets by geographic areas:
Decenber 31,
2003 2002 2001

I srael $229, 396 $211, 256 $ 84,864

us 81, 261 83, 814 194, 690

Q hers 18, 093 13, 660 10, 451

$328, 750 $308, 730 $290, 005

Note 19 - RESEARCH AND DEVELOPMENT COSTS, NET
<TABLE>
<CAPTI ON\>

Year ended Decenber 31,

2003 2002 2001
<S> <C <C <C
Total expenses $ 65, 487 $ 62,560 $ 67,871
Less - participations (10, 568) (5, 550) (9, 112)
$ 54,919 $ 57,010 $ 58,759
Note 20 - FI NANCI AL EXPENSES, NET
<CAPTI ON>
Year ended Decenber 31,
2003 2002 2001
<S> <C <C <C
Expenses:
On | ong-term bank debt $ 2,719 $ 2,026 $ 3,033
On short-termbank credit and | oans 2,838 3,415 3, 806
Q hers 5, 600 1,214 798
11, 157 6, 655 7,637
I ncone:
Interest on cash, cash equival ents
and bank deposits 309 1, 547 2,179
Q hers 5,978 2,073 2,841
6, 287 3,620 5,020
$ 4,870 $ 3,035 $ 2,617
</ TABLE>

- 55-

file//IC\TEMP\ view.htm 6/14/2004



EDGAR Easet+ 1.4a--, , Elbit Systems Ltd. --

Jenkens & Gilchrist Parker Chapin LLP

Elbit Systems Ltd. - Form 20-F (12/31/2003)

<PAGE>

Rev -() 06/14/2004 1

NOTES TO THE CONSOLI DATED FI NANCI AL STATEMENTS ((CONT. )

U S. dollars (In thousands)

7:12:02

ELBI T SYSTEMS LTD. AND I TS SUBSI DI ARl ES

Note 21 - OTHER | NCOME ( EXPENSES) ,
<TABLE>
Year ended Decenber 31,
2003 2002 2001
<S> <C <G <C
Gain (loss) on sale of property
pl ant and equi pnent $ 915 $(743) $ 327
Ct hers, net (12) 281 447
$ 903 $(462) $ 774
Note 22 - RELATED PARTI ES TRANSACTI ONS AND BALANCES
<CAPTI ON>
Year ended Decenber 31,
2003 2002 2001
<S> <C <G <G
I ncone -
Sales (*) $34, 674 $37,924 $28, 675
Expenses char ged $ 1,773 $ 902 $ 633
Cost and expenses -
Suppl i es and services $21, 606 $10, 457 $11, 125
Participation in expenses (*) $ 1,751 $ 1,498 $ 1,632
Fi nanci al expenses $ 23 $ 110 $ 193
</ TABLE>
Decenber 31,
2003 2002
Trade receivables (*) $ 6,668 $ 9,647
Trade payabl es $ 4,975 $ 4,006
(*) The anpunts relate mainly to transactions with VSI.
Note 23 - RECONCI LI ATI ON TO | SRAELI GAAP

As described in Note 2, the

Conpany prepares its financial

statenents in accordance with US  GAAP. The effects of the
differences between U S. GAAP and Israeli GAAP on the Conpany's
financial statenments are detail ed bel ow.

Di fferences between U. S. GAAP and |sraeli GAAP:
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NOTES TO THE CONSOLI DATED FI NANCI AL STATEMENTS ((CONT. )

U S. dollars (In thousands)

Note 23 -

RECONCI LI ATI ON TO | SRAELI GAAP (CONT.)

A buil ding purchased fromE bit Ltd.

According to generally accepted accounting principles in Israel
("lIsraeli GAAP'), the Conpany charged to capital reserves the
excess of the anmount paid over net book value of a building
acquired fromE bit Ltd in 1999.

According to U.S. GAAP, the entire anount paid is considered as
the cost of the building acquired.

Proportional consolidation nmethod

According to Israeli GAAP, a jointly controlled conpany should be
included according to the proportional consolidation nethod.
According to U S. GAAP, the investment in such a conpany is
recorded according to the equity nethod.

Tax benefit in respect of options exercised

According to Israeli GAAP, tax benefits from enployee options
exercised are recorded as a reduction of tax expense. According to
U S. GAAP, the difference between the above nentioned tax benefits
and the benefits recorded in respect of conpensation expense in
the financial statenents is credited to capital reserves.

Goodwi | |

Ef fective January 1, 2002, the Conpany adopted SFAS 142, "Goodwi |l
and Ot her Intangible Assets" according to which goodwill and
intangible assets with indefinite Ilives are no longer anortized
periodically but are reviewed annually for inpairnent (or nore
frequently if inpairment indicators arise). According to Israeli
GAAP, all intangibles, including goodw Il should be anortized.
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U S. dollars (In thousands)

Note 23 - RECONCI LI ATI ON TO | SRAELI GAAP
1. Ef fect on net inconme and earnings per share
<TABLE>
<CAPTI ON\>
Year ended Decenber 31
2003 2002 2001
<S> <C <C <C
Net income as reported according to
U S. GAAP $ 45,945 $ 40, 796
Adj ustments to Israeli GAAP 595 1, 767
Net incone according to Israeli GAAP $ 46, 540 $ 42,563
2. Ef fect on sharehol ders' equity
As per
As reported Adj ust nent s I sraeli GAAP
As of Decenber 31, 2003
Shar ehol ders' equity $452, 079 $( 10, 367) $441, 712
As of Decenber 31, 2002
Shar ehol ders' equity $411, 361 $(11, 076) $400, 285

</ TABLE>

#HEHHRHHHH
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Exhi bit 1.2

April 2004
RESTATED ARTI CLES OF ASSOCI ATI ON
oF
ELBI T SYSTEMS LTD.
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ARTI CLE
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1. | NTERPRETATI ON

(a) In these Articles of Association the following terms will have the neanings

descri bed bel ow
TERM
(1) Annual Meeting

(2) Articles

(3) Audit Committee

(4) Board or
Board of Directors

(5) Chairman of the
Board of Directors

(6) Conpany

(7) Director

(8) Extraordinary Meeting

(9) General Meeting

(10) Independent Certified
Account ant s

(11) Internal Auditor

(12) Law

(13) NI'S

(14) Ordinary Shares

file//IC\TEMP\ view.htm

MEANI NG
The annual General Meeting.

These Articles of Association, as nmay be
amended fromtine to tinme.

The audit commttee of the Board of Directors
established according to these Articles and
the Law.

The Conpany's supervisory governing board
appoi nted according to these Articles and the
Law.

The chairman of the Board of Directors,
appoi nted according to these Articles.

El bit Systens Ltd.
A nmenber of the Conpany's Board of Directors.

A General Meeting other than an Annual
Meet i ng.

A nmeeting of the Conpany's Shar ehol der s
convened according to these Articles and the
Law.

The Conpany' s i ndependent certified
account ants appointed according to these
Articles and the Law.

The Conpany's internal auditor appointed in
accordance with these Articles and the Law.

The [Israel] Conpanies Law - 1999, including
any regul ati ons and regul atory orders
relating thereto, and any successor |aws and
regulations, as will be in effect fromtine
to tine.

New | sraeli Shekels.
Shares noninal value NIS 1 per Share, which

carry all ordinary rights Shareholders are
entitled to under these Articles and the Law.
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(15)

(16)

(17)

(18)

(19)

(20)

(21)

(22)

(23)

(24)

(25)

(26)

(27)

(28)

Pr esi dent

Pr oxy

Proxy St at enent

Regi st er

Regi stered O fice

Secretary

Securities Law

Share Capital

Shar ehol der

Shar es

Special Mjority

Treasury Shares

Voting | nstrunment

Witing
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The president and general nanager of the
Conpany appoi nt ed according to t hese
Articles.

A person appointed, as provided in these
Articles, by a Sharehol der to vote or
ot herwi se act on the Shareholder's behalf at
a General Meeting.

A docunent issued by the Board of Directors
to Shareholders soliciting the Sharehol ders
to vote for a General Meeting.

The regi ster of Shareholders, including any
branch registers the Conpany may namintain,
kept according to the Law.

The Conpany's registered office.
The Conpany's corporate secretary.

The [lsrael] Securities Law - 1968 and any
regul ations and regulatory orders relating
t hereto, and any successor | aws and
regulations, as will be in effect fromtine
to tine.

The Conpany's registered Share capital as
aut horized by its Menorandum of Association
and these Articles.

Any person or entity that is the owner,
according to these Articles and the Law, of a
Shar e.

Proportional allocations to Shareholders of
rights in the Conpany's Share Capi tal,
whet her O di nary Shar es or ot herw se,
according to these Articles and the Law.

A nmejority of at least sixty-seven percent
(67% of all votes properly cast at a General
Meet i ng, wi t hout t aki ng into account
abstentions.

