
GILAT SATELLITE NETWORKS LTD
Form F-3
May 12, 2011

Registration No. 333-
As filed with the Securities and Exchange Commission on May 12, 2011

UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

Washington, D.C. 20549

FORM F-3
REGISTRATION STATEMENT

UNDER
THE SECURITIES ACT OF 1933

 GILAT SATELLITE NETWORKS LTD.
 (Exact name of registrant as specified in its charter)

Israel
(State or other jurisdiction of
incorporation or organization)

Not Applicable
(I.R.S. Employer

Identification No.)

Gilat House
21 Yegia Kapayim Street

Kiryat Arye
Petah Tikva, 49130 Israel

Tel: 972 3-929-3020
(Address, including zip code, and telephone number, including area code, of registrant's principal executive offices)

Gilat Satellite Networks Inc.
1750 Old Meadow Road

McLean, VA 22102
Tel: 703-848-1000
Fax: 703-848-1010

(Name, address, including zip code, and telephone number, including area code, of agent for service)

Copies of all communications, including communications sent to agent for service, should be sent to:

Joann R. Blasberg, Adv.
Gilat House

21 Yegia Kapayim Street
Kiryat Arye

Petah Tikva, 49130 Israel

Steven J. Glusband, Esq.
Carter Ledyard & Milburn LLP

2 Wall Street
New York, NY 10005

Tel: 212-238-8605

Edgar Filing: GILAT SATELLITE NETWORKS LTD - Form F-3

1



Tel: 972 3-9293020
Fax: 972 3-9252945

Fax: 212-732-3232

Approximate date of commencement of proposed sale to the public: From time to time after the effective date of this
Registration Statement.

If the only securities being registered on this Form are being offered pursuant to dividend or interest reinvestment
plans, please check the following box.  o

If any of the securities being registered on this Form are to be offered on a delayed or continuous basis pursuant to
Rule 415 under the Securities Act of 1933, other than securities offered only in connection with dividend or interest
reinvestment plans, check the following box.  x

If this Form is filed to register additional securities for an offering pursuant to Rule 462(b) under the Securities Act,
please check the following box and list the Securities Act registration statement number of the earlier effective
registration statement for the same offering.  o

If this Form is a post-effective amendment filed pursuant to Rule 462(c) under the Securities Act, check the following
box and list the Securities Act registration statement number of the earlier effective registration statement for the same
offering.  o

If this Form is a registration statement pursuant to General Instruction I.C. or a post-effective amendment thereto that
shall become effective upon filing with the Commission pursuant to Rule 462(e) under the Securities Act, check the
following box.  ¨

If this Form is a post-effective amendment to a registration statement filed pursuant to General Instruction I.D. filed to
register additional securities or additional classes of securities pursuant to Rule 413(b) under the Securities Act, check
the following box.  o
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CALCULATION OF REGISTRATION FEE

Title of each class of
securities to be registered

Amount to
be

Registered(1)

Proposed
maximum

offering price
per unit(1)

Proposed
maximum
aggregate
offering

price(1)(2)(3)

Amount of
registration

fee
Ordinary shares, par value NIS 0.20 per
share
Warrants
Debt Securities
Total $50,000,000 $5,805 (4)

(1) Not specified as to each class of securities to be registered pursuant to General Instruction II.C. of Form F-3.

(2)The registrant is hereby registering an indeterminate number of ordinary shares, warrants and debt securities of the
registrant as may from time to time be offered at unspecified prices. The registrant has estimated the proposed
maximum aggregate offering price solely for the purpose of calculating the registration fee pursuant to Rule 457(o)
under the Securities Act of 1933.  Securities registered hereunder may be sold separately, together or as units with
other securities registered hereunder.  The securities registered hereunder include securities that may be purchased
by underwriters to cover over-allotments, if any.

(3)The registrant is hereby registering (i) with respect to warrants, such an indeterminate number of ordinary shares
and debt securities (A) as may be issuable or deliverable upon exercise of warrants, and (B) as may be required for
delivery upon exercise of warrants as a result of anti-dilution provisions, and (ii) with respect to debt securities,
such an unspecified amount of ordinary shares  (A) as may be issuable or deliverable upon the exercise or
conversion of debt securities, and (B) as may be required for delivery upon exercise or conversion of debt
securities as a result of anti-dilution provisions, up to a proposed aggregate offering price of $50,000,000.

