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INTRODUCTION

Eltek Ltd., incorporated in 1970 under the laws of the State of Israel,
develops, manufactures, markets and sells printed circuit boards, or PCBs,
including High Density Interconnect, or HDI, multi-layered and flex-rigid boards
for the telecommunications, defense and aerospace and medical technology
industries. Our principal customers include manufacturers of defense and
aerospace equipment, medical equipment, telecom and networking equipment and
industrial equipment, as well as contract electronic manufacturers. Our ordinary
shares are listed on the NASDAQ SmallCap Market (symbol: ELTK). Our European
manufacturing and marketing subsidiary named Kubatronik Leiterplatten GmbH, or
Kubatronik, is located in Geislingen Germany and is our only active subsidiary.
As used in this annual report, the terms "we," "us" and "our" mean Eltek Ltd.
and its subsidiaries, unless otherwise indicated.

Except for the historical information contained in this annual report, the
statements contained in this annual report are "forward-looking statements"
within the meaning of Section 27A of the Securities Act of 1933, as amended, and
Section 21E of the Securities Exchange Act of 1934, as amended, and the Private
Securities Litigation Reform Act of 1995, as amended, with respect to our
business, financial condition and results of operations. Such forward-looking
statements reflect our current view with respect to future events and financial
results. We urge you to consider that statements which use the terms
"anticipate," "believe," "do not believe," "expect," "plan," "intend,"
"estimate," "anticipate" and similar expressions are intended to identify
forward-looking statements. We remind readers that forward-looking statements
are merely predictions and therefore inherently subject to uncertainties and
other factors and involve known and unknown risks that could cause the actual
results, performance, levels of activity, or our achievements, or industry
results, to be materially different from any future results, performance, levels
of activity, or our achievements expressed or implied by such forward-looking
statements. Readers are cautioned not to place undue reliance on these
forward-looking statements, which speak only as of the date hereof. Except as
required by applicable law, including the securities laws of the United States,
we undertake no obligation to publicly release any update or revision to any
forward-looking statements to reflect new information, future events or
circumstances, or otherwise after the date hereof. We have attempted to identify
significant uncertainties and other factors affecting forward-looking statements
in the Risk Factors section that appears in Item 3.D. "Key Information- Risk
Factors"

Our consolidated financial statements appearing in this annual report are
prepared in New Israeli Shekels, or NIS, and in accordance with generally
accepted accounting principles in Israel, or Israeli GAAP, which vary in certain
significant respects from generally accepted accounting principles in the United
States, or U.S. GAAP, as described in Note 28 to the consolidated financial
statements. All references in this annual report to "dollars" or "$" are to U.S.
dollars and all references in this annual report to "NIS" are to New Israeli
Shekels. Amounts stated in dollars in this report, except where the context
otherwise indicates, have been translated from NIS at a specified rate solely
for convenience and should not be construed as representations that the NIS
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amount actually represents such dollar amount or could be converted into dollars
at the rate indicated. The translations of NIS amounts into dollars appearing
throughout this annual report have been made at the representative rate of
exchange on December 31, 2004 of NIS 4.308 = $1.00, as published by the Bank of
Israel. See Item 3.A. "Key Information -- Selected Financial Data -- Exchange
Rate Information".

ii

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

- 1iii -
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PART I

ITEM 1. IDENTITY OF DIRECTORS, SENIOR MANAGEMENT AND ADVISERS
Not applicable.

ITEM 2. OFFER STATISTICS AND EXPECTED TIMETABLE
Not applicable.

ITEM 3. KEY INFORMATION

A. SELECTED FINANCIAL DATA

The following table presents selected consolidated financial data as of
the dates and for each of the periods indicated. You should read the selected
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consolidated financial data set forth below together with Item 5. "Operating and
Financial Review and Prospects" as well as our consolidated financial statements
and notes thereto appearing elsewhere in this annual report.

The selected consolidated financial data as of December 31, 2004 and 2003
and for the three years ended December 31, 2004 have been derived from our
audited consolidated financial statements and notes thereto included elsewhere
in this annual report. The selected consolidated financial data as of December
31, 2002, 2001 and 2000 and for the fiscal year ended December 31, 2001 and the
nine-month period ended December 31, 2000 have been derived from our audited
consolidated financial statements and notes thereto which are not included in
this annual report.

Our consolidated financial statements have been audited by the firm of
Somekh Chaikin, an independent registered public accounting firm in Israel, a
member firm of KPMG International. Our consolidated financial statements have
been prepared in accordance with Israeli GAAP, which vary in certain significant
respects from U.S. GAAP, as described in Note 28 to the financial statements.

STATEMENT OF CONSOLIDATED OPERATIONS DATA:

NINE MONTHS

except per

NIS 108

ENDED
DEC. 31,
2000 (1) 2001 2002
(In thousands,
Israeli GAAP:
REVENUES & vttt et e e eeneeeeeeeeneeennaeeeneenenns NIS 107,616 NIS 119,920 NIS 108,035
Cost 0f revenuUes . ...ttt ittt ettt e (78,173) (101, 335) (106,458)
Gross Profit ...ttt e e e e 29,443 18,585 1,577
Research and development income
(expenses), Nel ...ttt ettt eeeeeeeannnn (350) (398) (1106)
Selling, general and
administrative expenses .........cceeeee... (12,817) (14,273) (15,152)
Amortization of goodwill .................... - - (292)
Operating income (lOSS) tvv vt iimeeeeeeennnnn 16,270 3,914 (13,983)
Financial expenses, net .......c.c.oeieeeeeennn. (1,192) (1,799) (1,443)
Income (loss) before other income
(expenses), Nel ...ttt ettt eeeeeeeannnn 15,078 2,115 (15,426)
Other income (expenses),
0T Rt 25 718 290
Income (loss) before tax benefit
(EXPENSES) et ettt e ee ettt eneeeeeeeeanaens 15,103 2,833 (15,136)
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Tax benefit (expenses)
Income (loss) after tax benefit (expenses)
Minority share in subsidiary's net results
Net income (loss)