Shares that have been acquired, redeened or
ot herwi se received by the Conpany or a
Conpany subsidiary and allocated by the
Conpany to a reserve for future allocation or
sal e.

A witten form for Shareholders to use,
according to these Articles and the Law, in
voting at General Meetings.

A handwiting, typewiting, facsimle, print,
e-mai |l and any other legally recognized form
of communi cation that can be read.
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(b)

(c)

(d)

(a)
(b)
(c)

(d)

(a)

(b)

(a)
(b)

In these Articles, unless the context otherw se requires, expressions
defined in the Law will have the neanings so defined. In addition, words

importing the singular will include the plural, and vice versa. Wrds
inmporting the masculine gender will include the fem nine, and words
i mporting persons will include conpanies, partnerships, associations and

all other legal entities. Days, nonths and years refer to the Gegorian
cal endar.

In the event that an Article is revised or a new Article is added to these
Articles, which contradicts an original Article, the revised or added
Article(s) will take precedence.

In any place in these Articles that specifies the provisions will apply
according or subject to the provisions of the Law and/or any other law, the
intention is to provisions of the Law and/or of any other |aw that are not
el ective, unless the context requires otherw se.

PUBLI C COMPANY

The Conpany is a public conpany as defined in the Law. Therefore:

No limtations will apply to the transfer of its Shares.

The nunber of Shareholders is unlimted.

The Conpany nmy issue any formof its Shares or other securities to the
public.

Liability of the Shareholders is linmted to the paynent of the nom nal
(par) value of the unpaid issued Share Capital of the Conpany.
PERM SSI BLE OBJECTI VES

The permssible objectives of the Conpany nmmy include any objectives
permtted by I|aw

The Conpany nmay contribute, fromtine to tinme, reasonable suns to worthy
causes even if the cause is not within the specific scope of the Conpany's
busi ness.

NAME AND REG STERED OFFI CE

The nane of the Conpany is Elbit Systems Ltd.

The Registered Ofice wll be at such place in Israel as the Board of
Directors will fromtime to tine select.
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5. SHARE CAPI TAL

(a) The Share Capital of the Conpany is NIS 80,000,000 (eighty million New
I sraeli Shekels) divided into 80,000,000 (eighty mllion) ordinary shares
of NIS 1 nominal (par) value each.

(b) The Conpany may, by a resolution of a Special Mjority of Shareholders at a
General Meeting:

(1) increase the Share Capital, including by classes of Shares, as the
General Meeting may deternine; or

(2) annul Share Capital that has not yet been issued, provided that the
Conpany has no undertaking, including a provisional wundertaking, to
al l ot such Shares.

(c) Subject to the provisions of the Law, the Conpany may, by a resolution of a
majority of the Shareholders voting in a General Meeting without taking
into account abstentions:

(1) consolidate all or part of the Shares and/or divide theminto Shares
of a greater par value than the par value of the existing Shares;

(2) split all or part of the Shares, by way of subdivision, into Shares of
| esser par value than the par value of the existing Shares; or

(3) decrease the capital or any reserve fund fromredenption of capital.

(d) In executing any resolution adopted according to Article 5(c) above, the
Board may, at its discretion, resolve any rel ated issues.

(e) Subject to any contrary decision in a GCeneral Meeting resol ution
authorizing an increase in Share Capital, any new Share Capital will be
subj ect to the sane provisions regarding paynent of calls, liens, title,
forfeiture, transfer and otherwi se as apply to the original Share Capital.
Such CGeneral Meeting resolution nay al so determine that the new Shares, or
any part of them will first be offered, at par value or at a premium to
all the existing Shareholders in proportion to the par value of their
Shares or may determine other provisions wth regard to the issuance and
allotnent of the new Shares. However , in the absence of such a
determ nation in the General Meeting resolution, the Board may allot such
Shares as provided in Article 6(a) bel ow.

(f) If as a result of a consolidation or split of Shares authorized under these

Articles, fractions of a Share will stand to the credit of any Sharehol der,
the Board is authorized at its discretion, to act as foll ows:
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(a)

(b)

(c)

(d)

(e)

(t)

(1) determine that fractions of Shares that do not entitle their owners to
a whole Share, will be sold by the Conpany and that the consideration
for the sale be paid to the beneficiaries, on terms the Board nay
det er m ne;

(2) allot to every Shareholder, who holds a fraction of a Share resulting
froma consolidation and/or split, Shares of the class that existed
prior to the consolidation and/or split, in a quantity that, when
consolidated with the fraction, wll constitute a whole Share, and
such allotment will be considered valid imediately prior to the
consolidation or split;

(3) determine the manner for paying the anounts to be paid for Shares
allotted in accordance wth Article 5(f)(2) above, including on
account of bonus Shares; and/or

(4) determine that the owners of fractions of Shares will not be entitled
to receive a whole Share in respect of a Share fraction or that they
may receive a whole Share with a different par value than that of the
fraction of a Share.

SHARE RI GHTS

Subject to these Articles and to the terns of any General Meeting
resolution creating new Shares, the allotnment and issue of Shares will be
as determined by the Board of Directors, who may allot and issue such
Shares to persons on terns and conditions and at tinmes as determnined by the
Board of Directors, including the allotnment of bonus Shares.

Each Ordinary Share will entitle its owner to receive notices of, to attend
and to cast one vote at a General Meeting.

The rights granted to Shareholders of any class of Shares issued wth
preferred or other rights will not, wunless specifically provided by the
terns of issue of the Shares of that class, be deened to be changed by the
creation or issue of other Shares of the sane rank.

Unless otherwise provided for by the terms of issuance of a particular
class of Shares, the Conpany nmay create or change rights, preferences,
restrictions and provisions related to one or nore of the classes of
Shares, after receipt of the consent in witing of all Sharehol ders of the
affected class, or a resolution passed at a General Meeting of such class,
approved by a Special Mjority of the Shareholders of the affected class.
These Articles will apply, as applicable, to every such separate General
Meeting of a class.

Treasury Shares will not carry voting or dividend rights while they remain
in the Conpany's Treasury Share reserve. Conversion of Treasury Shares into
O dinary Shares or Ordinary Shares into Treasury Shares will be subject to
approval of the Board of Directors and any applicable provisions of the Law
and Securities Law.

The rights applicable to any Shares, whether in the original Share Capital
or any increased Share Capital, nmay be changed according to the terns of
these Articles.
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7.

(a)

(b)

(¢)

(d)

(e)

()

SHARE REG STER AND SHARE CERTI FI CATES

The Conpany will maintain a Register of Shareholders according to the Law.
The Conpany may nmaintain one or nore branch registers of Shareholders, in
Israel or another jurisdiction, which will be considered as part of the
Regi ster.

No person will be recognized by the Conpany as hol ding any Share under a
trust unless he is so registered in the Register according to applicable
provisions of the Law

The Conpany will not be bound by or required to recogni ze, even when havi ng
notice, any right or interest in any Share other than rights or interests
of the Shareholder duly registered in the Register or otherwise proven in
accordance with these Articles and the Law.

Every person whose nane duly appears as a Shareholder in the Register or
who otherwi se establishes proof of ownership in accordance with these
Articles and the Law, w Il have the right wthout paynent to receive,
within two (2) nonths after allotnment or registration of transfer (unless
the conditions of allotment or transfer provide for a longer period), a
stanped certificate for all the Shares registered in his nane. The
certificate wll specify the nunber of Shares for which it is issued.
However, in case of joint Shareholders the Conpany will not be required to
issue nore than one certificate to all the joint Sharehol ders. Delivery of
a certificate to any of the joint Shareholders will be sufficient delivery
to all. Every certificate will be signed by a Director and countersigned by
the Secretary or some other person nom nated by the Board of Directors for
that purpose. The Conpany nmay w thhold the issue of Share certificates for
Shares not fully paid up.

If any Share certificate will be defaced, worn out, destroyed or lost, it
may be renewed following production of any evidence, provision of any
indemity and paynent of any of the Conpany's out of pocket expenses as the
Board of Directors wll require. 1In case of defacenent or wearing out,
renewal will require delivery of the old certificate.

The Conpany may destroy Share certificates which have been canceled if at
| east seven (7) years have passed fromthe cancellation date. The Conpany
may al so destroy Share transfer forns or certificates if at |east seven (7)
years have passed fromthe Share transfer date.

SHARE WARRANTS, OPTI ONS AND DEBENTURES
The Conpany may issue fromtine to time Share warrants, options on Shares,

debentures and simlar forms of securities. The price, terns and conditions
of any such securities will be determ ned by the Board of Directors.

file//IC\TEMP\ view.htm

Page 175 of 202

exh1l-2.txt, Seq: 175
File Page/Sheet: /

6/14/2004



EDGAR Easet+ 1.4a--, , Elbit Systems Ltd. --

Jenkens & Gilchrist Parker Chapin LLP Rev -() 06/14/2004 12:37:52
Elbit Systems Ltd. - Form 20-F (12/31/2003)

<PAGE>

9.

