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INTRODUCTION

We are an Israel based defense electronics comtradte specialize in the development,
manufacture and sale of data recording and managesystems (such as digital video and data receyrder
ground debriefing stations, head-up display cameiaertial navigation systems for air and land
applications, avionics solutions (such as airaspfjrades, avionics for unmanned aircraft vehides,
UAVSs, store management systems and interface carg)uand land radars for force and border protectio
applications (active protection systems for armdigloting vehicles, hostile fire detection and peeter
surveillance).

Our shares are traded on the NASDAQ Capital Mauketer the symbol "RADA." As used in
this annual report, the terms "we," "us" and "auean RADA Electronic Industries Ltd. and its
subsidiaries, unless otherwise indicated.

Our consolidated financial statements appearingignannual report are prepared in U.S. dollars
and in accordance with generally accepted accaogptimciples in the United States, or U.S. GAARI A
references in this annual report to "dollars" drédfe to U.S. dollars and all references in thisweh report
to "NIS" are to New Israeli Shekels.

Statements made in this annual report concerniegadhtents of any contract, agreement or other
document are summaries of such contracts, agresraedbcuments and are not complete descriptions of
all of their terms. If we filed any of these docemts as an exhibit to this annual report or to@eyious
filing with the Securities and Exchange Commissimy may read the document itself for a complete
recitation of its terms.

Except for the historical information containedliis annual report, the statements contained in
this annual report are "forward-looking statememighin the meaning of Section 27A of the Secusitie
Act of 1933, as amended, and Section 21E of tharBies Exchange Act of 1934, as amended, and the
Private Securities Litigation Reform Act of 1995,amended, with respect to our business, financial
condition and results of operations. Such forwlanking statements reflect our current view witbgect
to future events and financial results. We urge tgoconsider that statements which use the terms
"anticipate," "believe," "do not believe," "expé&cplan,” "intend," "estimate," "anticipate" andrslar
expressions are intended to identify forward-loglkétatements. We remind readers that forward-fapki
statements are merely predictions and thereforeramtly subject to uncertainties and other fachoi
involve known and unknown risks that could causeattual results, performance, levels of activtypur
achievements, or industry results, to be materdiffirent from any future results, performanceels of
activity, or our achievements expressed or imptigguch forward-looking statements. Such forward-
looking statements are also included in Item 4nfdlimation on the Company" and Item 5 — "Operating
and Financial Review and ProspectR&aders are cautioned not to place undue reliamtizese forward-
looking statements, which speak only as of the Hateof. Except as required by applicable lawlpitiog
the securities laws of the United States, we uatterho obligation to publicly release any update or
revision to any forward-looking statements to reffleew information, future events or circumstances,
otherwise after the date hereof. We have attentptetentify significant uncertainties and othectfas
affecting forward-looking statements in the Riskteas section that appears in Item 3D. "Key Infaiora
- Risk Factors."
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PART |

ITEM 1. IDENTITY OFDIRECTORS, SENIOR MANAGEMENT AND ADVISERS

Not applicable.

ITEM 2. OFFER STATISTICS AND EXPECTED TIMETABLE

Not applicable.

ITEM 3. KEY INFORMATION

A. Selected Financial Data

We derived the following consolidated statementspsrations data for the years ended
December 31, 2009, 2010 and 2011 and the consatidetiance sheet data as of December 31, 2010 and
2011 from our audited consolidated financial staets included elsewhere in this annual report. We
derived the consolidated statements of operatiates for the years ended December 31, 2007 and 2008,
and the consolidated balance sheet data as of ece3h, 2007, 2008 and 2009 from our audited
consolidated financial statements that are notighedl in this annual report.

Year Ended December 31,

2007 2008 2009 2010 2011
(U.S. dollars in thousands, except per share data)

REVENUES .....ooiiiiiiiiiie it et $14,021 $17,881 $ 18,442 $ 27,523 $ 19,405
Cost of revenues e 10,681 13,665 12,223 20,117 13,800
GroSs Profit ooeeeeeeeeie e 3,340 4,216 6,219 7,406 5,605

Research and development, net.............. 324 686 1,616 1,182 2,543

Marketing and selling ..............cvvvvvivimmmmnns 1,213 1,517 1,607 2,563 2,106

General and administrative...............c....... 2,190 1,837 1,937 1,732 1,997
Operating income (I0SS) ......ccooveeiiiiiiiiieeemennns (387) 176 1,059 1,929 (1,041)
Financial expense, Net..........ccccoovvvcceeeenenns (629) (734) (832) (1,184) (478)
Net Income (I0SS) ....oovevvveiiviiiiiiiieen, $(1,016) $ (558) $ 227 $745  $(1,519)
Net (income) loss attributable to
noncontrolling interest............... (62) (18) (14) (12) )(7
Net income (loss) attributable to RADA

Electronic Industries' shareholders.......... $(1,078) $ (576) $ 213 $734  $(1,526)

Basic and diluted net income (loss) per

Ordinary share attributable for RADA

Electronic Industries' shareholders............ $ (012) $ (007) $ 002 $ 008 $ (0.17)
Weighted average number of shares used to

compute basic and diluted net income (loss)
PEI SNAE ... 8,706 8,855 8,862 8,869 8,899
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As of December 31,
2007 2008 2009 2010 2011
(U.S. dollars in thousands)

BALANCE SHEET DATA:

Working capital ........ccoeevvvvveeeeiet e $4,675 $6,232 $4,773 $7,594 $2,954
Total @SSetS .....ccvvveeeriiiii e 14,751 17,844 18,989 27,098 24,190
Short-term credits and current maturities

of long-term loans.........ccccccveveeeeiiisicweems 490 162 184 4,274 6,338
Convertible note - short term................ - - 2,482 - 2,810
Long-term debt, net of current maturities 261 1,579 1,410 881 176
Convertible note - long term.................. 1,622 1,980 - 2,598 -
Shareholders' equity........cccccvvvereeeees oo 6,725 6,996 7,291 8,583 7,224
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 higlyiee of risk and uncertainty. You should
carefully consider the risks and uncertainties digsel below before investing in our ordinary shar&3ur
business, prospects, financial condition and resoftoperations could be adversely affected duyoof
the following risks. In that case, the value of ordinary shares could decline, and you could lafieor
part of your investment.

Risks Related to Our Business and Our Industry

We have a history of operating losses and may regble to sustain profitability in the future. Tihe
extent that we continue to incur operating lossesg may not have sufficient working capital to furalr
operations in the future.

We incurred operating losses in three of the lastyears and may not be able to achieve or
sustain profitable operations in the future or gateepositive cash flows from operations. As ot&maber
31, 2011, our accumulated deficit was $63.5 millidio the extent that we incur operating lossefén
future or are unable to generate free cash flowms four business, we may not have sufficient working
capital to fund our operations and will be requite@btain additional financing. Such financingyment
be available, or, if available, may not be on tesaisfactory to us. If adequate funds are noilaa to
us, our business, and results of operations amaadial condition will be adversely affected.

Competition in the market for defense electronissintense. Our products may not achieve market
acceptance which could adversely affect our busmeancial condition and results of operations.

The market for our products is highly competitivel ave may not be able to compete effectively
in our market. Our principal competitors in théatese electronics market include, Elbit Systems, G
Aviation, Goodrich Corporation, Honeywell Interratal Inc., Israel Aerospace Industries Ltd., or, IAl
Northrop Grumman Corporation, Sagem Avionics Ifibales Group, Zodiac Group and Astronautics C.A.
Ltd. We expect to continue to face competitiomfrinese and other competitors. Most of our cortgrsti
are larger and have substantially greater resotihessus, including financial, technological, mdike
and distribution capabilities, and enjoy greaterkatrecognition than we do. These competitorsahte
to achieve greater economies of scale and mayslevldnerable to price competition than us. We naty
be able to offer our products as part of integratesddems to the same extent as our competitors or
successfully develop or introduce new products @hatmore cost effective or offer better perforneanc
than those of our competitors. Failure to do sddadversely affect our business, financial caodiand
results of operations.
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We may need to raise additional capital in the fug) which may not be available to us.

Our working capital requirements and the cash fi@mn our operating activities are likely to vary
greatly from quarter to quarter, depending on ittméng of orders and deliveries, the build-up of
inventories, and the payment terms offered to agtamers. As a consequence of our losses, werattur
significant bank debt and sold equity and debt siesl in private placements to fund our operating
requirements. We may need to raise additionalddada number of uses, including:

. Working capital and operating activities;

. Implementing marketing and sales activities for prorducts;

. Maintaining and expanding research and developpregframs;
. Hiring additional qualified personnel; and

. Supporting an increased level of operations.

We may not be able to obtain additional funds stoffable terms. If we cannot raise needed
funds on favorable terms, we may be required tayjeicale back or eliminate some aspects of our
operations and we may not be able to:

. Develop new products;

. Enhance our existing products;

. Remain current with evolving industry standards;

. Fulfill our contractual obligations;

. Take advantage of future opportunities;

. Respond to competitive pressures or unanticipaqdirements; or
. Retain our listing on the NASDAQ Capital Market.

If adequate funds are not available to us, ournass, and results of operations and financial
condition will be adversely affected. Any equitydebt financings may cause dilution to our theisteng
shareholders and may increase our financing experngadditional funds are raised through the asee
of equity securities, the net tangible book valee ghare of our ordinary shares would decreasérend
percentage ownership of then current shareholdeutdrbe diluted.

We may not be able to implement our growth strateghich could adversely affect our business,
financial condition and results of operations.