Basic and diluted earnings (loss) per NIS
1 par value of the share capital(2)

Total par value of shares used to compute
basic and diluted net earnings (loss)
per NIS 1 par value of share

U.S. GAAP:

Net income (loss)

Basic earnings (loss)
per share

Weighted average number of shares
used in basic EPS calculation

Diluted earnings (loss) per share

Weighted average number of shares
used in diluted EPS calculation

(1)
ending on December 31.

(2)

2

CONSOLIDATED BALANCE SHEETS DATA:
Israeli GAAP:
Working capital
Total assets
Long-term liabilities excluding
current maturities

(deficit)

Shareholders' equity ....ccuoviiieinnnn..
US GAAP:

Total aSSeLS v ii ittt ittt ittt
Shareholders' equity ....ccuoiiiie ..

NIS

NIS

The company changed its fiscal year beginning in fiscal 2000 to

Ordinary shares of a par value of NIS 0.6 each

— — (380)
15,103 2,833 (15,516) (13

— — (198)
NIS 15,103 NIS 2,833 NIS(15,714) NIS (12
NIS 5.08  NIS 0.96 NIS(5.36) NIS  (
2,980 2,932 2,932 3
NIS 15,103 NIS 2,833 NIS (15,422) NIS (12
NIS 3.16  NIS 0.59 NIS  (3.16) NIS  (
4,778 4,825 4,886 4
NIS 3.08 NIS 0.58 NIS (3.16) NIS  (
4,903 4,884 4,886 4

a year
AS AT DECEMBER 31,
000 (1) 2001 2002 2003

8,450 7,712 NIS (4,521) ©NIS (10,05
95,376 106,570 105,831 88, 62
11,709 16,016 21,725 14,63
42,692 46,094 30,919 19, 39
95,376  NIS 106,570 NIS 106,123 NIS 89,54
42,692 46,094 31,211 20,27
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(1) The company changed its fiscal year beginning in fiscal 2000 to a year
ending on December 31.

EXCHANGE RATE INFORMATION

The following tables sets forth, for the periods and dates indicated,
certain information regarding the Bank of Israel representative rate of exchange
for dollars, expressed in NIS per one dollar.

PERIOD AVERAGE (1) HIGH LOW PERIOD END

Year ended December 31, 2000 ..... 4.069 4.170 4.008 4.041
Year ended December 31, 2001 ..... 4.219 4.416 4.067 4.416
Year ended December 31, 2002 ..... 4.736 4.994 4.437 4.737
Year ended December 31, 2003 ..... 4.512 4.924 4.283 4.379
Year ended December 31, 2004 ..... 4.483 4.634 4.308 4.308

(1) Calculated based on the average of the representative exchange rates on the
last business day of each month during the relevant period.

PERIOD HIGH LOW

December 2004 ... ..ttt ittt ettt 4.374 4.308
January 2005 ... e e e e 4.414 4.352
February 2005 ... ..ttt iiieeeenn 4.392 4.357
March 2005 ...ttt e e 4.379 4.299
April 2005 ..t e e e 4.395 4.360
May 2005 i e e e e 4.416 4.348

At June 28, 2005, the representative rate of exchange was NIS4.567 = $1.00, as
published by the Bank of Israel.

B. CAPITALIZATION AND INDEBTEDNESS
Not applicable.
C. REASONS FOR THE OFFER AND USE OF PROCEEDS
Not applicable.
D. RISK FACTORS
INVESTING IN OUR ORDINARY SHARES INVOLVES A HIGH DEGREE OF RISK AND
UNCERTAINTY. YOU SHOULD CAREFULLY CONSIDER THE RISKS AND UNCERTAINTIES DESCRIBED

BELOW BEFORE INVESTING IN OUR ORDINARY SHARES. OUR BUSINESS, PROSPECTS,
FINANCIAL CONDITION AND RESULTS OF OPERATIONS COULD BE ADVERSELY AFFECTED DUE TO
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ANY OF THE FOLLOWING RISKS. IN THAT CASE, THE VALUE OF OUR ORDINARY SHARES COULD
DECLINE, AND YOU COULD LOSE ALL OR PART OF YOUR INVESTMENT.

RISKS RELATING TO OUR BUSINESS AND MARKET

WE HAVE A HISTORY OF OPERATING LOSSES AND WE MAY NOT BE ABLE TO RETURN TO
PROFITABLE OPERATIONS.

In the year ended December 31, 2004 we recorded a net loss of NIS 5.9
million ($1.4 million) and at December 31, 2004 our accumulated deficit was NIS
86.5 million ($20.1 million). Although our management has adopted a plan to
improve our profitability, which includes focusing on products with high
margins, expanding our market to non-Israeli customers, mainly in Europe (with
the support of our subsidiary in Germany) and the United States, and
cost-cutting of production expenses, no assurance can be given that we will be
able to return to profitability or maintain profitable operations thereafter.