(a)

(b)

10.

11.

(a)

(b)

(c)

(d)

(e

LI EN ON SHARES

The Conpany will have a lien on every Share for all noneys, whether
currently payable or not, called or payable in respect of that Share.
However, the Board of Directors nmy at any tine declare any Share to be
whol Iy or partly exenpt fromthe provisions of this Article. The Conpany's
lien, if any, on a Share wll extend to all dividends payable on that
Share.

The Conpany nmy sell any Shares on which it has a lien at such tinme and
manner as will be determ ned by the Board of Directors. However, if sone
sumon which there is alienis currently payable, no sale will be nmade
until fourteen (14) days after sending a notice in witing to the
regi stered Sharehol ders, demandi ng paynent of such sum and giving notice of
the Conpany's intention to sell in default. To give effect to any such
sale, the Board of Directors may authorize transfer of the Shares sold to
the purchaser who will be registered as the holder of the Shares. The
Conpany will receive the net proceeds of the sale which will be applied in
payment of the sumthen payable on the lien. The balance of the sale
proceeds, if any, will be paid to the person holding the Shares i nmedi ately
before the sale, subject to any lien for sunms that were not currently
payabl e for the Shares before the sale.

REDEEMABLE SHARES AND WARRANTS

Subj ect to the applicable provisions of the Law, the Conpany may issue and
redeem redeenmabl e preference Shares and redeemabl e warrants.

CALLS ON SHARES; FORFEIT OF SHARES

The Board of Directors may, in its discretion, fromtime to tine authorize
the ambunt and manner of the consideration to be given to the Conpany for
Shares. The Board may al so neke calls on Sharehol ders for any noneys unpaid
on their Shares. Each Shareholder will be liable to pay the anbunt of every
call so mde on himto the persons and at the tines, places and
installments specified by the Board. A call nmay be revoked or postponed as
the Board may determn ne.

A call wll be considered to have been made at the time the Board of
Directors approves the resolution authorizing such call.

The joint Shareholders of a Share will be jointly and severally liable for
the paynent of all calls and related installnments.

The Board of Directors may, at its discretion, authorize receipt of
advances from any Shareholder relating to future calls on Shares. The Board
may authorize interest to be paid as may be agreed wth the advancing
Shar ehol der .

Any sumthat, by the terms of a Share, is payable on the Share's allotnent
or at any fixed date, will be considered to be a call duly nmade and payabl e
on the date fixed for paynment. 1In case of non-paynent of such sum the
rel evant provisions of these Articles will apply as if such sumwere a call
duly nade and notified according to these Articles.
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()

(9)

(h)

(i)

(i)

(k)

("

The Board of Directors may, on the issue of Shares, differentiate between
the Shareholders as to the amunt of calls to be paid and the tines of
payment .

If any Shareholder fails to pay all or part of any call or installnent of a
call on or before the day appointed for such payment, the Board of
Directors nay serve a notice on such Shareholder. The notice will require
paynment of the anount remaining unpaid together with interest, at such rate
as the Board will determne, and any expenses that may have accrued by
reason of such non-paynent. The notice wll name a date, not |less than
fourteen (14) days fromthe date of the notice, on or before which such
call or installnent, and all interest and expenses that have accrued by
reason of such non-paynent are to be paid. It will also name the place
where paynment is to be nmade, and will state that in the event of
non- paynent on or before the tine and at the place appointed, the Shares
for which such call was made will be liable to be forfeited. |If the
requirements of any such notice are not nmet, any Share for which such
noti ce has been given nay, before the payment required by the notice has
been made, be forfeited by a resolution of the Board to that effect. A
forfeiture of Shares will include all dividends applicable to the Shares
not actually paid before the forfeiture, even if the dividend has been
decl ar ed.

Wien any Shares have been forfeited in accordance wth these Articles,
notice of the forfeiture wll be pronptly given to the Shareholder or to
the person entitled to the Shares by transmssion, as the case may be. An
entry of such notice having been given and of the date of the forfeiture of
the applicable Shares will be nade in the Register. However, a forfeiture
will not be invalid due to not giving such notice or making such entry in
the Register.

Following a forfeiture, the Board of Directors nmay, at any tine before the
forfeited Share has been otherw se disposed of, revoke the forfeiture on
terns determ ned by the Board.

Every forfeited Share nmay be sold or reallotted or otherw se disposed of,
to any other person, on such ternms as the Board of Directors may determ ne.
Any forfeited Share held by the Conpany will be considered as a Treasury
Share.

A person whose Shares have been forfeited will remain liable to pay to the
Conpany all <calls made and not paid on such Shares at the tine of
forfeiture, and interest thereon to the date of paynent, in the sane manner
inall respects as if the Shares had not been forfeited. He will also
remain liable to satisfy any clains and demands which the Conpany m ght
have enforced regarding the Shares at the tine of forfeiture, wthout any
deduction or allowance for the value of the Shares at the tinme of
forfeiture. However, if the Conpany chooses to sell the forfeited Shares
then the net consideration accepted by the Conpany for such Shares will be
deducted fromthe anpbunt the person whose Shares have been forfeited is
liable to pay the Conpany.

The forfeiture of a Share wll cause the extinction at the tine of
forfeiture all clainms and denands agai nst the Conpany regarding the Share,
and all other rights and liabilities relating to the Share as between the
forfeiting Sharehol der and the Conpany, except as provided by |aw

10
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(m

12.

(a)

(b)

(c)

(d)

(e

13.

(a)

(b)

(c)

A witten declaration, that the declarant is a Director and that a Share
has been duly forfeited according to these Articles and stating the date of
forfeiture, wll be conclusive evidence of the facts stated in the
decl aration against any persons clainmng to be entitled to the forfeited
Shares. Such declaration, together wth the Conpany's receipt for the
consideration, if any, given for the forfeited Shares on their sale or
di sposition, and a duly signed Share certificate delivered to the purchaser
will constitute good title to the Shares. Such purchaser will be registered
as the hol der of the Shares.

TRANSFER OF SHARES

Subj ect to the restrictions in these Articles, Shares will be transferable.
Every transfer nust be in witing in any usual or common form or in such
other formas the Board of Directors may fromtinme to tine approve. The
witten formof transfer wll be delivered to the Registered Ofice,
acconpanied by a true copy of the certificate of the Shares to be
transferred, and any other evidence as the Board nay require to prove the
title of an intending transferor.

The witten formof transfer of a Share wll be executed both by the
transferor and the transferee. The transferor will be considered to renain
the Sharehol der until the nane of the transferee is entered in the Register
for the applicable Shares.

The Board of Directors nmy decline to register any transfer of Shares,
whi ch have not been fully paid up.

The Board of Directors may deternine a fee to be charged for registration
of a transfer.

The registration of transfers may be suspended at such tinmes and for such
periods as the Board of Directors nay determne, not to exceed thirty (30)
days in any cal endar year.

TRANSM SSI ON OF SHARES ON DEATH, BANKRUPTCY OR DI SSCLUTI ON

In the case of death, bankruptcy or dissolution of a Shareholder, that
Sharehol der's rightful successor in interest wll be entitled to the
Shar ehol der' s Shares by transmi ssion as provided in this Article.

If a deceased Shareholder was a joint Shareholder, his surviving joint
Shareholder will be the successor in interest. |f a deceased Sharehol der
was a sole Shareholder, or has no surviving joint Shareholders, the
executors or admnistrators of the deceased, or in their absence the
legally declared heirs, wll be recognized by the Conpany as the successor
ininterest to the Shares. |If the Shareholder was a legal entity declared
bankrupt or otherwi se declared dissolved, then its legally recognized
successor in interest will be recognized by the Conpany as receiving title
to the applicable Shares.

Nothing in these provisions wll release the estate of a deceased

Sharehol der from any liability for any Shares held by the deceased
Shar ehol der.

11
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(d)

(e)

14.

15.

16.

(a)

(b)

(c)

Any person beconming entitled to a Share in consequence of a Sharehol der's
deat h, bankruptcy or dissolution may, upon producing such evidence of title
as the Board of Directors will require, be registered hinself as a hol der
of the Share, or subject to provisions regarding transfers of Shares,
transfer the sane to sone other person.

A person entitled to a Share by transmission wll be entitled to receive,
and may give a release for, any dividends or other noneys payable for the
Share. However, he will not have the right to receive notices of, or to
attend or vote at General Meetings or, except as provided above, to
exercise any of the rights or privileges of a Shareholder wunless and until
he becones a Sharehol der of the applicable Shares.

REG STRATI ON OF COMPANY SECURI TI ES FOR TRADI NG ON SECURI TI ES EXCHANGES.

The Board of Directors nmmy authorize Shares or any other duly authorized
Conpany securities to be registered for trading on securities exchanges in
Israel and/or in other jurisdictions.