In line with our growth strategy, we entered intouamber of strategic relationships with Embraer
S.A, or Embraer, Hindustan Aeronautics Ltd., or HAAl, Lockheed Martin Corporation, or Lockheed
Martin, Rafael Advanced Defense Systems Ltd, oaBafind Israel Military Industries Ltd., or IMb
increase our penetration into the defense eleasaniarket. We are currently investing and intend t
continue to invest significant resources to devehase relationships and additional new relatiqshi
Should our relationships fail to materialize intgrsficant agreements or should we fail to worki@éntly
with these companies, we may lose sales and magkefiportunities and our business, results of
operations and financial condition could be advgraffected.

Our growth is dependent in part on the developro&new products, based on internal research
and development. We may not accurately identifyketaneeds before we invest in the development of a
new product. In addition, we might face difficeltior delays in the development process that @slilt in
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our inability to timely offer products that satidfye market and competing products may emerge gltinia
development and certification process.

Unfavorable national and global economic conditiomsuld have a material adverse effect on our
business, operating results and financial condition

Our results of operations can be materially affédte adverse conditions in the financial markets
and depressed economic conditions generally. Quiil, several European countries had severe
economic difficulties which affected the economyttod entire Euro-zone countries. The financial
instability resulted in the down grading of theditevorthiness of several European countries incgd
France, Spain, Portugal and Greece and led to sigmteconditions and the downsizing of the economies
the Euro-zone. Worsening economic conditions, siscbontinued European sovereign debt uncertainty,
may result in diminished demand for our products @ehnology and in decreased sales volumes. In
addition, this could result in longer sales cy@ed increased price competition for our produétay of
these events would likely harm our business, ojppgraésults and financial condition.

Natural disasters, terrorist attacks or breachesratwork or information technology security couldaie
an adverse effect on our business.

Natural disasters, terrorist acts, acts of warecyitacks or other breaches of network or
information technology (IT) security may cause @guént failures or disrupt our systems and
operations. While we maintain insurance coveragsdme of these events, the potential liabilities
associated with these events could exceed theainsarcoverage we maintain. Our inability to operatr
facilities as a result of such events, even fomitéd period of time, may result in significantp@nses
and/or loss of market share to other competitothéndefense electronics market. In additionjlarato
protect the privacy of customer and employee cemtficil data against breaches of network or IT sgcur
could result in damage to our reputation. Any @fsia occurrences could result in a material adedfeet
on our results of operations and financial conditio

Reduction in defense budgets worldwide may causedction in our revenues, which would adversely
affect our business, operating results and financ@ndition.

The vast majority of our revenues derive from tale ®f products with military applications.
These revenues totaled approximately $17.9 millkwr82% of our revenues, in 2011, $26.1 million, or
95% of our revenues, in 2010 and $16.1 million3&%6 of our revenues, in 2009. The defense buddets
a number of countries may be reduced in the futireclines in defense budgets may result in reduced
demand for our products and manufacturing serviddss would result in reduction in our core busisie
revenues and adversely affect our business, resfutiserations and financial condition.

Sales of our products are subject to governmentadqurement procedures and practices; termination,
reduction or modification of contracts with our ctismers or a substantial decrease in our customers'
budgets may adversely affect our business, opegatagsults and financial condition.

Our products are sold primarily to government agesnand authorities and government-owned
companies, many of which have complex and time+amirsg procurement procedures. A long period of
time often elapses from the time we begin markedipgoduct until we actually sell that product to a
particular customer. In addition, our sales toegament agencies, authorities and companies aetigir
affected by these customers' budgetary constrairdghe priority given in their budgets to the
procurement of our products.

Further, our business with the State of Israel@hédr governmental entities is, in general, subject
to delays in funding and performance of contrantbtae termination for convenience (among other
reasons) of contracts or subcontracts with govemahentities. The termination, reduction or
modification of our contracts or subcontracts wite Government of Israel in the event of change in
requirements, policies or budgetary constraintsldvbave an adverse effect on our business, opgratin
results and financial condition.
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If we do not receive the governmental approvals eesary for the export of our products, our revenues
may decrease. Similarly if our suppliers and pagns do not receive government approvals necessary t
export their products or designs to us, our revesuray decrease and we may fail to implement our
growth strategy.

Israel's defense export policy regulates the sabenosystems and products. Current Israeli policy
encourages export to approved customers of defsséems and products, such as ours, as long as the
export is consistent with Israeli government paliéylicense is required to initiate marketing sities.

We are also required to obtain a specific expodrse for any hardware exported from Israel. Wg mad
be able to receive all the required permits arehses for which we may apply in the future. Ifdeenot
receive the required permits for which we apply, @venues may decrease.

We are subject to laws regulating export of "dusd"utems (items that are typically sold in the
commercial market, but that also may be used irddiense market) and defense export control legisla
Additionally, our participation in governmental ptoement processes in Israel and other countries is
subject to specific regulations governing the candd the process of procuring defense contracts.
Furthermore, solicitations for procurements by goweental purchasing agencies in Israel and other
countries are governed by laws, regulations andgatares relating to procurement integrity, incligdin
avoiding conflicts of interest and corruption irtprocurement process. We may not be able tomespo
quickly and effectively to changing laws and regjolas and any failure to comply with such laws and
regulations may subject us to significant liabiiryd penalties.

We depend on sales to key customers and the lossi@for more of our key customers would result in a
loss of a significant amount of our revenues, whigould adversely affect our business, financial
condition and results of operations.

A significant portion of our revenues is derivedrfra small number of customers. During the
year ended December 31, 2011, 53% of our revenases attributable to three customers. We anticipate
that a significant portion of our future revenudl @ontinue to be derived from sales to a smalhiber of
customers. If our principal customers do not cargito purchase products from us at current |leweifs
such customers are not retained and we are not@Ukrive sufficient revenues from sales to new
customers to compensate for their loss, our rev@meelld be reduced and adversely affect our busjnes
financial condition and results of operations.

We depend on a limited number of suppliers of coments for our products and if we are unable to
obtain these components when needed, we could egpee delays in the manufacturing of our products
and our financial results could be adversely affedt

We acquire most of the components for the manufiagiwf our products from a limited number
of suppliers and subcontractors, most of whomaceated in Israel and the United States. Certathaxde
suppliers are currently the sole source of oneaensomponents upon which we are dependent. Suppli
of some of the components for manufacturing requéréo place orders with significant lead-time ¢swe
supply in accordance with our manufacturing requaets. Inadequacy of operating funds may cause us
delay the placement of such orders and may resdkliays in supply. Delays in supply may signifitha
hurt our ability to fulfill our contractual obligains and may significantly hurt our business arsdilteof
operations. In addition, we may not be able tdioome to obtain such components from these supptier
satisfactory commercial terms. Temporary disruggiof our manufacturing operations would ensueeif w
were required to obtain components from alternagimerces, which may have an adverse effect on our
financial results.

Rapid technological changes may adversely affee tharket acceptance of our products and could
adversely affect our business, financial conditiamd results of operations.

The defense electronics market in which we comisetabject to technological changes,
introduction of new products, change in customaenaleds and evolving industry standards. Our future
success will depend upon our ability to keep paitle technological developments and to timely adslres
the increasingly sophisticated needs of our custstmg supporting existing and new technologiestand
developing and introducing enhancements to oueatiproducts and new products. We may not be
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successful in developing and marketing enhancenterttsr products that will respond to technological
change, evolving industry standards or customarirements. In addition, we may experience diffieds
that could delay or prevent the successful devetpnintroduction and sale of such enhancements and
such enhancements may not adequately meet theesaurts of the market and may not achieve any
significant degrees of market acceptance. If sdetates of our new products or enhancements Eygede
or, if when released, they fail to achieve marlseteptance, our business, operating results anddiala
condition may be adversely affected.

We are subject to risks associated with internatboperations; we generate a significant portion ofir
sales from customers located in countries that nmyadversely affected by political or economic
instability and corruption.

We are a global aviation and defense company withidwide operations. Although over 43% of
our sales are in Israel, North America and WesEenope, we expect to derive an increasing portfasuo
sales and future growth from other regions sudbadi®# America, India and Central and Eastern Europe
which may be more susceptible to political or ecoiwoinstability. In addition, in many less-develdpe
markets, we rely heavily on third-party distribig@nd other agents for the marketing and distnudif
our products and capabilities. Many of these distdrs do not have internal compliance resources
comparable to ours. Business activities in marpne$e markets have historically been more susdeptib
corruption. If our efforts to screen third-partyeats and detect cases of potential misconductfailcould
be held responsible for the noncompliance of thieise parties under applicable laws and regulations
which may adversely affect our reputation and ausitess, financial condition or results of operagio

Exports accounted for 62% of our sales in 2011, 67%ur sales in 2010 and 65% of our sales in
2009. This subjects us to many risks inherennijaging in international business, including:

. Limitations and disruptions resulting from the insfimn of government controls;

) Changes in regulatory requirements;

. Export license requirements;

. Economic or political instability;

o Trade restrictions;

) Changes in tariffs;

. Currency fluctuations;

. Longer receivable collection periods and greatficdity in accounts receivable
collection;

. Greater difficulty in safeguarding intellectual peaty;

. Difficulties in managing overseas subsidiaries imernational operations; and

. Potential adverse tax consequences.

We may not be able to sustain or increase revefnoiesinternational operations and may
encounter significant difficulties in connectiontivthe sale of our products in international maskekny
of those events may adversely affect our busirggssrating results and financial condition.
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Currency exchange rate fluctuations in the world mets in which we conduct business could have a
material adverse effect on our business, resultopérations and financial condition.