RAPID CHANGES IN THE ISRAELI AND INTERNATIONAL ELECTRONICS INDUSTRIES AND
RECESSIONARY PRESSURE MAY CONTINUE TO ADVERSELY AFFECT OUR BUSINESS.

Our principal customers include manufacturers of defense and aerospace
equipment, medical equipment, telecom and networking equipment and industrial
equipment, as well as distributors and contract electronic manufacturers. These
industry segments, as well as the electronics industry as a whole, are subject
to rapid technological changes and products obsolescence. Discontinuance or
modification of products containing PCBs manufactured by us could have a
material adverse effect on us. In addition, the electronics industry,
particularly the defense and aerospace industries and the medical equipment
industries, which accounted for approximately 35% and 23% respectively of our
sales in the fiscal year ended December 31, 2004, is subject to sharp economic
cycles. Recessionary pressures and other events leading to excess production
capacity or a general downturn in the electronics industry, such as cuts in
medical care expenses, as was experienced by us from 2001 until 2003, have
resulted in intensified price competition, reduced margins and a decrease in
unit volume. As a result, our financial condition and results of operations had
been adversely affected. There can be no assurance that a weakness in the
Israeli and International electronic markets will not adversely affect our
operating results and financial condition.

BECAUSE COMPETITION IN THE PCB MARKET IS INTENSE, OUR BUSINESS, OPERATING
RESULTS AND FINANCIAL CONDITION MAY BE ADVERSELY AFFECTED.

The global PCB industry is highly fragmented and is intensely competitive.
It is characterized by rapidly changing technology, frequent new product
introductions and rapidly changing customer requirements. In the Israeli market
we mainly compete with PCB Technologies Ltd., Melta Ltd. and several smaller
local PCB manufacturers, as well as with major international PCB exporters,
mainly from the United States, Europe and Asia. Such exporters include Ruwel
Werke GmbH, HannStar Board Corp., Vertex Precision Electronics Inc., Nan-Ya PCB
Corp., Unitech Printed Circuit Corp., Tyco Printed Circuit Group, Dynamic
Details Inc. (prior to the dissolution of its British plant in 2005), Oriental
Printed Circuits Ltd. and Dae Duck Electronics Comp. Ltd. In the European market
we mainly compete with Ruwel Werke GmbH, Advanced Circuit Boards NV and Dynamic
Details Inc. (prior to the dissolution of its British plant in 2005). In the
United States market we mainly compete with Tyco Printed Circuit Group. Most of
these competitors have significantly greater financial, technical and marketing
resources than us. From the second quarter of fiscal 2001 through the 2003
fiscal year, we experienced increased price competition mainly in the rigid PCB
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segment, particularly from our local competitors and to a lesser extent from
U.S., European and Asian based PCB manufacturers, due to the continued recession
in the Israeli and international electronics industry, which had resulted in
reduced demand for our products. During the last years PCB manufacturers in the
Far-East (mainly in China) have made significant investments in their PCB
production capacity, mainly for rigid PCBs. As a result of this increased
production capacity, together with the recession in the international
electronics industry from 2001 through 2003, many PCB manufacturers in Europe
and the United States ceased their production activities and our current
competition in the rigid PCB segment is mainly from PCB manufacturers based in
the Far-East, that have substantially lower production costs than us. Continued
competitive pressures could cause us to lose market share. During 2002 and 2003,
we suffered from a significant price erosion that had had a material adverse
affect on our operating results. There can be no assurance that we will be able
to compete successfully against current or future competitors or that
competition will not have a material adverse effect on our future revenues and,
consequently, on our business, operating results and financial condition.

5

OUR OPERATING RESULTS FLUCTUATE SIGNIFICANTLY.

Our quarterly results have fluctuated significantly in the past and are
likely to fluctuate significantly in the future. Our future operating results
will depend on many factors, including (but not limited to) the following:

o the size and timing of significant orders and their fulfillment;

o demand for the products produced by our customers;

o competition with our products;

o plant utilization;

o changes in currency fluctuation of the NIS against the U.S. dollar

and the Euro;

o yields in the manufacturing process;

o timing of expenditures based on projections of future sales;

o availability of raw materials;

o the length of our sales cycles;

o changes in our strategy; and

o changes in seasonal trends and general domestic and international

economic and political conditions.

Due to the foregoing factors, quarterly revenues and operating results are
difficult to forecast, and it is likely that our future operating results will
be adversely affected by these or other factors.

Quarterly sales and operating results are also difficult to forecast
because quarterly sales and operating results are dependent, almost exclusively,
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on the volume and timing of orders during the quarter and our customers
generally operate with a short delivery cycle and expect delivery of a
significant portion of our production within twenty working days. The delivery
of such orders is subject to the number of available working days during the
quarter, which can fluctuate significantly from quarter to quarter due to
holidays and vacations. Certain prototype and pre-production runs require even
shorter turn around times stemming from customers' product launches and design
changes. In addition, there are often sudden increases, decreases or
cancellations of orders for which there are commitments, which further
characterize the electronics industry and the companies that operate in it. The
industry practice is to make such changes without forfeiture, except for the
time and materials expended on the order.