 (4) Calculated pursuant to Rule 457(o) under the Securities Act of 1933.

The registrant hereby amends this registration statement on such date or dates as may be necessary to delay its
effective date until the registrant shall file a further amendment which specifically states that this registration
statement shall thereafter become effective in accordance with Section 8(a) of the securities Act of 1933 or until the
Registration Statement shall become effective on such date as the Commission, acting pursuant to said Section 8(a),
may determine.
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The information contained in this preliminary prospectus is not complete and may be changed.  We may not sell these
securities until the registration statement filed with the Securities and Exchange Commission is effective. This
prospectus is not an offer to sell these securities and it is not soliciting an offer to buy these securities in any state
where the offer or sale is not permitted.

Subject to Completion, Dated May 12, 2011
P R O S P E C T U S

GILAT SATELLITE NETWORKS LTD.

$50,000,000
Ordinary Shares

Warrants
Debt Securities

We may offer to the public from time to time in one or more series or issuances:

• ordinary shares;

• warrants to purchase ordinary shares or debt securities; or

• debt securities consisting of debentures, notes or other evidences of indebtedness.

We refer to the ordinary shares, warrants and debt securities collectively as “securities” in this prospectus.

Our ordinary shares are listed on the NASDAQ Global Select Market and on the Tel Aviv Stock Exchange under the
symbol “GILT.”  On May 11, 2011, the last reported sale price of an ordinary share of our company on the NASDAQ
Global Market was $5.13.

The securities will have a total public offering price not to exceed $50,000,000.  This prospectus provides a general
description of the securities we may offer.  Each time we sell securities, we will provide specific terms of the
securities offered in a supplement to this prospectus.  The prospectus supplement may also add, update, or change
information contained in this prospectus.  This prospectus may not be used to consummate a sale of securities unless
accompanied by the applicable prospectus supplement.  You should read both this prospectus and any prospectus
supplement together with additional information described under the heading “Where You Can Find More Information”
and the documents incorporated or deemed to be incorporated by reference carefully before you make your investment
decision.

We will sell these securities directly to our shareholders or to purchasers or through agents on our behalf or through
underwriters or dealers as designated from time to time.  If any agents or underwriters are involved in the sale of any
of these securities, the applicable prospectus supplement will provide the names of the agents or underwriters and any
applicable fees, commissions, or discounts.  The prospectus supplement for each offering of securities will describe in
detail the plan of distribution for that offering.  For general information about the distribution of securities offered,
please see “Plan of Distribution” in this prospectus on page 19.

Investing in these securities involves certain risks.  Please carefully consider the “Risk Factors” in Item 3(D) of our most
recent Annual Report on Form 20-F incorporated by reference in this prospectus, the “Risk Factors” beginning on page
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2 of this prospectus, and in any applicable prospectus supplement, for a discussion of the factors you should consider
carefully before deciding to purchase these securities.

None of the Securities and Exchange Commission, the Israeli Securities Authority or any state securities commission
has approved or disapproved of the securities being offered by this prospectus, or determined if this prospectus is
truthful or complete. Any representation to the contrary is a criminal offense.

The date of this prospectus is May 12, 2011.
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You should rely only on the information contained or incorporated by reference in this prospectus. We have not
authorized any other person to provide you with different information. If anyone provides you with different or
inconsistent information, you should not rely on it.  We are not making an offer to sell these securities in any
jurisdiction where the offer or sale is not permitted. You should assume that the information appearing in this
prospectus is accurate only as of the date on the front cover of this prospectus. Our business, financial condition,
results of operation and prospects may have changed since that date.

In this prospectus, the terms “we”, “us”, “Gilat” and “our” mean Gilat Satellite Networks Ltd. and its subsidiaries, unless
otherwise indicated

All references to “dollars” or “$” in this prospectus are to U.S. dollars, and all references to “shekels” or “NIS” are to New
Israeli Shekels.