BORROW NG POVERS

The Board of Directors may, fromtinme to time, at its discretion, determ ne
a framework of credit or a specific sumthe Conpany may raise or borrow or
secure the paynment of such credit or sumfor Conpany purposes. The Board
may authorize securing the repaynent of such sumin such nanner and terns
as it may decide. This nmay include the issue of debentures or simlar
instrunents of the Conpany secured by all or any part of the present and
future property of the Conpany, including its then existing uncalled Share
Capi tal .

DI VI DENDS AND RESERVES

The Board of Directors nmmy approve dividends to be paid fromtine to tine
to the Shareholders according to the Shareholders' respective rights and
may fix the record date and tinme for paynent. The dividend will be reported
to the next Annual Meeting.

Subj ect to any preferential or limted rights to receive dividends, all
dividends will be declared and paid according to the ampunts paid or
credited as paid on the applicable Shares. Al dividends wll be
apportioned and paid proportionately to the ambunts paid or credited as
paid on the Shares during any portion of the period for which the dividend
is paid. However, a Share may be issued on terns providing that it wll
qualify for dividends only froma particular date.

No dividend will be paid other than out of surplus earnings as permtted by
the applicable provisions of the Law relating to capital preservation and
al | ocation. However, the Conpany nmay request a court to allowit to pay
di vi dends under other terns permitted by the Law

12
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(d)

(e

(t)

(9)

17.

(a)

(b)

Dividends will be paid to Shareholders recognized by the Conpany in
accordance wth Article 7(c) above, at the tinme the dividend is declared,
as the Shareholders for the Shares for which the dividend has been
decl ar ed.

Notice of the declaration of any dividend, whether interimor otherw se,
will be given to the entitled Shareholders in the manner described in these
Articles for notices to Sharehol ders.

Unl ess otherwise directed by the Board of Directors, any dividend may be
paid by check, warrant or bank transfer to the registered address of the
person entitled, or in case of joint Shareholders to the one of themfirst
named in the Register regarding the joint holding. The receipt of the
person whose nanme on the date of the dividend declaration appears on the
Regi ster as the owner of any Share, or in the case of joint Sharehol ders,
of anyone of such joint Shareholders, wll be a good discharge to the
Conpany of all paynments nmade for such Share. Al dividends unclainmed for up
to seven (7) years after having been declared may be invested or otherw se
used as directed by the Board for the benefit of the Conpany until clained.
After such tine the Conpany will have no obligation to pay the unclained
di vidend. No unclained dividend or interest will bear interest against the
Conpany.

The Board of Directors nmy deduct from any dividend payable to any
Shar ehol der all suns of nobney, if any, then payable by himto the Conpany
on account of calls or otherwise in relation to the Conmpany Shares.

CAPI TALI ZATI ON OF RESERVES

The Board of Directors may, fromtinme to time, direct the setting aside out
of the profits of the Conpany and the allocation to reserves of such suns
as the Board may decide. Al suns allocated to any such reserve wll, at
the discretion of the Board, be applicable for:

(1) neeting contingencies;

(2) the liquidation of any debt or liability of the Conpany;

(3) maintaining any properties of the Conpany;

(4) neeting |losses on realization of, or witing down, investnents (either
individually or in the aggregate);

(5) equalizing or paying dividends or bonus Shares; or
(6) any other purpose to which Conpany profits may be properly applied.

Al sunms allocated to a reserve mmy, pending any other applications
aut horized by these Articles, be invested together with any other Conpany
funds in the ordinary course of business and wi thout it being necessary to
di stinguish between the investnents of the reserves and investnents of the
ot her noneys of the Conpany or between investnents of reserves of different
types.

13
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(c)

(d)

(e)

()

18.

(a)

(b)

(c)

The Board of Directors nmmy direct establishment of a capital reserve
account and apply such account in any manner authorized by these Articles
or by law

Subj ect to any legal requirenments, the General Meeting may at any tinme pass
a resolution that any sumbe capitalized, provided that it is:

(1) not required for the paynment or provision of any fixed preferential
di vi dend;

(2) not then allocated to any reserve fund or reserve account of the
Conpany, including premunms received on the issue of any Shares,
debentures or simlar Conpany securities; and

(3) undivided net profit held by the Conpany.

If a resolution as provided in Article 17(d) above is passed, the
resolution will also provide that such sumbe available for distribution
and be appropriated as capital to the Shareholders in the proportion in
whi ch they woul d have been entitled to receive dividends and in such manner
as the resolution may direct.

In accordance with the specific resolution adopted according to Articles 17
(d) and (e) above, the Board of Directors will apply such sumin paying up
in full any unissued Shares in the Share Capital of the Conpany on behal f
of the Sharehol ders. The Board will direct appropriation of such Shares and
then distribution credited as fully paid up proportionally anobng such
Shar ehol der s in satisfaction of their Shares and interests in the
capitalized sum Alternatively, the Board will direct application of all or
part of such sum on behal f of such Shareholders in paying up all or part of
any uncalled balance that will then be unpaid regarding any issued Shares
hel d by such Shareholders, or otherwi se deal with such sumas directed by
such resolution. \Were difficulty arises in connection wth any such
distribution, the Board nay resolve the matter as it sees fit.

CONVENI NG OF GENERAL MEETI NGS

General Meetings will be held at |east once in every calendar year at the
time and place, and with an agenda, as nmay be determ ned by the Board of
Directors. Shareholders representing at |least one percent (1 % of the
Conpany's voting power nmay request the Chairman of the Board to add
appropriate items to a General Meeting agenda. Each such annual GCeneral
Meeting will be called an "Annual Meeting", and any other Sharehol ders'
meeting will be called an "Extraordi nary Meeting".

Each Annual Meeting will take place no later than fifteen (15) nonths after
the previous Annual Meeting, but no later than the end of the applicable
cal endar year. The Board may convene an Extraordinary Meeting whenever it
finds it necessary.

The Board of Directors will convene an Extraordinary Meeting on receipt of
a witten request fromany of:

(1) two (2) Directors or twenty-five percent (25% of the total nunber of,
Directors;
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(d)

(e

(t)

19.

(a)

(b)

(c)

(2) one (1) or nore Shareholders, holding at least five percent (5% of
the issued Share Capital and at Ileast one percent (1% of the
Shar ehol ders' voting power; or

(3) one (1) or nore Sharehol ders holding no | ess then five percent (5% of
t he Conpany's issued voting Shares.

An  Extraordinary Meeting requested under Article 18(c) above will be
convened within fifty-six (56) days of subm ssion of the Board's receipt of
a proper written request to convene an Extraordinary Meeting. If the Board
of Directors fails to convene such neeting wthin such time, then, the
required Extraordinary Meeting nay be convened, in the sane manner as for
ot her Ext r aor di nary Meet i ngs, by any of the Directors and/or by
Shar ehol ders (representing at |east one-half of such Sharehol ders' voting
rights), who requested the convening; provided it is convened no later than
three (3) nonths after submission of the witten request to the Board.

The Board of Directors will establish a record date in accordance with the
requirenents of the Law for Shareholders entitled to receive notice of and
vote at a General Meeting.

A witten notice of the convening of a General Meeting will be given, as
required by the Law, at |east twenty-one (21) days in advance. The notice
will specify the place, date and tine of the Meeting as well as other
requirements specified in the Law. The place of the neeting wll be in
Israel. The date of any Extraordinary Meeting convened under Article 18(c)
above will be not later than thirty-five (35) days after the date of the
notice.

PROCEEDI NGS AT GENERAL MEETI NGS

No business will be transacted at any General Meeting wunless a quorumis
present. The quorum at any General Meeting, except an Extraordinary Meeting
convened in accordance wth Article 18(c) above, wll be at least two (2)
Sharehol ders present in person, by Proxy or by a Voting Instrument and
hol ding or representing between themat |east one-third (1/3) of the issued
voting Shares.

If within one-half (1/2) hour fromthe tinme appointed for the holding of a
General Meeting a quorumis not present, the neeting will be adjourned to
the sanme day, tine and place in the next week, or to such other day, tinme
and place as will be determ ned by the Board of Directors by notice to the
Sharehol ders. If at such adjourned neeting a quorumis not present within
one-half (1/2) hour fromthe time appointed for holding the adjourned
nmeeting, then two (2) Shareholders representing at |east ten percent (10%
of the Shareholders' voting power, present in person, by Proxy or by a
Voting Instrunment will be a quorum

If the General Meeting adjourned is an Extraordinary Meeting convened in
accordance to Article 18(c) above, then no business will be transacted at
such adjourned Extraordinary Meeting unless a quorumis present conprised
of :

(1) one (1) or nore Sharehol ders holding no | ess then five percent (5% of

the issued Share Capital and one percent (1% of the voting power of
t he Conpany; or
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(d)

(e

(f)

20.

(a)

(b)

(c)

(d)

(2) one or nore Sharehol ders holding no |l ess then five percent (5% of the
i ssued voting Shares.

Except as provided in these Articles, the Law and the Securities Law, all
business transacted at a General Meeting will be decided by a resolution
adopted by a sinple majority of the votes cast at the General Meeting, not
taking into account abstentions.