Our business involves highly complex manufacturing processes that are
subject to periodic failure. Process failures have occurred in the past and have
resulted in delays in product shipments. There is no assurance that process
failures will not occur in the future. Further, our expenses are, in significant
part, relatively fixed in the short-term. If revenue levels fall below
expectations, our net income is likely to be disproportionately adversely
affected because a proportionately smaller amount of the expenses varies with
our revenues. There can be no assurance that we will be able to be profitable on
a quarterly or annual basis in the future. An ongoing pattern of cancellations,
reductions in orders and delays could have a material adverse effect on our
results of operations. Due to all of the foregoing, we cannot predict revenues
for any future quarter with any significant degree of accuracy. Accordingly, we
believe that period-to-period comparisons of our operating results are not
necessarily meaningful and should not be relied upon as indications of future
performance. Although we have experienced revenue growth in the third and fourth
quarters of 2004, we may not be able to generate increased revenues in the
future.

WE MAY ENCOUNTER DIFFICULTY IN REALIZING THE POTENTIAL FINANCIAL OR STRATEGIC
BENEFITS OF FUTURE BUSINESS ACQUISITIONS AND INVESTMENTS.

We believe that the acquisition of and the investment in new subsidiaries
could assist us in reaching our goals of focusing on the high end of the PCB
market, and in expanding our exports mainly into Europe and the United States.
Any acquisition or investment would present risks commonly encountered in the
acquisition of or investment in other businesses. The following are examples of
such risks, one or more of which may apply to any such acquisition or
investment:

o difficulty in combining the technology, operations or work force of
the acquired business;

o adverse effects on our reported operating results under Israeli GAAP
due to the amortization of goodwill associated with acquisitions;

o diversion of management attention from running our existing
business; and

o increased expenses, including compensation expenses resulting from
newly-hired employees.

OUR RESULTS MAY BE ADVERSELY AFFECTED BY PRODUCT LIABILITY CLAIMS.

The sale and support of our products may entail the risk of product
liability claims, which are likely to be substantial in light of the use of our

10
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products in business-critical applications. In the past we were involved in a
costly litigation relating to allegedly defective products. If such suits are
brought against us in the future, our business, results of operations and
financial condition may be adversely affected.

TECHNOLOGICAL CHANGE MAY ADVERSELY AFFECT THE MARKET ACCEPTANCE OF OUR PRODUCTS.

Technological change in the PCB industry is rapid and continual. To
satisfy customers' needs for increasingly complex products, PCB manufacturers
must continue to develop improved manufacturing processes, provide innovative
solutions and invest in new facilities and equipment. To the extent we determine
that new technologies and equipment are required to remain competitive, the
acquisition and implementation of such technologies and equipment are likely to
require significant capital investment. There is no assurance that this capital
will be available to us in the future for the acquisition or implementation of
new technologies and equipment or that any new manufacturing processes developed
by us will become or remain commercially viable. As a result, there can be no
assurance we will be able to maintain our current technological position.
Furthermore, the PCB industry may in the future encounter competition from new
technologies that may reduce demand for PCBs or may render existing technology
less competitive or obsolete. There can be no assurance our future process
development efforts will be successful or that the emergence of new
technologies, industry standards or customer requirements will not render our
technology, equipment or processes obsolete or uncompetitive.

WE DEPEND ON OUR KEY CUSTOMERS AND THE LOSS OF ONE OR MORE OF OUR KEY CUSTOMERS
WOULD RESULT IN A LOSS OF SIGNIFICANT AMOUNT OF OUR REVENUES.

Our top ten customers accounted for 40.5% and 46% of our revenues in the
fiscal years ended December 31, 2003 and December 31, 2004, respectively. During
the fiscal year ended December 31, 2004, our principal customer accounted for
12.3% of our total revenues. We expect that a significant portion of our future
revenues will continue to be dependent on a small number of customers. There can
be no assurance that our principal customers will continue to purchase products
from us at current levels or that if we are unable to retain such customers we
would be able to attract sufficient new business to compensate for their loss.

WE MAY REQUIRE ADDITIONAL CAPITAL IN THE FUTURE, WHICH MAY NOT BE AVAILABLE TO
Us.

Our working capital requirements and cash flow provided by our operating
and financing activities are likely to vary greatly from quarter to quarter,
depending on the following factors:

o the timing of orders and deliveries;
o the purchase of new equipment;
8
o the build-up of inventories;
o the payment terms offered to our customers;
o the payment terms offered by our suppliers; and
o approval of the current or additional lines of credit and long-term

loans from our banks.