1
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SUMMARY

This prospectus is part of a registration statement on Form F-3 that we filed with the Securities and Exchange
Commission, or SEC, using a “shelf” registration process. Under this process, we may sell from time to time any
combination of the securities described in this prospectus in one or more offerings up to a total dollar amount of
$50,000,000 or the equivalent denominated in foreign currencies or foreign currency units. This prospectus does not
contain all of the information included in the registration statement. For a more complete understanding of the
offering of the securities, you should refer to the registration statement, including its exhibits.

This prospectus provides you with a general description of the securities we may offer. Each time we sell securities,
we will provide a prospectus supplement that will contain specific information about the terms of that offering. The
prospectus supplement may also add, update or change information contained in this prospectus, and may also contain
information about any material federal income tax considerations relating to the securities covered by the prospectus
supplement. You should read both this prospectus and any prospectus supplement together with additional information
under the headings “Where You Can Find More Information” and “Incorporation of Certain Information by Reference.”

This summary may not contain all of the information that may be important to you. You should read this entire
prospectus, including the financial data and related notes incorporated by reference in this prospectus, before making
an investment decision. This summary contains forward-looking statements that involve risks and uncertainties. Our
actual results may differ significantly from the results discussed in the forward-looking statements. Factors that might
cause or contribute to such differences include those discussed in “Risk Factors” and “Forward-Looking Statements.”

Gilat Satellite Networks Ltd.

We were incorporated as a limited liability company under the laws of the State of Israel in 1987.  We are a leading
global provider of Internet Protocol, or IP, based digital satellite communication and networking products and
services. We design, produce and market VSATs, or very small aperture terminals, and related network equipment,
such as power amplifiers and low-profile antennas. We have a large installed customer base and have shipped more
than 750,000 VSAT units to customers in over 85 countries on six continents.

Corporate Information

Our corporate headquarters, executive offices and main research and development and engineering facilities, as well
as facilities for some manufacturing and product assembly, facilities are located at Gilat House, 21 Yegia Kapayim
Street, Kiryat Arye, Petah Tikva 49130, Israel. Our address in the United States is c/o Gilat Satellite Networks Inc. at
1750 Old Meadow Road, McLean VA. Our telephone number is (972) 3-925-2000. Our web-site address is
www.gilat.com. The information on our website is not incorporated by reference into this prospectus.

RISK FACTORS

An investment in our securities is speculative and involves a high degree of risk. You should carefully consider the
following factors as well as the other information contained in this prospectus and in the other reports that we file with
the SEC and that we incorporate by reference into this prospectus before deciding to invest in our securities. This
prospectus and statements that we may make from time to time may contain forward-looking information. There can
be no assurance that actual results will not differ materially from our expectations, statements or projections. Factors
that could cause actual results to differ from our expectations, statements or projections include the risks and
uncertainties relating to our business described below. The information in this prospectus is complete and accurate as
of the date of this prospectus, but the information may change thereafter.
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Risks Relating to Our Business

We have incurred major losses in past years and may not sustain profitable operations in the future.

We reported net income of approximately $ 30.6 million in 2010, compared to net income of approximately $ 1.9
million in 2009 and a net loss of approximately $ 1.1 million in 2008. Our 2010 net income derived mainly from the
sale of an investment which had previously been written off in a company that was accounted for at cost and from the
settlement of litigation related to the termination of a 2008 merger agreement with a consortium of private equity
investors. We incurred major losses in past years, an operating loss of $6.2 million in the year ended December 31,
2010 and currently have an accumulated deficit of $604 million. We cannot assure you that we can operate profitably
in the future. If we do not continue to operate profitably, the viability of our company will be in question and our
share price would decline.

2
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Our available cash balance may decrease in the future if we cannot generate cash from operations.

Our total cash balance decreased from approximately $163.2 million as of December 31, 2009 to $64.5 million as of
December 31, 2010. This decrease is mainly attributable to funds used in our merger and acquisition activities during
2010 of approximately $154 million, net of cash received, offset by a $40 million loan we received in December 2010.
 We had negative cash flow from operating activities in each of the two years ended December 31, 2009 and 2008,
and our positive cash flow from operating activities in 2010 was mainly derived from the proceeds of the sale of an
investment and the settlement of a lawsuit.  We cannot assure that we will be able to generate cash from operations in
the future. If we do not generate cash from operations, our cash balance will decline and the unavailability of cash
could have a material adverse effect on our business, operating results and financial condition.