Most of our revenues are in dollars or are linkethe dollar, while a portion of our expenses,
principally salaries and related personnel expersesncurred in other currencies, particularl\irs.
Therefore, our costs in such other currenciesxpseesed in dollars, are influenced by the exchaatge
between the dollar and the relevant currency. Y¥eakso exposed to the risk that the rate of imffain
Israel will exceed the rate of depreciation of Hi& in relation to the dollar or that the timingtbfs
depreciation lags behind inflation in Israel. Thiguld have the effect of increasing the dollart @isour
operations. In the past, the NIS exchange rate thé dollar and other foreign currencies has tlatsd,
generally reflecting inflation rate differential$Ve cannot predict any future trends in the ratmfdtion
in Israel or the rate of depreciation or appreoratf the NIS against the dollar. If the dollastof our
operations in Israel increases, our dollar-meastasdlts of operations will be adversely affeciéf:
engage in currency hedging transactions intendgaitity reduce the effect of fluctuations in foreig
currency exchange rates on our results of opemtibtowever, such transactions may not materially
reduce the effect of fluctuations in foreign cumgmexchange rates on our results of operations.

We are dependent on our senior management and kexggnnel, and the loss of any key member of our
management team could adversely affect our business

Our future success depends in large part on théncad services of our senior management and
key personnel. In particular, we are dependeriherservices of Herzle Bodinger, the executive rchain
of our Board of Directors and Mr. Zvi Alon, our efiiexecutive officer. Any loss of their servicesloe
services of other members of senior managemerther &ey personnel could negatively affect our
business.

Claims that our products infringe upon the intellégal property of third parties may require us todar
significant costs, enter into licensing agreememtslicense substitute technology.

Third parties may assert infringement claims adaisor claims that we have violated a patent or
infringed on a copyright, trademark or other pretaty right belonging to them. Any infringemerioh,
even one without merit, could result in the expaurdi of significant financial and managerial res®srto
defend against the claim. Moreover, a succes#dirhof product infringement against us or a settdat
could require us to pay substantial amounts oriolatdicense to continue to use the technologyithtte
subject of the claim, or otherwise restrict or pbittour use of the technology. We might not b&edb
obtain a license from the third party assertingdlagm on commercially reasonable terms, if at &lle
also may not be able to be able to obtain a licése another provider of suitable alternative tedogy
to permit us to continue offering the product. rimjement claims asserted against us could havaterial
adverse effect on our business, operating resattinancial condition.

We may fail to maintain effective internal controla accordance with Section 404 of the Sarbanes-
Oxley Act of 2002, which could have an adverse efffen our financial results and the market price of
our ordinary shares.

The Sarbanes-Oxley Act of 2002 imposes certairedwin us and our executives and directors.
Our efforts to comply with the requirements of at#d04(a) of the Sarbanes-Oxley Act of 2002
governing internal controls and procedures forrfirial reporting, which started in connection witlr o
2007 Annual Report on form 20-F, have resultecharéased general and administrative expense and a
diversion of management time and attention, aneéxpect these efforts to require the continued
commitment of significant resources. We may idgntiaterial weaknesses or significant deficienaies
our assessments of our internal controls over &i@meporting. Failure to maintain effective imel
controls over financial reporting could result mvéstigation or sanctions by regulatory authoriéied
could have a material adverse effect on our opegaisults, investor confidence in our reportedrfirial
information and the market price of our ordinargiss.
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Risk Factors Related to Our Ordinary Shares
One of our shareholders is able to control matteesjuiring a shareholder vote.

Mr. Howard Yeung beneficially owns approximately#% of our outstanding shares. As a
result, Mr. Yeung may be deemed to have effectirgrol over our company and so long as he holds suc
ownership interest, he will continue to be ablexert significant influence over matters requirang
shareholder vote, including the election of ouirerBoard of Directors other than our two outside
directors, and will generally have the ability ioedt our business and affairs.

Our share price has been volatile in the past andyrdecline in the future.
Our ordinary shares have experienced significamketgrice and volume fluctuations in the past

and may experience significant market price andme fluctuations in the future in response to fescto
such as the following, some of which are beyondammntrol:

. Quarterly variations in our operating results;
. Operating results that vary from the expectatidrsegurities analysts and investors;
. Changes in expectations as to our future finamp@diormance, including financial

estimates by securities analysts and investors;

. Announcements of technological innovations or nesdpcts by us or our competitors;
. Announcements by us or our competitors of signific@ntracts, acquisitions, strategic

partnerships, joint ventures or capital commitments

. Changes in the status of our intellectual propegiyts;

. Announcements by third parties of significant clgiar proceedings against us;
. Additions or departures of key personnel;

. Future sales of our ordinary shares;

. Delisting of our shares from the NASDAQ Capital Met; and

. Stock market price and volume fluctuations.

Domestic and international stock markets often ggpee extreme price and volume fluctuations.
Market fluctuations, as well as general politicadl@conomic conditions, such as a recession aefstte
rate or currency rate fluctuations or political etgeor hostilities in or surrounding Israel, coaldversely
affect the market price of our ordinary shares.

In the past, securities class action litigation dfasn been brought against companies following
periods of volatility in the market price of itscsgities. We may in the future be the target ofikir
litigation. Securities litigation could result substantial costs and divert management's atteatidn
resources both of which could have a material adveffect on our business and results of operations

Substantial future sales of our ordinary shares byr principal shareholder may depress our share
price.

If our principal shareholder sells substantial anmswf his ordinary shares, including shares
registered under effective registration statemantsshares issuable upon the exercise of outsndin
warrants or upon the conversion of convertible siobe if the perception exists that our principal
shareholder may sell a substantial number of adinary shares, the market price of our ordinaryeha
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may fall. Any substantial sales of our sharedqepublic market also might make it more difficialt us to
sell equity or equity related securities in theufetat a time and on terms we deem appropriate.

We do not intend to pay dividends.

We have never declared or paid cash dividends oprdinary shares and do not expect to do so
in the foreseeable future. The declaration ofd#nids is subject to the discretion of our boardi@ctors
and will depend on various factors, including operting results, financial condition, future prests and
any other factors deemed relevant by our boardretobrs. You should not rely on an investmenun
company if you require dividend income from youweéstment in our company. The success of your
investment will likely depend entirely upon anyute appreciation of the market price of our ordynar
shares, which is uncertain and unpredictable. &tseno guarantee that our ordinary shares willepate
in value or even maintain the price at which youcphased your ordinary shares.

Risks Relating to Our Location in Israel

Political, economic and military instability in Issiel may disrupt our operations and negatively affecr
business condition, harm our results of operatioasd adversely affect our share price.

We are incorporated under the laws of, and ourcjal executive offices and manufacturing and
research and development facilities are locatethinState of Israel. As a result, political, emmic and
military conditions affecting Israel directly infimce us. Any major hostilities involving Israefudl or
partial mobilization of the reserve forces of teekli army, the interruption or curtailment ofdea
between Israel and its present trading partnera,significant downturn in the economic or finahcia
condition of Israel could adversely affect our lmesis, financial condition and results of operations

Since the establishment of the State of Israeb#B]Israel and its Arab neighbors have engaged
in a number of armed conflicts. A state of hastilvarying from time to time in intensity and degr has
led to security and economic problems for Isrdelrecent years, there was an escalation in vielenc
among Israel, Hamas, the Palestinian Authority @thér groups. Also, during 2011, riots and upgsiim
several countries in the Middle East and neighlgorégions have led to severe political instability
several neighboring states and to a decline imggmnal security situation. Such instability mdfeet the
local and global economy, could negatively affagsibhess conditions and, therefore, could advefédgt
our operations. To date, these matters have mbahg material effect on our business and resiilts o
operations; however, the regional security situaéind worldwide perceptions of it are outside cuntrol
and there can be no assurance that these matten®tviegatively affect us in the future. Ongoing
violence between Israel and the Palestinians dsawéénsion between Israel and other countriéisen
Middle East may have a material adverse effectwrbasiness, financial condition and results of
operations.

Our results of operations may be negatively affecteby the obligation of our personnel to perform
military service.

Many of our employees in Israel are obligated tdgeen annual military reserve duty and are
subject to being called for active duty under eraroy circumstances. If a military conflict or waises,
these individuals could be required to serve inntfil¢gary for extended periods of time. Our op&ras
could be disrupted by the absence for a signifipaniod of one or more of our executive officerkey
employees or a significant number of other empleyhee to military service. Any disruption in our
operations could adversely affect our business.

Service and enforcement of legal process on us anddirectors and officers may be difficult to olita

Service of process upon our directors and offieads the Israeli experts named in this annual
report, most of whom reside outside the U.S., magiHficult to obtain within the U.S. Furthermosgnce
substantially most our assets, our directors afiden$ and the Israeli experts named in this anre@brt
are located outside the U.S., any judgment obtaiméue U.S. against us or these individuals oitiest
may not be collectible within the U.S.
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There is doubt as to the enforceability of civéldilities under the Securities Act and the Seasiti
Exchange Act in original actions instituted in iraHowever, subject to certain time limitatiomzlather
conditions, Israeli courts may enforce final judgnseof U.S. courts for liquidated amounts in ciiatters,
including judgments based upon the civil liabiliigovisions of those Acts.

Your rights and responsibilities as a shareholdeillle governed by Israeli law and differ in some
respects from those of a typical U.S. corporation.