As of March 31, 2005, we had revolving lines of credit aggregating NIS
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12.9 million ($3.0 million) with our banks, of which NIS 11.6 million ($2.7
million) will be available to us until at least March 31, 2006, subject to
certain conditions. The entire amount of our line of credit was outstanding as
of March 31, 2005. As of March 31, 2005, we also had NIS 11.2 million ($2.6
million) of long-term loans. We cannot assure you that these credit facilities
will remain available to us in the future. Furthermore, under certain
circumstances our banks may require us to accelerate the repayment of our credit
facilities. All of our assets are pledged as security for our liabilities to our
banks, whose consents are required for any future pledge of such assets.
Financial covenants in respect of our credit facilities and long-term loans
require us to maintain the higher of shareholders' equity of NIS 20.0 million
($4.6 million) or 20% of our total assets according to the loan from Israel
Discount Bank Ltd., or Discount Bank, and to maintain the higher of
shareholders' equity of NIS 17.0 million ($3.9 million) or 20% of our total
assets, according to the loan from Bank Leumi LeIsrael Ltd., or Leumi Bank. For
these purposes, shareholders' equity includes our outstanding convertible note
and excludes prepaid expenses. As of December 31, 2003, we were in compliance
with such covenants. However, on March 31, 2004, we were in breach of such
covenants and therefore negotiated with our banks and were granted a temporary
waiver, reducing our covenants to the higher of shareholders' equity of NIS 12
million ($2.8 million) or 15% of our total assets until the release of our
December 31, 2004 earnings (i.e. between March - June 2005). The waiver of Leumi
Bank was subject to the repayment by us of NIS 1.5 million ($348,000) over a 15
month period (from October 1, 2004 to December 31, 2005). In March 2005, the
banks agreed to extend the temporary covenants. Leumi Bank agreed to extend the
temporary covenants until the release of our June 30, 2005 earnings, following
which and until the release of our December 31, 2005 earnings (i.e. between
March - June 2006), Leumi Bank agreed to set the shareholders' equity threshold
to not less than NIS 16 million ($3.7 million). In accordance with the Discount
Bank extension of the temporary covenants, we are required to maintain the
higher of shareholders' equity of NIS 13 million ($3 million) or 15% of our
total assets until the release of our December 31, 2005 earnings. Upon the
release of our December 31, 2005 earnings, we are required to comply with our
original covenant terms. As of December 31, 2004 and March 31, 2005, we were in
compliance with the terms of such temporary covenants. Our management has
programs and projects in place in order to continue to meet these terms. We
cannot assure you that we will be able to maintain compliance with such
covenants in the future.

To the extent that the funds generated from our operations and from our
existing capital resources are insufficient to fund our operating and financial
requirements, we may be required to raise additional funds through public or
private financing or other sources. There can be no assurance that such
additional financing will be available or that, if available, it will be
obtained on terms favorable to us. Any equity or debt financings, if available
at all, may cause dilution to our then-existing shareholders. If additional
funds are raised through the issuance of equity securities, the net tangible
book value per share of our ordinary shares may decrease and the percentage
ownership of then current shareholders may be diluted. We do not have any
committed sources of additional financing, and there can be no assurance that
additional financing, if necessary, will be available on commercially reasonable
terms, if at all. If adequate funds are not available on terms acceptable to us,
we may be required to delay, scale back or eliminate certain aspects of our
operations and our business, financial condition and results of operations would
be materially and adversely affected.

OUR OPERATING MARGINS MIGHT BE AFFECTED AS A RESULT OF PRICE CHANGES OF OUR
PRINCIPAL RAW MATERIALS.

12
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Our suppliers decreased their prices in 2002, 2003 and 2004 for the
principal raw materials, laminates and photo-chemical films that we use in the
manufacture of PCBs. However, such decreases were partially offset by the
devaluation of the NIS primarily against the dollar and the Euro. Based on the
current trends of the raw materials market, we expect that our suppliers will
increase their prices in 2005. Although to date our operating margins have not
been significantly affected by such price changes and NIS devaluation, we cannot
assure you that future price changes in raw materials will not materially affect
our profitability.

WE MAY ENCOUNTER DIFFICULTIES WITH OUR INTERNATIONAL OPERATIONS AND SALES THAT
MAY HAVE A MATERIAL ADVERSE EFFECT ON OUR SALES AND PROFITABILITY.

We are based in Israel and Germany and generate a large percentage of our
sales in Europe. Our sales in Europe in the fiscal year ended December 31, 2004
accounted for 38.4% of our revenues, of which 42% was generated in Germany. Our
sales in Europe in the fiscal years ended December 31, 2003 and December 31,
2002 accounted for 28.5% and 19.9% of our revenues, respectively. In June 2002,
we entered into an agreement to acquire 76% of Kubatronik, a privately held
German PCB manufacturer. Although we intend to continue to expand our
international operations and commit significant management time and financial
resources to developing direct and indirect international sales and support
channels, we cannot be certain that we will be able to maintain or increase
international market demand for our products. To the extent that we cannot do so
in a timely manner, our business, operating results and financial condition may
be adversely affected.

International operations are subject to inherent risks, including the
following:

o the impact of possible recessionary environments in multiple foreign
markets;
o unexpected changes in regulatory requirements and complying with a

wide variety of foreign laws;

o tariffs and other trade barriers;
o difficulties and costs of staffing and managing foreign operations;
and
o political and economic instability.
10

However, such factors have not had a material adverse effect on our
business, results of operations or financial condition to date. If for any
reason exchange or price controls or other restrictions on the conversion of
foreign currencies were imposed, our business could be adversely affected.

We may be adversely affected by fluctuations in currency exchange rates
because our revenues and expenses are incurred in various currencies, primarily
the NIS, U.S. dollar and the Euro. In the fiscal year ended December 31, 2001,
we engaged in currency hedging transactions, hedging the Euro against the U.S.
dollar and the NIS, in an attempt to reduce the effect of fluctuations in
foreign currency exchange rates on our results of operations. We did not engage
in currency hedging transactions in 2002, 2003 and 2004, but have engaged a
consulting company to advise us with regard to currency hedging measures. There
can be no assurance that we will enter into any hedging transactions in the
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future or that such transactions, if entered into, will materially reduce the
effect of fluctuations in foreign currency exchange rates on our results of
operations. In addition, if for any reason exchange or price controls or other
restrictions on the conversion of foreign currencies into NIS were imposed, our
business could be adversely affected. Although exposure to currency fluctuations
to date has not had a material adverse effect on our business, there can be no
assurance such fluctuations in the future will not have a material adverse
effect on revenues from sales and, consequently our business, operating results
and financial condition.