If the commercial satellite communications markets fail to grow, our business could be materially harmed.

A number of the commercial markets for our products and services in the satellite communications area, including our
broadband products, have emerged in recent years. Because these markets are relatively new, it is difficult to predict
the rate at which these markets will grow, if at all. If the markets for commercial satellite communications products
fail to grow our business could be materially harmed. Conversely, growth in these markets could result in satellite
capacity limitations which in turn could materially harm our business and impair the value of our shares. Specifically,
we derive virtually all of our revenues from sales of VSAT communications networks and VSAT-related equipment
and provision of services related to these networks and products. A significant decline in this market or the
replacement of VSAT technology by an alternative technology could materially harm our business and impair the
value of our shares.

Because we compete for large-scale contracts in competitive bidding processes, losing a small number of bids could
have a significant adverse impact on our operating results.

A significant portion of our revenues is derived from acting as the supplier of networks based on VSATs, under large
scale contracts that we are awarded from time to time in competitive bidding processes. These large-scale contracts
sometimes involve the installation of thousands of VSATs. The number of major bids for these large-scale contracts
for VSAT-based networks in any given year is limited and the competition is intense. Losing or defaulting on a
relatively small number of bids each year could have a significant adverse impact on our operating results.

We operate in a highly competitive network communications industry. We may be unsuccessful in competing
effectively against competitors who have substantially greater financial resources.

We operate in a highly competitive industry of network communications, both in the sales of our products and our
services. As a result of the rapid technological changes that characterize our industry, we face intense worldwide
competition to capitalize on new opportunities, to introduce new products and to obtain proprietary and standard
technologies that are perceived by the market as being superior to those of our competitors. Some of our competitors
have greater financial resources, providing them with greater research and development and marketing capabilities.
Our competitors may also be more experienced in obtaining regulatory approvals for their products and services and
in marketing them. Our relative position in the network communications industry may place us at a disadvantage in
responding to our competitors' pricing strategies, technological advances and other initiatives. Our principal
competitors in the supply of VSAT networks are Hughes Network Systems, LLC, or HNS, ViaSat Inc. or Viasat, and
iDirect Technologies, or iDirect. Most of our competitors have developed or adopted different technology standards
for their VSAT products.

In addition, the launch of the SpaceWAY3 satellite by HNS, which enables HNS to offer a vertically integrated
solution to its customers, as well as the announcement concerning ViaSat’s intention to launch its own satellite
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(ViaSat-1) and HNS’s intention to launch an additional satellite (Jupiter), may change the competitive environment in
which we operate and could have an adverse effect on our business.

In the U.S. market, where we operate as a service provider via Spacenet, the enterprise wide area network, or WAN,
market is extremely competitive, with a number of established VSAT and terrestrial providers competing for nearly all
contracts. The U.S. enterprise VSAT market is primarily served by HNS and Spacenet. In addition, more recently,
Spacenet's primary competitors in the enterprise WAN market are large terrestrial carriers such as AT&T, Verizon and
Qwest.

3
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In Peru and Colombia, where we primarily operate public rural telecom services, we typically encounter competition
on government subsidized bids from various service providers, system integrators and consortiums. Some of these
competitors offer solutions based on VSAT technology and some on alternate technologies (typically cellular, wireless
local loop or WiMAX). In addition, as competing technologies such as cellular telephones become available in areas
where not previously available, such as in rural communities of Peru and Colombia, our business can be adversely
affected.

Our lengthy sales cycles could harm our results of operations if forecasted sales are delayed or do not occur.

The length of time between the date of initial contact with a potential customer or sponsor and the execution of a
contract with the potential customer or sponsor may be lengthy and vary significantly depending on the nature of the
arrangement. During any given sales cycle, we may expend substantial funds and management resources and not
obtain significant revenue, resulting in a negative impact on our operating results. In the past, we have seen longer
sales cycles in all of the regions in which we do business. In addition, we have seen projects delayed or even canceled,
which would also have an adverse impact on our sales cycles.