The Chairman of the Board of Directors, wll preside at any General
Meeting, but if there wll be no such Chairman, or if at any General
Meeting he will not be present within fifteen (15) mnutes after the tine
appointed for holding the nmeeting, or is unwilling to act as chairman, the

Shar ehol ders present will choose any Director to act as chairman of the
meeting. If no Director is present, or if all the Directors present decline
to take the chair, the Shareholders present wll choose a Sharehol der

present to be chairman of the neeting.

The Chairnman may, with the consent of any General Meeting at which a quorum
is present, (and will if so directed by the neeting) adjourn the neeting
fromtinme to tine and fromplace to place. Wenever a General Meeting is
adj ourned for twenty-one (21) days or nore, notice of the adjourned General
Meeting will be given in the sane nmanner as for the original General
Meeting. No Shareholder will have the right to any other notice of an
adj ournnent or of the business to be transacted at any adjourned GCeneral
Meeting other than the business which nmight have been transacted at the
original General Meeting which was adjourned.

VOTI NG AT GENERAL MEETI NGS; VOTI NG | NSTRUVENTS

Subj ect to the applicable record date and any rights or restrictions then
existing for a particular class of Shares, each Shareholder will have the
right to vote who is present at a General Meeting either personally, by a
Voting Instrunent in such cases as required or pernitted under the Law for
voting by Voting Instrument, or by Proxy. A Shareholder may vote in respect
of only part of his Shares, and he may vote in different ways in respect to
portions of his Shares.

The vote may be by show of hands, by secret ballot, by Voting Instrunent or
by any other manner authorized by the Board of Directors consistent wth
the Law. A Shareholder will have one (1) vote for each Share held by him
However, unless otherwi se determined by the Board, no Sharehol der will be
permtted to vote at a General Meeting or to appoint a Proxy to so vote
unl ess he has paid all calls for paynent and all npneys due to the Conpany
fromhimw th respect to his Shares.

A Proxy present at a GCeneral Meeting wll have the sane rights as a
Shar ehol der with respect to voting at a General Meeting. A Proxy need not
to be a Sharehol der.

The vote of the senior of any joint Shareholders, whether in person, by
Voting |Instrunent or by Proxy, wll be accepted to the exclusion of the
votes of other joint Shareholders. For the purpose of these Articles,
seniority wll be determ ned by the order in which the nanes appear in the
Regi ster.
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(e

()

(9)

(h)

(i)

()

(k)

An objection to a Shareholder's or a Proxy's right to vote in a General
Meeting nust be raised at the applicable neeting or adjourned neeting where
that person was supposed to vote. The chairman of the neeting will decide
whet her to accept or reject any objection raised at the proper tine
regarding the vote of a Sharehol der or Proxy, and the chairnman's decision
will be final. Every vote not disqualified as provided above will be valid
for all matters at the General Meeting.

A Sharehol der that is a corporation or other formof legal entity will have
the right to appoint a person to be its representative at any General
Meeting. Such appointnent. nust be authorized in witing by the Board of
Directors, president or general manager or similar body of such entity. The
representative so appointed wll have the right to exercise on behalf of
the entity he represents all the powers that the entity itself mght
performin connection with the General Meeting.

A Sharehol der who has been declared legally inconpetent or has otherw se
had a legally appointed guardian, may, followi ng a proof of appointnent of
a legal guardian or simlar representative, vote at a General Meeting
through such guardian or representative, whether in person, by Voting
I nstrunment or by Proxy.

A vote by Proxy or a Voting Instrument will be considered valid even if
there has been the death or decl aration of i nconpet ence of the
appoi ntee/ signatory or the cancellation of the Proxy appointnent or Voting
Instrument or expiration of a Proxy appointnent or Voting Instrument in
accordance wth any law, or the transfer of the Shares for which the Proxy
appoi ntment or Voting Instrument was given, unless the Conpany receives at
the Registered Ofice, prior to a General Meeting, a witten notice as
specified below. For a Voting Instrunment or Proxy appointnent that has been
provided to the Conpany for a specific General Meeting to be considered
invalid, a witten notice of cancellation of a Voting Instrument or Proxy
appoi ntment nust be duly signed by the applicable Sharehol der specifying
the applicable Shares, the nane of the Sharehol der, |egal representative or
successor in interest and nature of the event invalidating the Proxy
appoi ntnent or Voting Instrument. In the event of voting by a secret ball ot
or by Voting Instrunent, a notice canceling the appointnent of a Proxy will
be valid it if is signed by the appointee/signatory and received at the
Regi stered Office no later than one (1) hour before beginning the vote.

A Shareholder will have the right, where pernitted or required by
provisions of the Lawrelating to Voting Instrunents, to vote by a Voting
Instrunment as an alternative to voting in person or by Proxy. 1In all

appl i cabl e cases, the Voting Instrument will be sent to Sharehol ders before
the applicable General Meeting no later then the tine required in the Law

A Sharehol der has the right to vote by a separate Proxy with respect to
each Share held by him provided that each Proxy wll have a separate
letter of appointnment containing the serial nunber of the Shares for which
the Proxy is entitled to vote. If a specific Share is included in nore than
one (1) letter of appointment, then no Proxy will have the right to vote
such Share.

An instrument appointing a Proxy which is not limted intime will expire
twel ve (12) nonths after the date of its execution. |If the appointnment is
for alimted period, even if nore than twelve (12) nonths, the instrunent
will be considered valid for the period specified in the instrunent.
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(I') A Voting Instrunent, letter of appointnent of a Proxy, power

attorney or other instrument relating to voting at a General Meeting
must be in witing. The formof the Voting Instrunent or the form of

appointing a Proxy wll bein any appropriate form as may be
determined by the Board of Directors. The signature of the appointor
or voting Shareholder will be confirnmed by a | awer, notary, bank or

in any other manner acceptable to the Board. The original or a copy of
such confirmed instrument will be delivered to the Registered Ofice,
or at such other place in Israel or abroad as the Board nay direct
fromtime to tine, at least twenty-four (24) hours before the tinme
appointed for the applicable original or adjourned General Meeting.
O herwi se, that person will not be entitled to vote that Share through

the instrunent.

21. PROXY STATEMENTS

(a) Subject to the applicable provisions of the Law, the Board of Directors,
and in the case of a General Meeting in accordance with Article 18(c) above

those Directors and Shareholders entitled to convene such neeting,

solicit the Shareholders by a witten Proxy Statenent in order to persuade
the Shareholders regarding their vote in a General Meeting. The Proxy
Statenent will be distributed by the Conpany, at its own expense together,

with the Voting Instrument, if any, relating to that General Meeting.

(b) The persons authorized to distribute Proxy Statements under Article 21(a)

above nay send additional Proxy Statements, simlarly distributed,
response to any other solicitations forwarded to the Sharehol ders
connection with a General Meeting.

22. ROLE AND COWVPCSI TI ON OF THE BOARD OF DI RECTORS

(a) The Board of Directors wll determne the policies of the Conpany and
oversee the performance of the duties of the President. The duties of the
Board will include, anpbng others, any nandatory Board responsibilities
specified in the Law or the Securities Law. The Board wll have

resi dual powers not granted under these Articles or by law to any other

Conpany body.

(b) The General Meeting may assune powers granted under these Articles or

law to the Board of Directors. However, any decision to assune such powers
must specify the matters and tinme period for which such powers are assuned.

(c) The nunber of Directors may be determned fromtine to tine at a General
Meeting. The nunber of Directors conprising the Board will be at least five

(5) and not nore than seventeen (17). Until otherwise deternined by the
Board or at a General Meeting, the nunber of Directors wll be ten (10).
The Board will include at least two (2) External Directors in accordance

with the requirements of the Law. A Director need not to be a Sharehol der.
The President nmay serve as a Director in accordance wth Article 27(c)

bel ow.
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(d) The conpensation to the Directors will be approved at a General Meeting.
The Directors will be entitled to be reinbursed for reasonable expenses
incurred by themin carrying out Conpany business.

(e) No Director, other than an External Director, wll be disqualified due to
hol ding any office in the Conpany or any affiliated entity of the Company
other than the office of |Internal Auditor or Independent Certified
Accountant. A Director may also contract with the Conpany or an affiliated
entity of the Conpany either as vendor, purchaser or otherw se, whether on
his own behalf or as a director or representative of another entity. No
such hol ding of office by a Director or such contract entered into by or on
behal f of the Conpany in which a Director will be in any way interested
will be voided, nor will any Director be liable to account to the Conpany
for any profit arising fromany such office, or contract by reason only of
such Director holding that office or of the fiduciary relations so
est abl i shed.

(f) A Director, other than an External Director, need not be a resident of the
State of Israel.