IF WE ARE FOUND TO BE IN VIOLATION OF ENVIRONMENTAL LAWS, WE COULD BE LIABLE FOR
DAMAGES AND COSTS OF REMEDIAL ACTIONS, WHICH MAY AFFECT OUR BUSINESS, OPERATING
RESULTS AND FINANCIAL CONDITION.

We use certain materials in our manufacturing processes that are
classified as hazardous substances. Proper waste disposal and environmental
regulations are major considerations for PCB manufacturers because metals and
chemicals classified as hazardous substances are used in the manufacturing
process. We believe we are substantially in compliance with all material
environmental laws and regulations. Since May 2003, our environmental management
system has been ISO 14001 certified. This certification was based on successful
implementation of environmental management requirements and includes ongoing
monitoring of our processes, raw materials and products. The certification is
subject to periodic compliance audits conducted by the Israeli Institute of
Standards. If, in the future, we are found to be in violation of environmental
laws, we could be liable for damages and costs of remedial actions and could
also be subject to revocation of permits necessary to conduct our business or
any part thereof. Any such revocation could require us to cease production,
which could have a material adverse effect on our financial condition and
results of operations. We are also subject to laws relating to the storage, use
and disposal of hazardous materials, as well as air quality regulations.
Environmental laws could become more stringent over time, imposing greater
compliance costs and increasing risks and penalties associated with a violation.
For example, environmental regulations enacted in Israel in September 2000,
provide that a company that is found to have discharged water containing
contaminates will be liable for quadruple the amount normally charged for its
water consumption. Moreover, according to the same regulations, manufacturing
plants are required to reduce the quantity of the wastewater discharged by them
by 90% within four years. To be exempted from such legislation, a plant will
have to show the Israeli Ministry of the Environment that a partial or complete
decrease in the quantity of wastewater is not feasible. Since 1996 we have
undertaken various actions to reduce the use of water in our manufacturing
facilities. We believe that we have materially complied with the September 2000
regulations, but no assurance can be given that such compliance will be
sufficient.

11

COMPLIANCE WITH CHANGING REGULATION OF CORPORATE GOVERNANCE AND PUBLIC
DISCLOSURE MAY RESULT IN ADDITIONAL EXPENSES.

Changing laws, regulations and standards relating to corporate governance
and public disclosure, including the Sarbanes-Oxley Act of 2002, new Securities
and Exchange Commission regulations and NASDAQ Stock Market rules, are creating
uncertainty for companies such as ours. We are committed to maintaining high
standards of corporate governance and public disclosure. As a result, we have
invested and intend to further invest such resources as are reasonably necessary
to comply with evolving standards, and this investment may result in increased
general and administrative expenses and a diversion of management time and
attention from revenue-generating activities to compliance activities, which
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could harm our operating results and business prospects.
RISK FACTORS RELATED TO OUR ORDINARY SHARES

OUR SHARE PRICE HAS BEEN VOLATILE IN THE PAST AND MAY CONTINUE TO BE SUSCEPTIBLE
TO SIGNIFICANT MARKET PRICE AND VOLUME FLUCTUATIONS IN THE FUTURE.

Our ordinary shares have experienced significant market price and volume
fluctuations in the past and may experience significant market price and volume
fluctuations in the future in response to factors such as the following, some of
which are beyond our control:

o quarterly variations in our operating results;

o operating results that vary from the expectations of securities
analysts and investors;

o changes in expectations as to our future financial performance,
including financial estimates by securities analysts and investors;

o announcements of technological innovations or new products by us or
our competitors;

o announcements by us or our competitors of significant contracts,
acquisitions, strategic partnerships, joint ventures or capital
commitments;

o changes in the status of our intellectual property rights;

o announcements by third parties of significant claims or proceedings

against us;

o additions or departures of key personnel;

o future sales of our ordinary shares; and

o stock market price and volume fluctuations.
12

Domestic and international stock markets often experience extreme price
and volume fluctuations. Market fluctuations, as well as general political and
economic conditions, such as a recession or interest rate or currency rate
fluctuations or political events or hostilities in or surrounding Israel, could
adversely affect the market price of our ordinary shares.

WE MAY BE DELISTED FROM THE NASDAQ SMALLCAP MARKET IF WE FAIL TO MEET ITS
MAINTENANCE REQUIREMENTS.

We must comply with certain NASDAQ SmallCap Market maintenance
requirements in order to maintain the listing of our ordinary shares on the
NASDAQ SmallCap Market. Currently we comply with all of the requirements but we
cannot assure you that we will be able to fulfill the maintenance requirements
in the future. Should we fail to fulfill such requirements, our ordinary shares
will be delisted from the NASDAQ SmallCap Market and transferred to the NASDAQ
Bulletin Board.

WE DO NOT INTEND TO PAY DIVIDENDS.

We have never declared or paid any cash dividends on our ordinary shares.
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We currently intend to retain any future earnings to finance operations and
expand our business and, therefore, do not expect to pay any dividends in the
foreseeable future.

RISKS RELATING TO OUR OPERATIONS IN ISRAEL
CONDUCTING BUSINESS IN ISRAEL ENTAILS SPECIAL RISKS.