We may engage in acquisitions that could harm our business, results of operations and financial condition, and dilute
our shareholders' equity.

We have a corporate business development team whose goal is to pursue new business opportunities. This team
pursues growth opportunities through internal development and through the acquisition of complementary businesses,
products and technologies. The process of integrating an acquired business may be prolonged due to unforeseen
difficulties and may require a disproportionate amount of our resources and management attention. We cannot assure
you that we will be able to successfully identify suitable acquisition candidates, complete acquisitions, integrate
acquired businesses into our operations, or expand into new markets. Further, once integrated, acquisitions may not
achieve comparable levels of revenues, profitability or productivity as our existing business or otherwise perform as
expected. The occurrence of any of these events could harm our business, financial condition or results of operations.

In July and August 2010, we completed the acquisition of RAS, a leading provider of Satcom-On-The-Move antenna
solutions and RaySat BG, a Bulgarian research and development center, for a total consideration of $25 million and
$5.7 million respectively. In November 2010, we completed the acquisition of Wavestream, a provider of high power
solid state amplifiers, or SSPA, Block Upconverters, or BUC, with field-proven, high performance solutions designed
for mobile and fixed satellite communication, or SATCOM, systems worldwide in consideration for $135 million. We
may not be able to successfully integrate the operations of RAS, RaySat BG or Wavestream into our business or
successfully exploit the solutions that we acquired. Future acquisitions may require substantial capital resources,
which may not be available to us or may require us to seek additional debt or equity financing.

The risks associated with acquisitions by us include the following, any of which could seriously harm our results of
operations or the price of our shares:

• issuance of equity securities that would dilute our current shareholders' percentages of ownership;

• significant acquisition costs;

• decrease of our cash balance;

• the incurrence of debt and contingent liabilities;

•

Edgar Filing: GILAT SATELLITE NETWORKS LTD - Form F-3

11



difficulties in the assimilation and integration of operations, personnel, technologies, products and information
systems of the acquired companies;

• diversion of management's attention from other business concerns;

• contractual disputes;

• risks of entering geographic and business markets in which we have no or only limited prior experience;

4

Edgar Filing: GILAT SATELLITE NETWORKS LTD - Form F-3

12



• potential loss of key employees of acquired organizations.

• the possibility the business cultures will not be compatible;

• the difficulty of incorporating acquired technology and rights into our products and services;

• unanticipated expenses related to integration of the acquired companies;

• difficulties in implementing and maintaining uniform standards, controls and policies;

• the impairment of relationships with employees and customers as a result of any integration of new personnel;

•potential inability to retain, integrate and motivate key management, marketing, technical sales and customer
support personnel;

• potential unknown liabilities associated with acquired businesses; and

• impairment of goodwill and other assets acquired.

Our failure to manage growth effectively could impair our business, financial condition and results of operations.

Many of our large scale contracts are with governments or large enterprises in Latin America and other parts of the
world, so that any instability in the exchange rates or in the political or economic situation or any unexpected
unilateral termination or suspension of payments could have a significant adverse impact on our business.

In recent years, a significant portion of our revenues has been derived from large scale contracts with foreign
governments and agencies, including those in Peru, India and Colombia. Agreements with the governments in these
countries typically include unilateral early termination clauses and involve other risks such as the imposition of new
government regulations and taxation that could pose additional financial burdens on us. In addition, the foreign
exchange risks in these countries are often significant due to possible fluctuations in local currencies relative to the
U.S. dollar. We do not have a policy of hedging specific contracts. In some cases we hedge the risks involved in our
general operations in Israel and in our subsidiaries abroad. Any termination of business in any of the aforementioned
countries or any instability in the exchange rates could have a significant adverse impact on our business.

In December 2010, the Ministry of Communications in Colombia amended and extended our agreements for the
provision of services for an additional one-year term, through December 2011. In 2010 our revenues derived from
these projects in Colombia generated 7% of our total revenues. In the event that we are not able to extend the current
agreements beyond 2011, or if the terms under which the agreements are extended are not favorable, or if we are
unable to generate new business in Colombia, we may not be able to operate our business in Colombia at a profit.