23.  ELECTION, APPO NTMENT AND REMOVAL OF DI RECTORS

(a) Directors wll be elected annually by the Shareholders at the Annual
Meeting. Directors will hold office until the conclusion of the next Annual
Meeting or until their earlier renoval or resignation. However, if no

Directors are el ected at an Annual Meeting, then the persons who served as
Directors imediately prior to the Annual Meeting will continue to serve as
Directors unless otherwise determined by the Annual Meeting or by the
Board. Except as provided in Article 24 bel ow regardi ng External Directors,
Directors will be eligible for re-election.

(b) A person nomnated by the Board of Directors nmay be elected at the Annual
Meeting or a General Meeting to the office of Director. However, a
Sharehol der entitled to vote at that Annual Meeting or General Meeting may
nonminate a candidate for Director by submitting a witten notice to the
Conpany at the Registered Ofice, no later than seven (7) days after the
date notice is given of the neeting, signed by the Shareholder of his
intention to propose at that nmeeting a candidate for Director to which is
attached the witten consent and resume of such nom nee.

(c) The Chairman of the Board of Directors wll be appointed by a General
Meeting fromthe Directors who continue to hold office as Directors by the
conclusion of such General Meeting or fromthe Directors elected to their
of fice in such General Meeting. Such Director will serve as Chairman of the
Board of Directors wuntil he ceases to hold the office of Director or until
he is replaced by the General Meeting.

(d) The Board of Directors will have the power to appoint additional Directors
if the current nunber of Directors is less than ten (10) or other maxi num
nunber approved at a General Meeting or by the Board. Any Director so
appointed will hold office until the conclusion of the next Annual Meeting,
unl ess he is renmoved or resigns earlier. A Director will state the reasons
for his resignation.

(e) If the nunber of Directors is reduced below ten (10) or any other nunber
that may be determined by a General Meeting, and until additional Directors
are el ected or appointed
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(t)

(9)

24.

(a)

(b)

(c)

so that the number of Directors is ten (10) or such other nunber so
determi ned by the General Meeting, the Board may continue to act. In such
case, the majority required for any act of the Board of Directors, except
for the calling of a General Meeting, wll be at |east seventy-five (75%
of the nunber of Directors before the reduction.

Subject to the terns of any applicable agreement, a Director wll be
renmoved if he:

(1) becones bankrupt or enters into simlar status;

(2) becones deceased or is declared legally inconpetent;

(3) resigns his office by notice in witing given to the Conpany; or
(4) is renpved by a resolution of a General Meeting.

A Director mamy appoint a substitute director in his place. A substitute
Director nust be qualified under the Law to serve as a substitute Director,
and if his appointnent is for nore than one neeting it will be subject to
the approval of the Board. Such person may not act as a substitute Director
for nore than one (1) Director at the sane tinme. The sanme rules, including
conpensation, wll apply to a substitute Director as to the Director who
appointed him and the substitute Director may participate in Board and
Board committee neetings in the sane manner as the Director who appointed
him Subject to the Law, a Director who has appointed a substitute Director
may revoke the appointnent at any tinme. In addition, the office of a
substitute Director wll be vacated at any tine that the office of the
Director who appointed the substitute is vacated for any reason. Any
appoi nt ment or revocation of the appointnment of a substitute Director will
be nmade by notice in witing to the substitute Director and the Conpany.
The appoi ntment or revocation, as the case may be, will becone effective on
the later of the date of receipt of the above notice or the date fixed in
the notice.

EXTERNAL DI RECTORS

The Board of Directors wll include at least two (2) External Directors
conplying with the qualifications described in the Law.

An External Directors wll be appointed by a mpjority vote at a General
Meeting, provided that:

(1) The nmmjority vote at the General Meeting wll include at |east
one-third (1/3) of the t ot al nunber of the votes of the
non-control ling Sharehol ders voting at the neeting. For the purposes
of this Article, abstentions will not be taken into consideration in
counting the total nunmber of the non-controlling Sharehol ders; and

(2) The total nunber of non-controlling Shareholders voting against the
resolution appointing an External Director, is not nore than one
percent (1% of the overall voting rights in the Conpany.

The conpensation and i ndemi fication of expenses of External Directors wll
be in accordance with the applicable provisions of the Law.
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(d) An External Director will be appointed for a period of three (3) years and
his office may be extended by a resolution of the General Meeting for an
additional three (3) years. An External Director may be renoved fromhis
office only in accordance with the applicable provisions of the Law

25. BOARD OF DI RECTORS MEETI NGS

(a) The Board of Directors nmay neet, adjourn and otherwise regulate its

neetings as it sees fit. However, the Board will neet at |east once every
three (3) nmonths. Unless otherw se determi ned by the Board, the quorum for
a Board neeting will be not less than two-thirds (2/3) of the then nunber

of Directors.

(b) Except as provided below, questions arising at any Directors' neeting wll
be decided by a mpjority of votes cast at the neeting. |In cases of an
equality of votes the Chairman will not have a second or casting vote. Any
resolution regarding the following issues will require a special mgjority
of seven (7) Directors, and unless seven (7) Directors vote in favor of
such resolution, the resolution will be considered rejected:

(1) the nunber of Directors and their appointment;
(2) anendnent of these Articles;

(3) declaration of dividends;

(4) allotnment of Shares;

(5) voluntary liquidation;

(6) reorganization of the Conpany;

(7) the purchase and sale of material Conpany assets;

(8) entering into a new line of business; or

(9) appointnment of the Conpany's Internal Auditor or |Independent Public
Account ant s.

(c) Each Director will receive reasonable prior notice of a Board neeting. Such
notice nmay be given by any neans of communication as determined by the
Secretary, including, anong others, telephone or e-mail. Such notice will
include the time and location of the neeting and a reasonable description
of the neeting's agenda.

(d) At the request of a Director, the Secretary wll at any tine summon a
neeting of the Board. Reasonable advance notice of the tine, place and
agenda of each Board nmeeting will be given to each Director. The Directors
may wai ve such notice requirenent.

(e) Directors nay participate in a Board neeting or a Board committee neeting
by nmeans of a tel ephone conference or other communications nedia, provided
that all participating
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()

(9)

26.

(a)

(b)

(c)

(d)

(e

27.

(a)

Directors can hear each other sinultaneously. Participation by such means
wi Il be considered as presence in person at a neeting.

Al'l acts done bona fide by any neeting of the Board or of a committee of
the Board or by any person acting as a Director wll be valid, even if it
is later discovered that there was sonme defect in the appointment of any
Director, or that any Director was disqualified.

The Board of Directors wll cause proper minutes to be made of all General
Meetings and of the proceedings of all neetings of Board of Directors and
Board committee neetings. Such mnutes purporting to be signed by the
chairman of such neeting, or by the chairman of the next succeeding
neeting, wll be considered conclusive evidence of the facts stated in the
m nut es.

COW TTEES OF THE BOARD OF DI RECTCRS

Subj ect to the applicable provisions of the Law regarding matters that the
Board may not delegate to a conmmttee, the Board of Directors may del egate
any of its powers to conmttees consisting of at least three (3) Directors,
including at |east one (1) External Director. Any conmttee so formed wll
in the exercise of its powers conformto any directions given to it by the
Boar d.

A Board conmittee may elect a chairman. |f no such chairman is elected, or
if at any neeting the chairman is not present wthin fifteen (15) minutes
after the time appointed for holding the neeting, the committee nenbers
present may choose a committee menber to be chairnman of the neeting. Unless
ot herwi se specifically directed by the Board of Directors, the neetings and
proceedings of any committee will be governed as applicable by the
provisions in these Articles for regulating the neetings and proceedi ngs of
the Board.

A committee nmmy neet and adjourn as its nenbers may deternine. Questions
arising at any neeting wll be determned by a mgjority of votes of the
nenbers present. In case of an equality of votes, the chairman of a
comrittee will not have a second or casting vote.

The Board of Directors will appoint an Audit Conmittee conposed of at |east
three (3) Directors qualified under the Law and under all other applicable
laws, regulations and rules to serve on the Audit Conmmittee including all
External Directors. The Audit Conmittee will act under a charter issued by
the Board and according to the requirements of the Law and all other
applicable I aws, regul ati ons and rul es.

A resolution in witing signed by the Secretary will serve as evidence of a
resol ution passed at a duly convened neeting of the Board of Directors.
PRESI DENT

Subj ect to these Articles and the Law, the Board of Directors wll from

tine to tinme appoint a President for such period, on such terns and with
such powers as the Board
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(b)

(c)

(d)

(e)

(t)

28.

29.

may determ ne. The appointnent of a President is subject to the approval of
a General Meeting. The conpensation of the President nay be by salary or
any other consideration as determned by the Board and approved by a
General Meeting.

A President will be subject to the provisions of any contract between him
and the Conpany, the terms of which wll be approved by the Board of
Directors and by the General Meeting, as required by the Law.