We are incorporated under Israeli law and the sigimtd responsibilities of holders of our ordinary
shares are governed by our articles of associationby Israeli law. These rights and responsibdlitiffer
in some respects from the rights and responsislitif shareholders in typical U.S. corporations. |
particular, a shareholder of an Israeli companyahdsty to act in good faith in exercising his er hights
and fulfilling his or her obligations toward theropany and other shareholders and to refrain fronsialg
his power in the company, including, among othéargs, in voting at the general meeting of sharedsld
on certain matters. Israeli law provides that ¢hdsties are applicable to shareholder votes ageheral
meeting with respect to, among other things, amemdsnto a company’s articles of association, irsgsa
in a company’s authorized share capital, mergedsaations and transactions involving interests of
officers, directors or other interested partiesolihiequire the shareholders’ approval. In addjtaon
controlling shareholder of an Israeli company ghareholder who knows that he or she possesses the
power to determine the outcome of a vote at a mgeti our shareholders, or who has, by virtue ef th
company’s articles of association, the power tooagor prevent the appointment of an office holiher
the company, or any other power with respect tactimpany, has a duty of fairness toward the company
However, Israeli law does not define the substafickis duty of fairness. There is little case lavailable
to assist in understanding the implications of ¢h@ovisions that govern shareholder behavior.

As a foreign private issuer whose shares are listedthe NASDAQ Capital Market, we may follow
certain home country corporate governance practiéestead of certain NASDAQ requirements. We
follow Israeli law and practice instead of NASDAQiles regarding the composition of the board of
directors, director nomination process, compensatiaf executive officerand the requirement that our
independent directors have regularly scheduled niregd at which only independent directors are
present.

As a foreign private issuer whose shares are listetthe NASDAQ Capital Market, we are
permitted to follow certain home country corporgteernance practices instead of certain requiresnant
The NASDAQ Stock Market Rules. We follow Israelivl and practice instead of The NASDAQ Stock
Market Rules regarding the requirement to obtaaratolder approval for certain dilutive events (sas
for the establishment or amendment of certain gdpsised compensation plans, an issuance thatesilltr
in a change of control of the company, certaindaations other than a public offering involvinguasces
of a 20% or more interest in the company and aedaquisitions of the stock or assets of another
company). As a foreign private issuer listed anMASDAQ Capital Market, we may also follow home
country practice with regard to, among other thjilge composition of the board of directors, dioect
nomination process, compensation of officers aratum at shareholders’ meetings. A foreign private
issuer that elects to follow a home country practitstead of NASDAQ requirements must submit to
NASDAQ in advance a written statement from an irgfent counsel in such issuer's home country
certifying that the issuer’s practices are not gyiséd by the home country’s laws. In additiorfpeeign
private issuer must disclose in its annual repfded with the Securities and Exchange Commissiache
such requirement that it does not follow and désctihe home country practice followed by the issuer
instead of any such requirement. Accordingly, shareholders may not be afforded the same proteatio
provided under NASDAQ's corporate governance rules.

ITEM 4. INFORMATION ON THE COMPANY

A. History and Development of the Company

We were incorporated under the laws of the StatsrakEl on December 8, 1970. We are a public
limited liability company under the Israeli CompesiLaw 1999-5759, or the Israeli Companies Law, and
operate under this law and associated legislat{our registered offices and principal place of hast are
located at 7 Giborei Israel Street, Netanya 42%Jagl, and our telephone number is +972-9-892-1111
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Our website address\ysvw.rada.com The information on our website is not incorpetaby reference
into this annual report.

We develop, manufacture and sell defense elecspaigonics solutions (including avionics for
unmanned aerial vehicles), data/video recordingraadagement systems, inertial navigation systems an
land radars for force and border protection systemsddition, we continue to sell and support our
commercial aviation legacy products and servicesniythrough our Chinese subsidiary.

B. Business Overview
Industry Overview

Our activity is primarily focused on the defensectionics market. This market has grown in
recent years and is currently a large part of e#fertse business. The defense electronics marflettse
two contradictory trends, the proliferation of defe electronics on one hand, which has been dffsite
significant reduction in the price of electronicssms which is reducing the dollar value of thekear
Today, new military vehicles of all kinds are equed with significantly more electronic systems thizey
used to carry in the past. The increasing usagelwdnced electronics in modern vehicles, including
upgrades of existing technology and the growingafsenmanned vehicles of all kinds, have provided
significant growth to the market.

Today's advanced defense electronics systems liypilceorporate components that are derived
from the industrial or the consumer electronicskets, especially from the telecom markets. Moghef
defense electronics systems are built with comrakecimponents and even with sub-systems, which
reduces the overall price, and at the same timergegs complex obsolescence issues.

Purchasers of defense electronics products arergtivernments or major integrators.
Engagement in business relationships with thesmues's is complex, has a long sales cycle and regjui
long-term commitments for future support of dela@ghardware. Production batches of such produets a
usually small.

Suppliers of defense electronic systems are ettmiiders of sub-systems to major integrators or
providers of integrated systems to the industriodhe armed forces. These companies are typiceatly
large and have diversified product offerings.

New products in the defense electronic market avally developed utilizing internal and
customer sponsored research and development faddsrea tailored to specific customer needs. Inyman
cases, the customer who pays for the design amtatitm limits the use of intellectual propertythaas
funded by it for other applications, due to eitbemmercial or security reasons.

Products and Services

We primarily provide integrated solutions. Our asto provide not only state-of-the-art
products, but also comprehensive end-to-end solsifior one or more systems.

Our current product lines are:

. Data/video recording and management for aerialamd platforms;
. Inertial navigation systems for aerial and landfplans;

. Avionics solutions (including avionics for UAVs)nd

. Radars for force and border protection systemsl (t@sed).

In addition, we continue to support our legacy caruoral aviation test stations.

We also provide test and repair services throughChina-based subsidiary.
16

6991232.2



Data/Video Recording and Management

We are a world leader in the field of mission datzording, management, and post-mission
analysis and debriefing. Over the past 25 yearbave developed, fielded and supported a wide rahge
solid-state digital recorders, cameras and debdefiystems for aerospace and military applications,
including:

. Flight data recorders, or FDR, for fighter aircraft

. Digital video/audio/data recorders, or DVDR (withtd transfer functions);

. High-rate (no compression) data recorders, or HRDRaircraft and airborne pods;

. VRDS - video recorders and airborne data servieeslétest approach to avionic data
management);

) A wide range of head-up-displays color video camena HCVC, for fighter aircraft; and

. A variety of ground debriefing solutions, or GDS.

Featuring state-of-the-art technologies, our digé¢aorders are designed for both airborne and
land military applications. Our high-performaneearders feature simultaneous, high-capacity video,
audio and data recording, high throughput and rssage handling capabilities, supporting rapid
dissemination and real time playback. Our videwmrders implement MPEG-2 and/or MPEG-4 (H.264)
compression formats, supporting up to 128GB ofdsstiate memory, facilitating continuous recordingro
extended mission durations.

Our GDS feature synchronized video, audio, datd,aincombat maneuvering debriefing. GDS
vary from personal, laptop-size debriefing unitsptigh robust desktop multi-channel systems sujpgprt
the mission debriefing of four-aircraft formatiomg to large-scale simultaneous debriefing systentwese
network-based systems support large numbers dtipamts operating from different locations, and
provide advanced data management features.

Our products are fully qualified and operationathifixed and rotary-wing aircraft and land
vehicles, and are backed by our teams of expedisated to providing global technical and maintergan
support. Our customers include leading air foamas prime integrators worldwide, such as the Is#siel
Force, or IAF, the Chilean Air Force, GE Aviatidrgckheed Martin, Boeing Company, HAL, Embraer,
Rafael, IAl, and others.

Inertial Navigation Systems

Leveraging on our in-depth scientific research alggrithmic expertise, utilizing state-of-the-art
fiber optic gyro, or FOG, and micro-electro mecleahsystems, or MEMS, sensors, and taking advantage
of our experience in electronic and mechanicalgresie are introducing a line of advanced - yet
affordable - inertial navigation systems, or INSur INS are adaptable to the performance and aterf
requirements of multiple combat platforms and weeggstems. Among our navigation products are:

. R-100F: FOG-based, navigation-grade Embedded GB3S-IN

. R-200M: Compact, MEMS-based, multiple-sensor aid&®l for combat platforms and
weapons;

. MAVINS — Modular Avionics and MEMS-Based INS: Spalty-designed compact

integrated solution for UAVs and disposable appiaces; and
. Inertial measurement units or IMU.

Our navigation solutions introduce sophisticated proprietary sensor fusion algorithms, and
embed modular design principles leading to minimtggration efforts into larger mission system$eT
compact, reliable, and affordable INS are applieablmanned and unmanned platforms, as well as to
disposable applications.
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Our INS line ranges from IMUs through fully-inte¢ggd and compact modular avionics and
INS/GPS for UAVSs, to navigation-grade, high-perfamge systems. Our navigation products are backed
by our global, dedicated, and professional techiod maintenance services. We are continuing auth
research and development efforts and intend tgdescomplete family of applications that will pide
solutions for various manufacturers' needs. Atsdmae time, we are marketing our products to our
strategic customers and together with them are iwgrio define the next versions of this family of
solutions.

Among our customers for navigation solutions aeelieg air forces and prime integrators
worldwide, including the IAF, |Al, Rafael, Embradndra Sistemas, S.A. and India's Defense Reseauth
Development Organization.

Avionics Solutions

We have been a developer and manufacturer of ewaies systems for over 30 years. We
currently offer a wide spectrum of military aviogisystems designed for integration in new and ujsgta
military aircraft and UAVs worldwide. Our avionisslutions range from fully integrated avionicstesyj
MOTS core avionics subsystems, to tailor-made tiiaispec” units, backed by our teams of experts
dedicated to providing global technical and maiatee support.

In 2009 we were awarded, as a prime contractotirdedrator, an intelligence, reconnaissance
and surveillance upgrade program by a strategimmes for its aircraft fleet. We believe that this
program places us among the few companies worldthiateare performing such upgrades and will lead to
other such programs in the future.