If we are unable to develop, introduce and market new innovative products, applications and services on a cost
effective and timely basis, our business could be adversely affected.

The network communications market, to which our products and services are targeted, is characterized by rapid
technological changes, new product introductions and evolving industry standards. If we fail to stay abreast of
significant technological changes, our existing products and technology could be rendered obsolete. Historically, we
have enhanced the applications of our existing products to meet the technological changes and industry standards. Our
success is dependent upon our ability to continue to develop new innovative products, applications and services and
meet developing market needs.
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To remain competitive in the network communications market, we must continue to be able to anticipate changes in
technology, market demands and industry standards and to develop and introduce new products, applications and
services, as well as enhancements to our existing products, applications and services. If we are unable to respond to
technological advances on a cost-effective and timely basis, or if our new products or applications are not accepted by
the market, our business, financial condition and operating results could be adversely affected.

Competitors in the low-profile antenna market are introducing new and improved products and our ability to remain
competitive in this field will depend in part on our ability to advance our own technology.

5
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New products and technologies for power amplifiers, such as Gallium Nitride, or GAN, may compete with our current
Wavstream SSPA offerings, and may reduce the market prices and success of our products.

A decrease in the selling prices of our products and services could materially harm our business.

The average selling prices of wireless communications products historically decline over product life cycles. In
particular, we expect the average selling prices of our products to decline as a result of competitive pricing pressures
and customers who negotiate discounts based on large unit volumes.  A decrease in the selling prices of our products
and services could have a material adverse effect on our business.

Competition of Ka-Band satellite services

In some markets, such as in the United States and Europe, our competitors have launched Ka-band satellites and
another has announced plans to launch a Ka-band satellite. These actions may affect our competitiveness due to the
relative lower cost of Ka-band space segment per user as well as the increased integration of the VSAT technology in
the satellite solution. Although our  technology is compatible with Ka-band satellites, our entrance into that market
will be gradual and is not assured.  We also expect that competition in this industry will continue to increase.  Due to
the nature of the Ka-band solution to date, where the VSAT technology is tied to the satellite technology itself, there
may be circumstances where it is difficult for competitors to compete with the incumbent VSAT vendor using the
particular Ka-band satellite. If this occurs, the market dynamics may change to one of the VSAT vendor partnering
with the satellite service provider which may decrease the number of vendors who may be able to succeed. If we are
unable to forge such a partnership our business could be adversely affected.

If we lose existing contracts and orders for our products are not renewed, our ability to generate revenues will be
harmed.

A significant part of our business in 2010 was generated from recurring customers. As a result, the termination or
non-renewal of our contracts could have a material adverse effect on our business, financial condition and operating
results.  Some of our existing contracts could be terminated due to any of the following reasons, among others:

•dissatisfaction of our customers with our products and/or the services we provide or our inability to provide or install
additional products or requested new applications on a timely basis;

• customers' default on payments due;

• our failure to comply with financial covenants in our contracts;

• the cancellation of the underlying project by the government-sponsoring body; or

• the loss of existing contracts or a decrease in the number of renewals of orders or the number of new large orders.

If we are not able to gain new customers and retain our present customer base, our revenues will decline significantly.
In addition, if Spacenet has a higher than anticipated subscriber churn rate, or if Gilat Peru & Colombia does not win
new government related contracts, this could materially adversely affect our financial position.

Our new business focus on military and related defense markets is dependent on defense spending and may be
adversely affected if the pace of spending by the U.S. Departments of Defense and Homeland Security and other
government and security organizations internationally is slower than anticipated.
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The market for our VSAT, satellite on the move antennas and SSPAs for defense, public safety and law enforcement
is highly dependent on the spending cycle and spending scope of the U.S. Departments of Defense and Homeland
Security, as well as of local, state and municipal governments and security organizations in international markets. The
funding of programs for which our products are being marketed is subject to government budgeting decisions affected
by numerous factors, including geo-political events and macro-economic conditions that are beyond our control. We
cannot be sure that the spending cycle will materialize as we expect and that we will be positioned to benefit from the
potential opportunities, especially in light of the current unfavorable economic and market conditions.