The President nay hold, while he is President, the office of a Director, if
he is elected or appointed in accordance wth the provisions of these
Articles. |If so elected the President is subject to the same provisions as
resignation and renoval as the other Directors. 1In regard to his position
as President, the President will be appointed as provided in Article 27(a)
above and may be renpved by the Board of Directors. |If he ceases to hold
the office of President for any reason and at that time he serves as a
Director, he will imediately cease to be a Director. In any case, if the
Presi dent does not serve as a Director, he will be entitled to participate
in any Board neeting.

Subj ect to the supervision of the Board of Directors, the President may
exercise all powers of the Conpany and do on behal f of the Conpany all acts
as may be exercised and done by the Conpany and that are not by the Law or
by these Articles required to be exercised or done by other Conpany bodies.
No resolution nmde by a General Meeting will invalidate any prior act of
the President that would have been valid if such resolution had not been
made.

Subject to applicable law and the specific or general approval of the
Board, the President may del egate any of his powers to another person.

The General Meeting and/or the Board of Directors may assume powers granted
under these Articles or by law to the President, provided that such
decision to assune power specifies the matters and tine period for which
such powers are assuned.

SECRETARY

The Board of Directors nmmy appoint a Secretary of the Conpany on any terms
the Board may determne. The Board nay also fromtine to tinme appoint an
acting Secretary, who will be considered as the Secretary during the term
of his appointnent.

S| GNATURE AUTHORI TY

The Conpany's signature authority will be in accordance wth a signature
authority procedure approved by the Board of Directors. The Board may al so,
fromtime to tine, appoint any individual to sign on behalf of the Conpany
for a particular matter. Al checks, bank transfers, negotiable instrunments
and simlar docunents wll be signed in accordance with the Conpany's
signature authority procedure.
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30. ACCOUNTS
(a) The Board of Directors wll cause the Conpany's books of accounts to be

(b)

31.

(a)

(b)

32.

(a)

(b)

33.

(a)

kept in accordance with legal requirements. The books of account wll be
kept at the Registered Ofice and will be open to the inspection of the
Board of Directors and, as required by the Law, of the Sharehol ders.

The Conpany will issue financial statenents as required by the Law, the
Securities Law and other applicable |aws. The issued financial statenments
wi Il be available for inspection by the Board of Directors and Sharehol ders
at the Registered Ofice during regular office hours.

| NDEPENDENT CERTI FI ED ACCOUNTANTS

The Conpany will appoint Independent Certified Accountants at a General
Meeting. The Independent Certified Accountants will hold office until the
end of the next Annual Meeting. However, the Shareholders at a General
Meeting nay renove the |Independent Certified Accountants or extend the term
of appointnment for up to three (3) years.

The fee of the Independent Certified Accountants will be set and approved
by the Board of Directors and reported to the next Annual Meeting.

I NTERNAL AUDI TOR

The Board of Directors, subject to the recomendation of the Audit
Committee, w Il appoint an Internal Auditor for the Conpany. Wthin the
organi zational structure of the Conpany the Internal Auditor will report to
the President. The Internal Auditor may only be renoved or replaced in
accordance with the applicable provisions of the Law

The Internal Auditor wll submt a yearly audit plan for the approval of
the Audit Committee. The Internal Auditor will also subnmt a yearly account
of his findings to the chairman of the Board of Directors, the President
and the chairnman of the Audit Conmittee.

NOTI CES

A notice to a Shareholder nmay be served as a general notice to all
Shar ehol ders, by publication in a daily Hebrew newspaper appearing in
Israel. The date of such newspaper publication wll be considered as the
date of service on all the Shareholders. The Board of Directors nmay also
decide that notice be served on each Shareholder individually to his
regi stered address by hand, by mail or by any other formof nedia or
transmni ssi on permtted by law, to the registered address of each
Shar ehol der, provided that such delivery and date thereof can be reasonably
verified and recorded. A notice served on a Shareholder by nmail will be
considered as duly served the day after it was placed in the mail.
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(b)

(c)

(d)

34.

(a)

(b)

(c)

(d)

A notice to joint Shareholders nmay be given by the Conpany only to the
Shar ehol der nanmed first in the Register for the applicable Shares.

The Board of Directors may aut hori ze other methods of notice to
Shar ehol ders that are consistent with the Law

Notices of General Meetings will contain the information required by the
Law.

| NSURANCE AND | NDEMNI TY

Subj ect to the provisions of the Law, the Conpany nmay exenpt in advance or
retroactively, any Director or Conpany officer fromany liability to the
Conpany attributed to damage or | oss caused by breach of the Director's or
officer's duty of care owed to the Conpany.

Subject to the provisions of the Law, the Conpany nay procure Directors'
and officers' liability insurance for the follow ng:

(1) breach of duty of care by any Director or officer owed to the Conpany
or any other person;

(2) breach of fiduciary duty by any Director or officer owed to the
Conpany, provided that such Director or officer acted in good faith
and had a reasonable basis to assume that the action would not harm
the interests of the Conpany; or

(3) any other event for which insurance of a director or officer is or nay
be permtted.

Subj ect to the provisions of the Law, the Conpany may undertake in advance
or retroactively to indemify a Director or Conpany officer in respect of a
liability or expense as detailed in Article 34(d) below, inposed on himas
a result of an act carried out in his capacity as a Director or Conpany
of ficer. However, such undertaking will be Iimted to the kinds of events
that in the Board' s opinion are foreseeable at the tine of the issue of the
undertaking and wll be linted to the anount fixed by the Board as
reasonabl e under the circunstances.

An indemity, as provided in Article 34(c) above, nay be issued in respect
of aliability or expense as foll ows:

(1) a nonetary liability inposed on the Director of officer in favor of a
third party wunder a judgnent, including a judgnent by way of
conpronmi se or a judgnent of an arbitrator approved by a court;

(2) reasonable expenses of the proceedings, including |awers fees,
expended by the Director or officer or inposed on himby the court
for:

(a) proceedings issued against himby or on behalf of the Conpany or
by a third party;

(b) crimnal proceedings fromwhich the Director or officer was
acqui tted; or
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(c) crimnal proceedings in which he was convicted but that do not
require proof of crimnal intent; or

(3) any other liability or expense for which it is or may be permissible
to indemify a director or an officer.

(e) Subject to the provisions of the Law, the Conpany may issue an undertaking
in advance or retroactively to indemity any person, including a Director
or a Conpany officer, who acts or acted on behalf of or at the request of
the Conpany as a director or officer of another conpany in which the
Conpany, directly or indirectly, is a shareholder, or in which the Conpany
has any other interest. Such indemity will be in respect of a liability or
expense as detailed in Article 34(d) above, inposed on himas a result of
an act carried out by himin his capacity as a director or officer of the
ot her conpany. However, such wundertaking will be limted to the kinds of
events that in the Board's opinion are foreseeable at the time of the issue
of the wundertaking and will be linted to the ambunt fixed by the Board as
reasonabl e under the circunstances.

(f) Subject to the provisions of the Law

(1) The Conpany mmy indemify any enployee or representative of the
Conpany, who is not a Director or a Conpany officer, for any liability
or expense paid or inposed on himin his capacity as a Conpany
enpl oyee or representative in any legal proceedings, due to an act
carried out by himin good faith in his capacity as Conpany enployee
or representative. However, such indemity nay not be given for a
crimnal indictnent in which he was convicted in an offense that
requires proof of crimnal intent and the convicting judgnent was not
reversed on appeal or cannot be issued for an appeal.

(2) The Conpany nmy issue an undertaking in advance to i ndemify a Conpany
enpl oyee or representative, who is not a Director or Conpany officer,
or to indemify himretroactively for any nonetary liability inposed
or that may be inposed on himin favor of any third party in respect
of an act carried out by himin good faith in his capacity as a
Conpany enpl oyee or representative.

(g) Subject to the provisions of the Law, nothing in these Articles will limt
the Conpany, in any manner, in entering into an agreenent of liability
insurance, or in granting an exenption or indemification in respect of:

(1) a Director or Conpany officer, or a director or officer of another
conpany as provided in Article 34(e) above, to the extent that the
insurance, exenption or indemity is not prohibited by |aw or

(2) any person who is not a Director or Conpany officer, or a director of
anot her conpany as provided in Article 34(e) above, including but not

limted to enpl oyees and representatives of the Conpany or such other
company.

(h) Notwithstanding the above, any indemification granted by the Conpany under
this Article 34 shall not exceed twenty-five percent (25% of the
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consol idated equity of the Conpany as reflected in its last consolidated

Annual Financial Statenments published prior to the paynment of
i ndemi fi cation.

35. RECONSTRUCTI ON AND W NDI NG- UP

(a) If the Conpany will be wound up voluntarily the liquidators may, with the
approval of a Special Mijority of the Shareholders voting at a General
Meeting, divide anong the Sharehol ders any part of the Conpany's assets.
Such approval may al so vest any part of the Conpany's assets to trustees

under trusts for the benefit of the Shareholders as the |Iliquidators
det er mi ne.