We are incorporated under the laws of the State of Israel, and our offices
and our production facilities are located in, the State of Israel. Accordingly,
we are directly influenced by the political, economic and military conditions
affecting Israel. Specifically, we could be adversely affected by any major
hostilities involving Israel, a full or partial mobilization of the reserve
forces of the Israeli army, the interruption or curtailment of trade between
Israel and its present trading partners, or a significant downturn in the
economic or financial condition of Israel.

Since the establishment of the State of Israel in 1948, a number of armed
conflicts have taken place between Israel and its Arab neighbors, and a state of
hostility, varying from time to time in intensity and degree, has led to
security and economic problems for Israel. Since September 2000, there has been
a marked increase in violence, civil unrest and hostility, including armed
clashes, between the State of Israel and the Palestinians, and acts of terror
have been committed inside Israel and against Israeli targets in the West Bank
and Gaza. There is no indication as to how long the current hostilities will
last or whether there will be any further escalation. Any further escalation in
these hostilities or any future armed conflict, political instability or
violence in the region may have a negative effect on our business condition,
harm our results of operations and adversely affect our share price.
Furthermore, there are a number of countries that restrict business with Israel
or Israeli companies. Restrictive laws or policies of those countries directed
towards Israel or Israeli businesses had, and may in the future continue to
have, an adverse impact on our operations, our financial results or the
expansion of our business. No predictions can be made as to whether or when a
final resolution of the area's problems will be achieved or the nature thereof
and to what extent the situation will impact Israel's economic development or
our operations.
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POLITICAL TRADE RELATIONS COULD LIMIT OUR ABILITY TO SELL OR BUY
INTERNATIONALLY.

We could be adversely affected by the interruption or reduction of trade
between Israel and its trading partners. Some countries, companies and
organizations continue to participate in a boycott of Israeli firms and others
doing business with Israel or with Israeli companies. To date, these measures
have not had a material adverse affect on our business. However, there can be no
assurance that restrictive laws, policies or practices towards Israel or Israeli
businesses will not have an adverse impact on our business.

OUR RESULTS OF OPERATIONS MAY BE NEGATIVELY AFFECTED BY THE OBLIGATION OF OUR
PERSONNEL TO PERFORM MILITARY SERVICE.

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

THE ECONOMIC CONDITIONS IN ISRAEL HAVE NOT BEEN STABLE IN RECENT YEARS.

In recent years, Israel has gone through a period of recession in economic
activity, resulting in low growth rates and growing unemployment. Despite
positive trends in the Israeli economy in 2004, our operations in the local
market, primarily in the rigid PCB segment, have continued to be adversely
affected by the economic conditions in Israel and could be further affected if
the economic conditions in Israel deteriorate. In addition, due to significant
economic measures proposed by the Israeli Government, there have been several
general strikes and work stoppages in 2003 and 2004, affecting all banks,
airports and ports. These strikes have had an adverse effect on the Israeli
economy and on our business, including our ability to deliver products to our
customers and to import raw materials.

OUR RESULTS OF OPERATIONS MAY BE HARMED IF THE RATE OF INFLATION IN ISRAEL
EXCEEDS THE RATE OF DEVALUATION OF THE NIS AGAINST THE U.S. DOLLAR AND THE EURO.

In the fiscal years ended December 31, 2003 and 2004 approximately 48% and
51%, respectively, of our expenses were in U.S. dollars, Euros, dollar-linked
NIS or Euro-linked NIS and virtually most of the remaining expenses were in
non-linked NIS. Our expenses, which are denominated in U.S. dollars and Euros or
paid in Israeli currency linked to the dollar-NIS exchange rate and the Euro-NIS
exchange rate, are influenced by the extent to which any inflation in Israel is
not offset (or is offset on a lagging basis) by the devaluation of the NIS in
relation to the dollar and the Euro. We believe that the rate of inflation in
Israel has not had a material adverse effect on our business to date. However,
our dollar and Euro costs in Israel will increase if inflation in Israel exceeds
the devaluation of the NIS against the dollar and the Euro, or if the timing of
such devaluation lags behind inflation in Israel. Over time, the NIS has been
devalued against foreign currencies, generally reflecting inflation rate
differentials. Likewise, our operations could be adversely affected if we are
unable to guard against currency fluctuations in the future.
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SERVICE AND ENFORCEMENT OF LEGAL PROCESS ON US AND OUR DIRECTORS AND OFFICERS
MAY BE DIFFICULT TO OBTAIN.

Service of process upon our directors and officers and the Israeli experts
named herein, all of whom reside outside the United States, may be difficult to
obtain within the United States. Furthermore, since substantially all of our
assets, all of our directors and officers and the Israeli experts named in this
annual report are located outside the United States, any Jjudgment obtained in
the United States against us or these individuals or entities may not be
collectible within the United States.

There is doubt as to the enforceability of civil liabilities under the
Securities Act and the Securities Exchange Act in original actions instituted in
Israel. However, subject to certain time limitations and other conditions,
Israeli courts may enforce final judgments of United States courts for
liquidated amounts in civil matters, including judgments based upon the civil
liability provisions of those Acts.

PROVISIONS OF ISRAELI LAW MAY DELAY, PREVENT OR MAKE DIFFICULT AN ACQUISITION OF
US, WHICH COULD PREVENT A CHANGE OF CONTROL AND THEREFORE DEPRESS THE PRICE OF
OUR SHARES.
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Provisions of Israeli corporate and tax law may have the effect of
delaying, preventing or making more difficult a merger with, or other
acquisition of, us. This could cause our ordinary shares to trade at prices
below the price for which third parties might be willing to pay to gain control
of us. Third parties who are otherwise willing to pay a premium over prevailing
market prices to gain control of us may be unable or unwilling to do so because
of these provisions of Israeli law.