6
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Our failure to obtain or maintain authorizations under the U.S. export control and trade sanctions laws and regulations
could have a material adverse effect on our business.

The export of satellite communication equipment and technical information related to satellites, VSAT and
VSAT-related equipment and services to certain countries are subject to U.S. State Department, Commerce
Department and Treasury Department regulations, including International Traffic in Arms Regulations, or ITAR. If
we do not maintain our existing authorizations or obtain necessary future authorizations under the export control laws
and regulations of the United States, including by entering into technical assistance agreements to disclose technical
data or provide services to foreign persons, we may be unable to export technical information or equipment to
non-U.S. persons and companies, including to our own non-U.S. employees, as may be required to fulfill contracts we
may enter into.  In addition, to participate in classified U.S. government programs, we would have to obtain security
clearances from the U.S. Department of Defense for one or more of our subsidiaries that would want to participate. 
Such clearance may require that we enter into a proxy agreement with the U.S. government, which would limit our
ability to control the operations of the subsidiary and which may impose on us substantial administrative burdens in
order to comply.  Further, if we materially violate the terms of any proxy agreement, the subsidiary holding the
security clearances may be suspended or debarred from performing any government contracts, whether classified or
unclassified.  If we fail to maintain or obtain the necessary authorizations under the U.S. export control laws and
regulations, we may not be able to realize our market focus and our business could be materially adversely affected. 

Wavestream is dependent on a single customer and on business with the defense market.

Wavestream is dependent on a single customer for a significant portion of its revenues and the deferral or loss of sales
to such a customer could have a material adverse affect on our business and operating results. Our revenues from
Wavestream are also dependent on business from the defense market, being derived directly or indirectly from sales to
government agencies, mainly the U.S. Department of Defense, pursuant to contracts awarded to system integrators
under defense-related programs. Government spending under such contracts may cease or may be reduced, which
would cause a negative effect on our revenues, results of operations, cash flow and financial condition. Although we
intend to move into additional markets, we may not be successful in our plans for Wavestream to penetrate into
broadcast and international markets, which are new and untried for our SSPA product line and will require additional
expenditures for research and development.  We may not be able to develop new technologies for those markets on a
timely basis. Barriers to entry into those markets or delays in our development programs could have a material adverse
affect on our business and operating results.

A decline or reprioritization of funding in the U.S. defense budget, or delays in the budget process could adversely
affect the business of Wavestream and its ability to grow or maintain its sales, earnings, and cash flow.

Wavestream is heavily dependent on sales to government defense agencies for its revenues, mainly the U.S.
Department of Defense, pursuant to contracts awarded to system integrators under defense-related programs. We
expect that Wavestream will continue to derive most of its sales from the U.S. Government.

Government purchasing is conditioned upon the continuing availability of Congressional appropriations. The
programs in which Wavestream participates must compete with other programs and policy imperatives for
consideration during the budget and appropriation process. Concerns about increased deficit spending, along with
continued economic challenges, continue to place pressure on U.S. and international customer budgets. Efforts to
reduce government spending may result in reduced demand for Wavestream's products, resulting in a reduction in its
revenues and would adversely affect its business and  results of operations. If the demand for Wavestream's products
diminishes significantly, we may be required to recognize an impairment loss.
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We are dependent on contracts with governments around the world for a significant portion of our revenue. These
contracts may expose us to additional business risks and compliance obligations.

Since 2009, we have focused on expanding our business to include contracts with or for various governments around
the world, including US federal, state, and local government agencies. Our business generated from government
contracts may be materially adversely affected if:

• our reputation or relationship with government agencies is impaired;

•we are suspended or otherwise prohibited from contracting with a domestic or foreign government or any
significant law enforcement agency;

• levels of government expenditures and authorizations for law enforcement and security related programs decrease
or shift to programs in areas where we do not provide products and services;

7
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•we are prevented from entering into new government contracts or extending existing government contracts based on
violations or suspected violations of laws or regulations, including those related to procurement;
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