(b) On any sale of the Conpany or its assets through a 1iquidation

wi ndi ng-up, a Special Mjority of the Shareholders voting at a General

Meeting may authorize the Board of Directors or liquidators to:

(1) accept fully or partly paid up Shares, debentures, or other Conpany
securities, whether registered in |Israel or other jurisdictions,
whet her existing or contingent, for the purchase in whole or in part
of Conpany property and, if the profits of the Conpany pernit,
di stribute such Shares, securities or any other Conpany property anong
the Sharehol ders without requiring their realization, or vest the sane

in trustees for them and/or

(2) distribute or appropriate the Conpany's cash, Shar es, ot her

securities, benefits or property for the valuation of any

securities or property as so approved at the General Meeting. In such

case, all Shareholders wll be bound to accept any valuation

distribution so authorized, and will waive all rights in relation to

such val uati on, except where otherw se required by |aw

36. AMENDMENTS TO ARTI CLES

These Articles nay be amended, in whole or in part, by a Special Mjority

of the Sharehol ders voting at a General Meeting.
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EXH BIT 8.1

PRI NCI PAL OPERATI NG SUBSI DI ARI ES OF ELBI T SYSTEMS LTD.

See Item 4. Information the Conpany - Organizational Structure
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Exhi bit 10.1

Hai fa, |srael, June 14, 2004

CONSENT COF | NDEPENDENT AUDI TORS

We hereby consent to the incorporation by reference in the registration
statenent of Elbit Systems Ltd. on Form S-8 (File No. 333-9354) of our report
dated March 9, 2004, on our audit of the consolidated financial statenents and
financial statenent schedule of Elbit Systens Ltd. and subsidiaries as of
Decenber 31, 2003, and for the year then ended, which are included in the Elbit
Systems Ltd. Annual Report on Form 20-F for the year ended Decenber 31, 2003.

/sl Kost Forer Gabbay & Kasi erer

Kost Forer Gabbay & Kasierer
A nmenber of Ernst & Young d obal
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Exhi bit 31.1

CERTI FI CATI ON BY CHI EF EXECUTI VE OFFI CER PURSUANT TO SECTI ON 302 OF THE
SARBANES- OXLEY ACT CF 2002

I, Joseph Ackerman, certify that:

1. | have reviewed this annual report on Form 20-F of Elbit Systens
Lt d.

2. Based on ny know edge, this annual report does not contain any
untrue statenent of a material fact or omt to state a material fact necessary
to make the statements nade, in light of the circunstances under which such
statenments were nmade, not msleading with respect to the period covered by this
annual report.

3. Based on nmy know edge, the financial statenents, and other financial

information included in this annual report, fairly present in all material
respects the financial condition, results of operations and cash flows of the
registrant as of, and for, the periods presented in this annual report.

4. The registrant's other certifying officer and | are responsible for
establ i shing and nmintaining disclosure controls and procedures (as defined in
Exchange Act Rul es 13a-15(e) and 15d-15(e)) for the registrant and have:

a) designed such disclosure controls and procedures, or caused
such disclosure controls and procedures to be desi gned under our
supervision, to ensure that material infornmation relating to the
registrant, including its consolidated subsidiaries, is made
known to us by others within those entities, particularly during
the period in which this report is being prepared,;

b) evaluated the effectiveness of the registrant's disclosure
controls and procedures and presented in this report our

concl usi ons about the effectiveness of the disclosure controls
and procedures, as of the end of the period covered by this
report based on such eval uation; and

c) disclosed in this report any change in the registrant's
internal control over financial reporting that occurred during
the registrant's nost recent fiscal quarter (the registrant's
fourth fiscal quarter in the case of an annual report) that has
materially affected, or is reasonably likely to materially
affect, the registrant's internal control over financial
reporting.

5. The registrant's other certifying officer and I have disclosed,
based on our npbst recent evaluation of internal control over financial
reporting, to the registrant's auditors and the audit conmmttee of the
registrant's board of directors (or persons perform ng the equival ent
functions):

a) Al significant deficiencies and material weaknesses in the
design or operation of internal control over financial reporting
which are reasonably likely to adversely affect the registrant's
ability to record, process, summarize and report financi al
information; and

b) any fraud, whether or not material, that involves nanagenent
or other enployees who have a significant role in the
registrant's internal control over financial reporting.

Dat e: June 14, 2004

/sl Joseph Acker man

Joseph Acker man
Presi dent, Chief Executive Oficer and
Di rector
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Exhi bit 31.2

CERTI FI CATI ON BY CHI EF FI NANCI AL OFFI CER PURSUANT TO SECTI ON 302 OF THE
SARBANES- OXLEY ACT CF 2002

I, Joseph Gaspar, certify that:

1. | have reviewed this annual report on Form 20-F of Elbit Systens
Lt d.

2. Based on ny know edge, this annual report does not contain any
untrue statenent of a material fact or omt to state a material fact necessary
to make the statenments nmade, in |light of the circunstances under which such
statenments were nmade, not misleading with respect to the period covered by this
annual report.

3. Based on ny know edge, the financial statenents, and other financial
information included in this annual report, fairly present in all material
respects the financial condition, results of operations and cash flows of the
registrant as of, and for, the periods presented in this annual report.

4. The registrant's other certifying officer and | are responsible for
establ i shing and mmi ntaining disclosure controls and procedures (as defined in
Exchange Act Rul es 13a-15(e) and 15d-15(e)) for the registrant and have:

a) designed such disclosure controls and procedures, or caused
such disclosure controls and procedures to be desi gned under our
supervision, to ensure that material information relating to the
registrant, including its consolidated subsidiaries, is nade
known to us by others within those entities, particularly during
the period in which this report is being prepared;

b) evaluated the effectiveness of the registrant's disclosure
controls and procedures and presented in this report our

concl usi ons about the effectiveness of the disclosure controls
and procedures, as of the end of the period covered by this
report based on such evaluation; and

c) disclosed in this report any change in the registrant's
internal control over financial reporting that occurred during
the registrant's npst recent fiscal quarter (the registrant's
fourth fiscal quarter in the case of an annual report) that has
materially affected, or is reasonably likely to materially
affect, the registrant's internal control over financial
reporting.

5. The registrant's other certifying officer and |I have di scl osed,
based on our npbst recent evaluation of internal control over financial
reporting, to the registrant's auditors and the audit conmmttee of the
registrant's board of directors (or persons perform ng the equival ent
functions):

a) Al significant deficiencies and material weaknesses in the
design or operation of internal control over financial reporting
which are reasonably likely to adversely affect the registrant's
ability to record, process, sunmarize and report financi al
information; and

b) any fraud, whether or not nmaterial, that involves nanagenent
or other enployees who have a significant role in the
registrant's internal control over financial reporting.

Date: June 14, 2004

/'s/ Joseph Gaspar

Joseph Gaspar
Corporate Vice President and Chief Financial
Oficer
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Exhi bit 32.1

CERTI FI CATI ON PURSUANT TO
18 U.S.C. SECTI ON 1350,
AS ADOPTED PURSUANT TO
SECTI ON 906 OF THE SARBANES- OXLEY ACT OF 2002
In connection with the Annual Report on Form 20-F of Elbit Systens Ltd.
(the "Conpany") for the year ended Decenber 31, 2003 as filed with the
Securities and Exchange Commi ssion on the date hereof (the "Report"), the
under si gned, Joseph Ackerman, Chief Executive O ficer of the Conpany, certifies,
pursuant to 18 U.S.C. sec. 1350, as adopted pursuant to sec. 906 of the
Sar banes- Oxl ey Act of 2002, that:
(1) The Report fully conplies with the requirenents of section
13(a) or 15(d) of the Securities Exchange Act of 1934, as anended; and
(2) The information contained in the Report fairly presents, in
all material respects, the financial condition and result of operations
of the Conpany.

Dat e: June 14, 2004

/sl Joseph Ackerman

Joseph Acker man
Chi ef Executive Oficer
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Exhi bit 32.2

CERTI FI CATI ON PURSUANT TO
18 U.S.C. SECTI ON 1350,
AS ADOPTED PURSUANT TO
SECTI ON 906 OF THE SARBANES- OXLEY ACT OF 2002
In connection with the Annual Report on Form 20-F of Elbit Systens Ltd.
(the "Conpany") for the year ended Decenber 31, 2003 as filed with the
Securities and Exchange Commi ssion on the date hereof (the "Report"), the
under si gned, Joseph Gaspar, Chief Financial Oficer of the Conpany, certifies,
pursuant to 18 U.S.C. sec. 1350, as adopted pursuant to sec. 906 of the
Sar banes- Oxl ey Act of 2002, that:
(1) The Report fully conplies with the requirenents of section
13(a) or 15(d) of the Securities Exchange Act of 1934, as anended; and
(2) The information contained in the Report fairly presents, in
all material respects, the financial condition and result of operations
of the Conpany.

Dat e: June 14, 2004

/'s/ Joseph Gaspar

Joseph Gaspar
Chi ef Financial Oficer
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