Our avionics systems are easily adapted to westastern, and indigenous-origin platforms of all
kinds. We provide our avionic expertise as tearmivers and subcontractors and as prime contraaprs f
avionic upgrades. In particular, our avionics Vs are extremely compact through modern board
connectivity solutions, use of innovative conduetoooling techniques, withstand extreme environaient
conditions and are very reliable and affordable.

We offer the following avionics solutions:

. Complete integrated avionics upgrade suites fditéigs and mission aircraft;

. Mission and display computers;

. Weapon management systems;

. Data interface and processing computers;

. Mission data recorders and debriefing solutions;

o HUD video cameras;

J INS;

o Air data sensors; and

. Avionics for UAVs (Interface control processorsgire control computers, Payload

management computers, and many others).

Our avionics solutions are accepted by leadinfpages and prime integrators worldwide, such as
the IAF, Lockheed Martin, Boeing Company, GE Awati HAL, Embraer, IAl, Rafael and many others.
Our units are installed onboard the F-16, F-15,, Aaguar, MiG-27, Su-30MKI, Dhruv Helicopter, MiG-
29 and Super-Tucano aircraft, and onboard a camntisly-growing number of UAVS.

Radars for Force and Border Protection Solutions

We develop advanced ground radars for tacticaliegmns such as force protection and border
protection. Our radars are pulse Doppler radatmducing hemispheric spatial coverage and multi-
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mission capabilities, are solid-state, fully digitsoftware-defined), do not include any movingtpaare
compact, mobile and highly reliable, and demonsteaiprecedented performance-to-price ratio.

The advantages of our radar technology and produets

= Non-uniform active electronically scanned arrayA&SA Antenna, introducing spatial
electronic scanning, track-while search capabdity coverage of very high elevation angles

= Accurate range and direction measurements

= Resistance to jamming/noise using ECCM techniques

=  Multipath cancellation

= Co-existence with nearby Systems

=  Automatic Self-Calibration

The asymmetric/irregular conflicts in which modanmmies are engaged with in recent years
dictate the needs for instantaneous and real-titedigence, minimal cycle time for target acqudsit
very accurate weapons with minimal collateral dagpagd discrimination between hostiles and civilian
Our tactical radars, which move with soldiers ia fleld and are operated by them, provide the tieeg-
knowledge of whether and from where they are béned at, detect all relevant threats from anynfiri
angles (including very high angles), discriminateoag threats, and provide the needed intelligeace f
any course of action, whether counter-fire or asnie. The performance-over-price ratio of our rada
makes them ideal solutions to the requirements s@gdy the asymmetric arena.

We have developed two radar hardware platformscdingpact hemispheric radar, or CHR, which
is tailored to combat vehicles and short-rangegatain applications; and the multi-mission hemisjghe
radar, or MHR, which is tailored to Force and BorBeotection Applications. On each radar platfeven
implement several operational applications by ciramnthe radar software.

The current operational applications of the CHRtheefollowing:

= RPS-10: Radar sensors system for active protestistems
= RPS-15: hostile fire detection system, or HFDS cfambat vehicles

The current operational applications of the MHR theefollowing:

= RHS-30: Detection of small & slow aerial vehicles

= RHS-32: Long-range perimeter surveillance

= RPS-34: Detection of mortars and elevated threats

=  RPS-40: Multi-mission HFDS for stationary and melfbrces
= RPS-42: multi-mission radar system for close afedgse

=  RHS-44: Multi-mission radar system for border petiten

Support of Legacy Products

We support our customers that use our commerciatiam test stations by providing ongoing
maintenance and repair services through produgmstipgreements.

Business Development, Sales and Marketing
Strategy

Our business development strategy is based omllogving principles:
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) Maintaining our business focus on electronic systémthe military and para-
military markets;

. Expanding our product offerings by adding new aggtlons to our existing product
lines and by adapting our products to land systems;

. Expanding our customer base by including our prtincsolutions and integrated
systems for airborne and land vehicles;

. Establishing sales channels with system integratodsmajor manufacturers such as
Embraer, HAL, Lockheed Martin, IMI, IAl, Rafael amthers; and

) Expanding our products base, business developmentarketing activities to large
potential markets, especially in the land systentsthe Homeland Security
segments, through identification of current andfeitapplications that may become
affordable by the injection of advanced commerof&the-shelf technologies that
offer superior performance and/or significant pse®ings, and developing new
marketing channels aimed directly at these segments

Strategic Relationships and Customers

As part of our strategy, we entered into a numibstrategic relationships with leading global
defense contractors and several air forces. We faused our marketing and sales efforts to suppor
these relationships.

Lockheed Martin.Lockheed Martin is the manufacturer of the F-I®raift, the most popular
fighter aircraft in the western world today. We aupplying the DVDR and GDS for new F-16 aircraft
production and for F-16 upgrade programs led bykheed Martin.

GE Aviation. GE Aviation is a world leader in avionics systeimsfighter and commercial
aircraft. We have prolonged and successful codiparavith GE for over 12 years. We are performing
built-to-print production of several products foEGand in discussions of additional future oppadties.

Israel Military Industries.IMI is a world leader in the field of active protem systems, or APS,
for land platforms and is the developer and martufac of the "Iron Fist" APS. We are teamed witH |
on the integration and production of our RPS-1G@rads part of their “Iron Fist” APS solution foichl
and global customers. In July 2011, the “lron’H€g®S successfully completed trials conducted gy th
U.S. Defense Department.

Israel Aircraft Industries We actively supply avionics and test equipmerfbur different
divisions of IAl, and in particular to the LAHAV a@nMALAT divisions, who are major aircraft integraso
and utilize our products and services.

Hindustan Aeronautics LtdHAL is the major aerospace integrator in IndVde are currently
cooperating with four divisions of HAL and suppl¥DRs, HCVCs, GDS, support equipment and other
services in growing numbers.

Embraer S.A.The Military Aircraft Division of the Brazilianiecraft manufacturer is a strategic
customer. In addition to supplying avionics sustD&DR, INS and HCVC to Embraer, we are
participating to a greater degree in Embraer’s g through the development and supply of avionic
units per their specifications and their trainimgl aupport activities.

Rafael Advanced Defense Systems Rdfael is a world leader in the development ampby of
missiles, smart weapons and pods of various typRegael has become a strategic customer of ouas as
result of our development and production of a felwaaced built-to-specification products in recesdang.

Air Forces.We are performing a major upgrade program foriafoece in Latin America. We are
the sole provider of digital recorders and debmigfolutions to another air force in the regione &ve the
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primary provider of recorders and debriefing s@n$ to a major Asian air force. All these air fEsc
introduce the potential of prolonged cooperatiod are strategic customers of ours.

Business Development and Marketing

Our executive chairman, Maj. Gen. (Ret.) HerzleiBgdr, our chief executive officer, Mr., Zvi
Alon, and our chief business development officer, Bbv Sella, lead our business development and
marketing efforts. We currently employ three aiddial professionals in the marketing and salesuof o
products. Our chief technology officer and ourieegring department support our marketing and sales
efforts with respect to proposal preparations amdlycts demonstrations. In addition, we have assn
development consultants in Europe, South AmericbAsia who receive fees for business successfully
obtained using their services.

The Israeli Ministry of Defense has historicallypported, and continues to support, our marketing
efforts through its defense export assistance brand through various projects for the Israel Deéen
Forces and its related divisions. The Israeli Btiryi of Industry, Commerce and Labor supports our
marketing efforts through its Industrial Cooperatiuthority by the exploitation of "Industrial
Participation” commitments made to the governménmsmael by major U.S. integrators such as Lockheed
Martin, Boeing Company, General Dynamics Corporgti®E Aviation and others. There is no guarantee
that this type of assistance will be available garuthe future.

Fixed Price Contracts

The vast majority of our contracts are fixed-proatracts, under which the price is not subject to
adjustment by reason of the costs incurred in gropmance of the contracts, as long as the costsried
and work performed fall within governmental guidels. Under our fixed-price contracts, we assurae th
risk of increased or unexpected costs that maycedur profits or even generate losses. Thiscaskbe
particularly significant under fixed-price contrador research and development involving new
technologies.

Our books and records may be subject to audithdystraeli Ministry of Defense and other
governmental agencies, including the U.S. DepartroeBefense. These audits may result in adjustsnen
to contract costs and profits.