THE RIGHTS AND RESPONSIBILITIES OF OUR SHAREHOLDERS ARE GOVERNED BY ISRAELI LAW
AND DIFFER IN SOME RESPECTS FROM THE RIGHTS AND RESPONSIBILITIES OF SHAREHOLDERS
UNDER U.S. LAW.

We are incorporated under Israeli law. The rights and responsibilities of
holders of our ordinary shares are governed by our memorandum of association,
articles of association and by Israeli law. These rights and responsibilities
differ in some respects from the rights and responsibilities of shareholders in
typical U.S. corporations. In particular, each shareholder of an Israeli company
has a duty to act in good faith in exercising his or her rights and fulfilling
his or her obligations toward the company and other shareholders and to refrain
from abusing his power in the company, including, among other things, in voting
at the general meeting of shareholders on certain matters. Israeli law provides
that these duties are applicable in shareholder votes on, among other things,
amendments to a company's articles of association, increases in a company's
authorized share capital, mergers and interested party transactions requiring
shareholder approval. In addition, a controlling shareholder of an Israeli
company or a shareholder who knows that it possesses the power to determine the
outcome of a shareholder vote or who has the power to appoint or prevent the
appointment of a director or officer in the company has a duty of fairness
toward the company. However, Israeli law does not define the substance of this
duty of fairness. Because Israeli corporate law has undergone extensive revision
in recent years, there is little case law available to assist in understanding
the implications of these provisions that govern shareholder behavior.
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ITEM 4. INFORMATION ON THE COMPANY
A. HISTORY AND DEVELOPMENT OF THE COMPANY

We were incorporated under the laws of the State of Israel on January 1,
1970. We are a public limited liability company under the Israeli Companies Law
5759-1999 and operate under this law and associated legislation. Our registered
offices and principal place of business are located at 4 Drezner Street, Sgoola
Industrial Zone, Petach Tikva 49101, Israel, and our telephone number is
972-3-939-5025. Our address on the Internet is www.eltekglobal.com. The
information on our website is not incorporated by reference into this annual
report.

We manufacture and supply technologically advanced circuitry solutions for
use in sophisticated and compact electronic products. We provide specialized
services and are a solution provider in the PCB business, mainly in Israel and
in Europe. PCBs are platforms that conduct an electric current among active and
passive microelectronics components, microprocessors, memories, resistors and
capacitors and are integral parts of the products produced by high-technology
industries. Our focus is on short run quick-turnaround, prototype,
pre-production and low to medium volume runs of high-end PCB products for high
growth, advanced electronics applications.

We design and develop innovative manufacturing solutions pursuant to
complex interconnect requirements of original equipment manufacturers, and
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provide our customers with a wide range of custom designed PCBs, including
complex rigid, double-sided and multi-layer PCBs as well as flexible circuitry
(flex and flex-rigid boards) made of glass epoxy and high-performance
substrates. To complement our quick-turnaround, prototype, pre-production and
low to medium volume production capability and provide our customers with single
source service, we also act as an agent for the importation of PCBs from the Far
East when customers require high volume production runs.

In July 2000, we adopted a plan for the investment of approximately $7.0
million over a two-year period for the purchase of equipment and facilities in
order to create the capacity and capability to offer our customers the new
state-of-the-art PCB technology known as high density interconnect, or HDI. This
technology enables manufacturers to produce PCBs with line width and spaces as
narrow as 2-3 mils and hole diameters of 3 to 6 mils. As part of this
investment, we have purchased and leased several key machines, including a laser
drilling system for microvia holes, a laser direct imaging system for
transferring conductor images as narrow as 2 mils, upgraded our plating lines
for enhanced capacity and capability, and acquired a vacuum press, flying probe
electrical testers, an automated optical inspection system, an exposure system,
a laser plotter and an horizontal line for black oxide substitution using the
Alpha Prep process. We began to supply PCBs utilizing the HDI technology to
select customers in August 2000. We completed this investment plan in 2002.
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In 2004, we continued to focus on the sale of flex-rigid, high density
interconnect, or HDI, and special different base materials PCBs. Such products
accounted for approximately $17.3 million or 61% of our total sales in the
fiscal year ended December 31, 2004 as compared to approximately $12.9 million
or 52% of our total sales in the fiscal year ended December 31, 2003.

In June 2002, we acquired 76% of Kubatronik, a privately held German PCB
manufacturer, for approximately 2.6 million Euros. The remaining 24% of
Kubatronik is held by Mr. Alois Kubat, its founder. Kubatronik specializes in
manufacturing short run and prototype boards, including multi-layer, flex-rigid
and HDI boards. Its customers include companies engaged in the production of
industrial equipment, defense and aerospace equipment, telecom and networking
equipment and computer and data storage equipment as well as contract electronic
manufacturers. This acquisition facilitated our entry into the German market,
while complementing our existing relationships throughout the rest of Europe. We
believe that this acquisition will continue to provide us additional sales and
marketing channels. In July 2003 we appointed a new General Manager for
Kubatronik and in October 2003, Mr. Kubat retired from Kubatronik (see Item 5B,