Principal Customers

Generally, we complete a few major transaction$ gear, each in an amount comprising
approximately 10% of our revenues for such yeas.a&esult, each year a significant portion of our
revenues is derived from a small number of custem&he following table sets forth our principal
customers in 2009, 2010 and 2011:

Percentage of Revenues

2009 2010 2011
EmMbDraer S.A. ..o —————— 11% 3% 23%
Israel Aerospace INAUSEIIES .......cccvvvvmeecccceee e 12% 10% 17%
A Latin America CUSIOMEr .........coovvvvvvemmmemrevvevvennnnnnnanns - 36% 8%
Israeli Ministry of Defense........ccccccvveeeevivieieieiieee e, 6% 17% 13%
HindustanAeronautics Ltd ............oooveviiiiiivieeeneee e, 15% 4% 8%
GE AVIALION ...ttt e et 12% 7% 7%

Although we continually strive to increase the nembf our customers, we anticipate that a
significant portion of our future revenues will ¢onie to be derived from a small number of custamer

Like many companies deriving a substantial portbtheir revenues from government contracts,
we are subject to business risks, including chairggevernmental appropriations and changes ironati
defense policies and priorities. Although manyhaf programs in which we participate as a contramto
subcontractor may extend for several years, ounbss is dependent upon annual appropriations and
funding of new and existing contracts. Most of thatracts are subject to termination for the cormce
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of the customer, pursuant to which the customes payy for reimbursement of costs incurred and the
applicable profit on work performed. The Isragivgrnment or any other government may discontinue
funding purchases of our products over the longter

Markets

We sell our products to various air forces and camgs worldwide. The following table presents
our revenues by geographical markets for the petiidicated:

2009 2010 2011
ISFAEI....cciiiiieeeee e 35% 33% 36%
South and Latin America..............cccovveeeeeen. 18% 39% 37%
ASIA oo 24% 14% 16%
NOIrth AMErCaA....vuuuecieeeieeieeeieeeeeeeeeeeeeeeeeeee 20% 13% 10%
BUIOPE .o 3% 1% 1%

Competition

The markets for our products are highly competiti@ur principal competitors in the defense
electronics market include Elbit Systems Ltd., GEation, Goodrich Corporation, Honeywell
International Inc., 1Al, Northrop Grumman Corpoatj Sagem Avionics Inc., Thales Group, Zodiac
Group and Astronautics C.A. Ltd. We expect to oord to face competition from these and other
competitors. Most of our competitors are largedt have substantially greater resources than ulsidimg
financial, technological, marketing and distributicapabilities, and enjoy greater market recogmitian
we do. These competitors may be able to achies@tgr economies of scale and may be less vulnei@ble
price competition than us. We may not be abléffier @ur products as part of integrated systentheo
same extent as our competitors or successfullyldgw introduce new products that are more cost
effective or offer better performance than thosewfcompetitors. Failure to do so could adverséigct
our business, financial condition and results arafions.

Government Regulations

Israel's defense export policy regulates the s#lesir systems and products. Current Israeli
policy encourages export to approved customerefgfitte systems and products, such as ours, aasong
the export is consistent with Israeli governmenigyo

A license is required to initiate marketing aciest We are also required to obtain a specific
export license for any hardware exported from Isrée 2007, an Israeli law regulating export ofiad
use" items (items that are typically sold in thenogercial market, but that also may be used in #ierte
market) came into effect. In addition, a new Defeixport Control Law was adopted in 2007 and the
law's supplemental regulations became effectivieeloruary 2008. Those laws and regulations enhanced
the enforcement of export control legislation anollslened certain areas of licensing, particulaiti w
respect to transfer of technology. It is not derthat we will receive all the required permitsldicenses
for which we may apply in the future.

Our participation in governmental procurement psses in Israel and other countries is subject to
specific regulations governing the process of priogudefense contracts. Furthermore, solicitations
procurements by governmental purchasing agencikssael and other countries are governed by laws,
regulations and procedures relating to procurenmeegrity, including avoiding conflicts of intereahd
corruption in the procurement process.

In addition, antitrust laws and regulations in &rand other countries often require governmental
approvals for transactions that are considereiirtio tompetition. Such transactions may include
cooperative agreements for specific programs asar@s well as mergers and acquisitions.
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Proprietary Information

We generally do not consider patent protectioniBgamt to our current operations and rely upon
a combination of security devices, trade secreslaad contractual restrictions to protect our sghtour
products. Our policy is to require employees amusaltants to execute confidentiality agreementsup
the commencement of their relationships with ueese measures may not be adequate to protect our
technology from third-party infringement, and oontetitors might independently develop technologies
that are substantially equivalent or superior tisotAdditionally, our products may be sold in igre
countries that provide less protection for intellet property rights than that provided under WbiSsraeli
laws.

The Israeli government usually retains certaintggh technologies and inventions resulting from
our performance as a prime contractor or subcaatrander Israeli government contracts and may
generally disclose such information to third partiecluding other defense contractors. When sheeli
government funds research and development, it rogtyie rights to proprietary data and title to
inventions; we may retain a non-exclusive, royéiee license for such inventions. However, if thraeli
government purchases only the end product, we etajnrthe principal rights and the government msgy u
the data and take an irrevocable, non-exclusiwgltpfree license.

Manufacturing and Supply

Our production plant is located in Beit She'anadésr The plant is equipped to handle most of our
manufacturing processes and testing requireméids several specific processes we utilize outsalrce
resources. This structure allows us flexibilityarersatility.

We place great emphasis on quality control in adpction processes. Commencing with
customer requirements and expectations, via rawnmahtnspection through completion, specificatiane
repeatedly checked. We maintain a quality assersesm that participates in every stage of thegdemsnd
manufacturing of the products. Our quality managensystem is certified by the Standards Institdite
Israel, or SllI, pursuant to ISO 9001:2008 for haatemdesign and production and 1SO 90003:2004 for
software design. Sl performs quality system autiice a year and various customers perform atwlits
to six times a year. Our environmental managersgstem is certified by Sl to ISO 14001:2004. Our
quality management system is also certified acogrtth AS-9100B, a quality management system for
aerospace requirements.

According to the standard warranty incorporatechost of our sales contracts, we warrant that
our products will be free from defects in desigmtenials or workmanship, and guarantee repair or
replacement of defective parts typically for pesdmbtween one to two years following delivery of a
product to a customer. We also provide maintenarepéces to customers who sign maintenance
contracts.

Source and Availability of Raw Materials

We acquire most of the components for the manufiagiwf our products from a limited number
of suppliers and subcontractors, most of whomaeated in Israel and the United States. Someesfkth
suppliers are currently the sole source of one@ensomponents upon which we are dependent. Since
many of our purchases require long lead-times)ayde supply of an item can significantly delagth
delivery of a product. To date, we have not exgraréd any particular difficulties in obtaining tilye
deliveries of necessary components. We dependiarited number of suppliers of components for our
products and if we are unable to obtain these comts when needed, we would experience delays in
manufacturing our products and our financial resctiuld be adversely affected.

C. Organizational Structure

As of December 31, 2011, we owned an 80% intene€ACS, a company based in China that is
engaged in aircraft repair services.
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In 2010, we and our local partner, Tianzhu Forestdlopment Co., or Tianzhu, agreed that
Tianzhu would divest its 20% interest in CACS arelwould become a 100% interest holder in CACS. In
consideration for the 20% interest in CACS, we wigquiovide Tianzhu its 80% interest in the land and
building in CACS. The agreement is subject toapproval of the Chinese authorities and other
procedures which need to be performed by bothgmartivhile this transaction was expected to be
approved and finalized in 2011, as of March 28,2k approval of the Chinese authorities has ebt y
been received and the transaction has not beenletatp

D. Property, Plants and Equipment

We own a 30,000 square feet building in Beit Shdsmael. The building, which includes
manufacturing facilities and warehouse spacefusitgd on land leased from the Israel Land Autiadoit
a period of 49 years until 2034. The plant hafidgaht capacity to meet our current requirements.

Our executive offices and research and developfaeitities are located in a 17,2@8Quare feet
office facility in Netanya, Israel. The lease this facility expires in January 2015. The aggtegmnual
rent for our offices in Israel was approximateh38300 in 2011.
ITEM 4A. UNRESOLVED STAFF COMMENTS

Not applicable.

ITEM 5. OPERATING AND FINANCIAL REVIEW AND PROSPECTS

A. Operating Results

The following discussion of our results of openasighould be read together with our
consolidated financial statements and the relatetds, which appear elsewhere in this annual repdtie
following discussion contains forward-looking staents that reflect our current plans, estimates and
beliefs and involve risks and uncertainties. Octual results may differ materially from those dissed in
the forward-looking statements. Factors that cazddse or contribute to such differences includeséh
discussed below and elsewhere in this annual report

Overview

We develop, manufacture and sell defense elecsdnatuding data recording and management
systems (such as digital video and data recordessnd debriefing stations, head-up display cameras
inertial navigation systems for air and land apgilmns, avionics solutions (such as aircraft upgsad
avionics for UAVs, store management systems araifaxte computers) and radar systems for force and
border protection solutions (ground radars for iggibns such as active protection systems for agtho
fighting vehicles, hostile fire detection, perinreserveillance and alike). We sell and support our
commercial aviation electronic products and sesjiceainly through our Chinese subsidiary.

General

Our consolidated financial statements appearinbignannual report are prepared in dollars and in
accordance with U.S. GAAP. Transactions and bakuaciginally denominated in dollars are preseated
their original amounts. Transactions and balaintesher currencies are remeasured into dollars in
accordance with the principles set forth in thealRirial Accounting Standards Board, or FASB, Account
Standards Codification, or ASC 830. The majoritpor sales are made outside of Israel and a sutfrta
part of them are in dollars. In addition, a sub8g&h portion of our costs are incurred in dolla&ince the
dollar is the primary currency of the economic eawment in which we operate, the dollar is our fioral
and reporting currency and, accordingly, monetappants maintained in currencies other than thiadate
remeasured using the foreign exchange rate atallaade sheet date. Operational accounts and non-
monetary balance sheet accounts are measuredandead at the exchange rate in effect at the dateeo
transaction. All monetary balance sheet accouss lheen remeasured using the exchange ratesat aff
the balance sheet date. Statement of operatioogsr@mhave been remeasured using the average gechan
rate for the period. The financial statementswfforeign subsidiary, whose functional currencpds the
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dollar, have been translated into dollars. Alldmale sheet amounts have been translated usingdhange
rates in effect at balance sheet date. Statenfi@penation amounts have been translated usingubge
exchange rate prevailing during the year. Suafstedion adjustments are reported as a component of
accumulated other comprehensive income (loss)anestolders' equity.

Discussion of Critical Accounting Policies and Estnations

Our critical accounting policies, including the asgtions and judgments underlying them, are
disclosed in the notes to our consolidated findratatements. These policies have been consigtentl
applied in all material respects. While the estamand judgments associated with the applicatichese
policies may be affected by different assumptiansamditions, we believe the estimates and judgment
associated with the reported amounts are apprepuiader the circumstances. We believe the follgwin
accounting policies are the most critical in fullyderstanding and evaluating our financial conditad
results of our operations under U.S. GAAP.

Revenue RecognitiorOur revenues are mainly derived from sales &g electronics (solid-
state recorders, computers, inertial navigatiotesys, etc.) and their supporting ground systems
(automated testers, data debriefing stations)duiitarevenue is recognized when there is persuasive
evidence of an arrangement, the fee is fixed agrdghable, delivery of the product to the custohes
occurred and the collection of the fee is probali¢he product requires specific customer acaegta
revenue is deferred until customer acceptance s@uhe acceptance provisions lapse, unless we can
objectively and reliably demonstrate that the ddtspecified in the acceptance provisions arefiadi.

Revenues from long-term fixed price contracts ammgnized by the percentage-of-completion
method in accordance with the "input method." Wplathis method when the total of the costs and
revenues of the contract can reasonably be estindtee percentage of completion is determineddase
on the ratio of actual costs incurred to total s@sttimated to be incurred over the duration ottirgract.
With regard to contracts for which a loss is aptéted, a provision is made for the entire amounhef
estimated loss at the time such loss becomes avidestimated gross profit or loss from long-term
contracts may change due to changes in estimateabing from differences between actual performance
and original forecasts. Such changes in estingttests profit or loss are recorded in results ofrapens
when they are reasonably determined by managemmemat cumulative catch-up basis. Revenues under
long-term fixed-price contracts that involve botwdlopment and production are recorded using the co
to-cost method (development phase) and units-o¥etgl method (production phase) as applicable thhea
phase of the contract, as the basis to measuregsotpward completion.

Revenues from services are recognized when theedsvperformed.

Impairment of Long-Lived Asset®/e are required to assess the impairment of loregtlassets
whenever events or changes in circumstances imdibat the carrying value may not be recoverale.
assess the impairment of our assets based on aenwfiiactors, including any significant changeshiea
manner of our use of the respective assets otttategy of our overall business and significantaieg
industry or economic trends. Upon determinatiat the carrying value of a long-lived asset maybet
recoverable, based upon a comparison of expecwidanunted future cash flows to the carrying amount
of the asset, an impairment charge is recordelddramount of the carrying value of the asset exxsésd
fair value. For the year ended December 31, 204 Euch impairment was required.

Impairment of Goodwill. We are required to assess the impairment of gidloaieast annually
(or more frequently if impairment indicators aris€)ASB ASC 350 htangibles-Goodwill and othér
prescribes a two-phase process for impairmennggsti goodwill. The first phase screens for impegnt
while the second phase (if necessary) measurés fhe first phase of impairment testing, goodwill
attributable to each reporting unit is tested fopairment by comparing the fair value of each riépgr
unit with its carrying value. We have only oneagpmg unit and we determine its fair value accogdio
our market capitalization. The goodwill was tedimdimpairment by comparing the fair market valiéh
its carrying amount and as of December 31, 2011mpairment losses have been identified. As altiesu
step two was not required.
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Share-Based Compensatidlie account for stock-based compensation in accoedaith FASB
ASC 718 'Share-Based Paymehar ASC 718, applying the modified prospective hoet, and with SEC
Staff Accounting Bulletin No. 107, "Share-Based fant," or SAB 107. In accordance with ASC 718 we
measure the compensation cost associated with-shaegl payment transactions based on the fair walue
the grant date of the options. The value of thtigro of the award that is ultimately expected &stis
recognized as an expense over the requisite squeiteds, according to the straight-line method.

For employee option grants, the fair value of egiion granted is estimated on the date of grant
using the Black-Scholes option pricing model witbighted average assumptions relating to the dididen
yield, expected volatility, risk free interest ratied expected life of the option by the employee, i
accordance with ASC 718 and ASC 718-10. Our assSangpwith respect to these components will
impact the compensation award costs and amoungnsgd in each period and consequently the redults o
our operations. We didn't incur share-based cosgiemn expense for the year ended December 31, 2011
As of December 31, 2011, we did not have any umgized compensation costs related to non-vested
share-based compensation arrangements under ckrogition plans.

Accounting for income taxe©©n January 1, 2007, we adopted FASB ASC 740kidbine
Taxes, which contains a two-step approach to recognizing measuring uncertain tax positions
accounted for in accordance with ASC 740-10. Titst $tep is to evaluate the tax position taken or
expected to be taken in a tax return by determiifitige weight of available evidence indicates tha
more likely than not that, on an evaluation of thehnical merits, the tax position will be sustaims
audit, including resolution of any related appeal§itigation processes. The second step is tesoreahe
tax benefit as the largest amount that is more 884 likely to be realized upon ultimate settlem&S8C
740-10. We provided a valuation allowance in respethe deferred tax assets resulting from opegat
loss carryforwards and other temporary differend@sr management currently believes that since our
company has a history of losses, it is more likebn not that the deferred tax regarding the loss
carryforwards and other temporary differences moll be realized in the foreseeable future

Derivatives and hedging/Ve are required to recognize all derivatives onbilance sheet at fair
value. Derivatives that are not hedges niesadjusted to fair value through income as sttpdlin FASB
ASC 815 Derivatives and Hedgingpr ASC 815. If the derivative is a hedge, depegan the nature of
the hedge, changes in the fair value of derivatareseither offset against the change in fair valuge
hedged assets, liabilities, or firm commitment®tigh earnings or recognized in other comprehensive
income until the hedged item is recognized in ea®i The ineffective portion of a derivative's mpa in
fair value is immediately recognized in earniniyge use derivatives to hedge certain cash flow forei
currency exposures in order to further reduce gppsure to foreign currency risks.

In 2010 and 2011, we entered into forward contrectsder to hedge certain expense transactions
denominated in NIS. Our forward contracts did quodlify as hedging instruments under ASC 815.
Changes in the fair value of forward contractsrefiected in the consolidated statements of opmratas
financial income or expense and not against theiJftomprehensive Income. As of December 31, 2011,
the fair value of the outstanding forward contragsés $(87,000), which was recorded in other payable
against financial expenses.

Significant Expenses

Cost of RevenuegCost of revenues consist primarily of manufaoicosts, depreciation of fixed
assets, project development costs, amortizatiamapitalized software and inventories write-downs.

Marketing and Selling Expensédarketing andselling expenses consist primarily of expenses for
payments for marketing and business developmesbpgeel, marketing activities, public relations,
promotional materials, amortization of customeatiehship assets, travel expenses and trade shubitex
expenses.

General and Administrative Expensé3eneral and administrative expenses consist piiyrafri
salaries and related expenses for executive, atogyadministrative personnel, professional fees,
provisions for doubtful accounts and other geneogborate expenses.
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Research and Development Expengessearch and development expenses consist primérily
salary expenses for research and development pmisaise of subcontractors and other costs incumred
the process of developing product masters.

Financial Expenses, Nefinancial expenses consist of interest and bapkreses, interest on
convertible note and loans, amortization expengdssoount on convertible note, deferred chargek an

currency remeasurement losses. Financial incomsisis of interest on cash and cash equivalenhbata
and currency remeasurement gains.

Results of Operations

The following table presents certain financial dexpressed as a percentage of total revenues for
the periods indicated:

Year Ended December 31,

2009 2010 2011
REVENUES ......eiiiiiiiiii ettt ettt e et e 100.0%  100.0%  100.0%
COSt Of FEVENUES. .. ..uieii et 67.4% 73.1% 71.1%
GrOSS ProOfit .uvveieiiiiiee e e 32.6% 26.9% 28.9%
Research and development, Net...........cccccevvivieeniiiiieeenn, 8.8% 4.3% 13.1%
Marketing and Selling ......ccoooveeeiiiiii i, 7.6% 9.3% 10.8%
General and adminiStrative ................ccommmmeeeeeiieeees e 10.5% 6.3% 10.3%
Operating iNComMe (I0SS) ...cuvveeeeeieiiiireremmeee e ee e e e e s e 5.7% 7.0% (5.3%)
Financial expenses, Net.........ccccvvvivievevmmeeeeeee e, (4.5%) (4.3%) (2.5%)
Net income (loss)......... 1.2% 2.7% (7.8%)
Net income attributable to noncontrolling interest............ (0.1%) 0.0% 0.0%
Net income (loss) attributable to RADA shareholders 1.1% 2.7% (7.8)%

Year Ended December 31, 2011 Compared with Year Ered December 31, 2010

Revenues Our revenues decreased by 29% to $19.4 milid20il1 from $27.5 million in 2010.
The decrease is primarily due to two large scakgiration projects that did not progress as expecte
Based on our current backlog, we expect that otemees in 2012 will increase both from sales ofafti
the-shelf products and new products that were deeel during the last two years.

Cost of RevenuesCost of revenues decreased by 31% to $13.8miifi 2011 from $20.1
million in 2010. The decrease is primarily dughe decrease in our revenues. We expect thatostiiot
revenues as a percentage of revenues will remaiitasiin 2012, primarily due to the continuing cost
associated with our large scale projects thataailitinue to account for a substantial portion af ou
revenues.

Gross Profit Our gross profit decreased by 24% to $5.6 nmillim2011 from $7.4 million in
2010. Our profit margin was approximately 29% @12 and 27% in 2010. The increase in gross pgofit
mainly attributable to the decrease in revenueoitil.

Research and Development Expenses, Research and development expenses, net incrbgsed
115% to approximately $2.5 million in 2011 from $illion in 2010. The increase is primarily
attributable to the development of our INS and radehnology. We intend to continue to investha t
research and development of new products in 2Cdr@icplarly our INS and radar technology.

Marketing and Selling Expensdgarketing and selling expenses decreased by 18% to
approximately $2.1 million in 2011 from $2.6 miltion 2010. This decrease is primarily due to lower
payments for marketing and business developmesbpeel in 2011 compared to 2010 as a result of the
decrease in revenues in 2011.
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General and Administrative Expensé3eneral and administrative expenses increased %yta5
approximately $2.0 million in 2011 from $1.7 miltian 2010, primarily due to lower payments received
from judgments relating to completed litigation.e\Wxpect that in 2012 our general and administativ
expenses will remain consistent.

Financial Expenses, NelOur financial expenses, net, decreased by 6080.omillion in 2011
compared to $1.2 million in 2010. Our interestenge, net, was $166,000 in 2011 compared to $262,00
in 2010. Our amortization expense on a convertibke and loans from shareholders was $212,000 in
2011 compared to $576,000 in 2010. Foreign cuyremchange differences resulted in income of
$304,000 in 2011 compared to expenses of $107(0R010, primarily due to changes in the NIS/dollar
exchange rate.

Year Ended December 31, 2010 Compared with Year Ered December 31, 2009

RevenuesOur revenues increased by 49% to $27.5 millioadh0 from $18.4 million in 2009.
The increase was primarily due to the large scakgration projects that we are executing for caftirl.
American customers.

Cost of RevenuegCost of revenues increased by 65% to $20.1 miltic2010 from $12.2 million
in 2009. The increase was primarily due to thedase in our revenues.

Gross Profit Our gross profit increased by 19% to $7.4 millio 2010 from $6.2 million in
2009. Our profit margin was approximately 27% 01@ and 34% in 2009. This increase in gross profit
was attributable to our large integration projehtst accounted for a significant part of our rewvesnin
2010, which projects generate lower gross mardjias bur typical product sales programs.

Research and Development Expendgesearch and development expenses, net decteag@bo
to approximately $1.2 million in 2010 from $1.6 haih in 2009. The decrease was primarily due & th
participation of the Office of the Chief Scientidtthe Israeli Ministry of Industry, Trade and Labor the
OCS, in the development of our radars.

Marketing and Selling Expensdgarketing and selling expenses increased by 60% to
approximately $2.6 million in 2010 from $1.6 miltian 2009. This increase was primarily due to
increased payments for marketing and business aleweint personnel as a result of the increase in
revenues in the 2010 period.

General and Administrative Expensé3eneral and administrative expenses decreased%yd 0
approximately $1.7 million in 2010 from $1.9 miltion 2009, primarily due to payments received from
judgments relating to completed litigation.

Financial Expenses, NetOur financial expenses, net, increased by 48%d.t2 million in 2010
compared to $832,000 in 2009. Our interest exparetewas $252,000 in 2010 compared with $228,000
in 2009. Our amortization expense on a convertible and loans from shareholders in 2010 was
$576,000 as compared to $517,000 of amortizatiperese in 2009. Foreign currency exchange
differences resulted in expenses of $107,000 i 2@pared to expenses of $5,000 in 2009, primarily
due to changes in the NIS/dollar exchange rate.

Our Location in Israel

We are incorporated under the laws of the Statsra€l, and our principal executive offices and
principal manufacture, research and developmeiiities are located in Israel. See ltem 3key
Information — Risk Factors — Risks Relating to @uerations in Israelfor a description of governmental,
economic, fiscal, monetary or political policesfactors that have materially affected or could maliy
affect our operations.
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Corporate Tax Rate

Israeli companies were generally subject to cotiediax at the rate of 24% in 2011. On
December 5, 2011, the Knesset passed the Law foBlieden Reform (Legislative Amendments), 2011
("the Tax Burden Law") which, among others, canedisctive from 2012, the scheduled progressive
reduction in the corporate tax rate and incredsesorporate tax rate and capital gains tax to 62012
and thereafter.

As of December 31, 2011, our net operating lossydarward for Israeli tax purposes was
approximately $61.3 million including a capital $osarry forward of approximately $3.5 million.

Trade Relations

Israel is a member of the United Nations, the ma@onal Monetary Fund, the International Bank
for Reconstruction and Development, and the Inteynal Finance Corporation. Israel is a membahef
World Trade Organization and is a signatory toGemeral Agreement on Tariffs and Trade. In addjtio
Israel has been granted preferences under the &ieedrSystem of Preferences from the U.S., Auatral
Canada and Japan. These preferences allow leraeport the products covered by such programereith
duty-free or at reduced tariffs. In June 2010adtjoined thedrganization for Economic Co-operation and
Development, or the OECD, an international orgaimmavhose members are governments of mostly
developed economies. The OECD's main goal isdmpte policies that will improve the economic and
social well-being of people around the world.

Israel and the European Union Community, knowrhas'European Union," concluded a Free
Trade Agreement in July 1975 that confers someratdgas with respect to Israeli exports to most
European countries and obligates Israel to loveditiffs with respect to imports from these coigstiover
a number of years. In 1985, Israel and the U.&red into an agreement to establish a Free Trada. A
The Free Trade Area has eliminated all tariff amithe non-tariff barriers on most trade between e t
countries. On January 1, 1993, an agreement bptigezel and the European Free Trade Association,
known as the "EFTA," established a free-trade zmtaveen Israel and the EFTA nations. In November
1995, Israel entered into a new agreement witletirepean Union, which includes a redefinition désu
of origin and other improvements, such as allowsrgel to become a member of the Research and
Technology programs of the European Union. Ishaslestablished commercial and trade relations with
other nations, including Russia, China, India, Byrknd other nations in Eastern Europe and the Asia
Pacific region.

Impact of Currency Fluctuation and of Inflation

A significant portion of the cost of our Israelieptions, primarily personnel and facility-related,
is incurred in NIS. Therefore, our NIS relatedtspas expressed in dollars, are influenced bgXcbange
rate between the dollar and the NIS. In additibthe rate of inflation in Israel will exceed thate of
devaluation of the NIS in relation to the dollarjfcthe timing of such devaluations were to lag
considerably behind inflation, our cost as exprésselollars may increase. NIS linked balance shee
items, may also create foreign exchange gainsssek) depending upon the relative dollar valué¢seof
NIS at the beginning and end of the reporting pkraifecting our net income and earnings per share.
Although we may use hedging techniques, we mayadable to eliminate the effects of currency
fluctuations. Therefore, exchange rate fluctuatioould have a material adverse impact on our tipgra
results and share price. The caption "Financipeages, net" in our consolidated financial stateémen
includes the impact of these factors as well afittomal interest income or expense. See Notelit
consolidated financial statements.

The following table sets forth, for the periodsigaded, (i) depreciation or appreciation of the NIS
against the most important currency for our businthe dollar, until December 31 each year ang/dlae
before, and (ii) inflation as reflected in changethe Israeli consumer price index.
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Year Ended December 31,

2007 2008 2009 2010 2011
NIS vs. U.S. Dollar .....cccccceveveeeeeeiiinnne. (8.9)% 1.1)% (0.7Y% (6.0)% 7.7%
Israeli Consumer Price Index ................... 3.4% 3.8% 3.9% 2.7% 2.2%

Because exchange rates between the NIS and tlze flotituate continuously, exchange rate
fluctuations, particularly larger periodic devaioas, may have an impact on our profitability aredipd-
to-period comparisons of our results. We cannsair@syou that in the future our results of operatimay
not be materially adversely affected by currenagtilations.

Recently Issued Accounting Standards

In June 2011, the FASB issued guidance on the ptatsen of comprehensive income, which
amended existing guidance by allowing only two o for presenting the components of net income and
other comprehensive income: (1) in a single comtisufinancial statement, statement of comprehensive
income or (2) in two separate but consecutive firgrstatements, consisting of an income statement
followed by a separate statement of other comprEherincome. The guidance requires retrospective
application, and it is effective for fiscal yeaasid interim periods within those years, beginnifigra
December 15, 2011, with early adoption permitteue @doption of this guidance is not expected telsav
material impact on our financial statements.

In September 2011, the FASB amended the guidanteecennual testing of goodwill for
impairment. The amended guidance will allow compand assess qualitative factors to determinasf it
more likely than not that goodwill might be impalrand whether it is necessary to perform the tvep-st
goodwill impairment test required under currentaastting standards. The guidance is effective fouah
and interim goodwill impairment tests performedfiscal years beginning after December 15, 2011h wi
early adoption permitted. The adoption of this gmice is not expected to have a material impacton o
financial statements.

B. Liquidity and Capital Resources

We have historically met our financial requiremeprignarily through cash generated by
operations, funds generated by our public offenm$985, private placements of our ordinary shares
debt securities, loans from our principal sharebiddshort-term loans and credit facilities fromkm
(most recently Bank Leumi Le-Israel B.M. and theadi branch of State Bank of India, or the Banks)
research and development grants from the governaidsitael and the Israel-U.S. Binational Industria
Research and Development Foundation, investmentgfar approved enterprise programs and marketing
grants from the government of Israel.

As of December 31, 2011, we owed $2.0 million uradegvolving annual line of credit and $1.9
million of secured borrowing with a bank and othexditors against specific accounts receivablas. |
addition, the Banks provided $1.8 million of guaess on our behalf mainly to our customers and
suppliers in the ordinary course of business. Juerantees are secured by a first pridtagting charge
on all of our assets and by a fixed charge on gdb¢imtangible assets), unpaid share capital arsdiiance
rights (rights to proceeds on insured assets irteat of loss). Our agreements with the Bankkipibus
from: (i) selling or otherwise transferring any etssexcept in the ordinary course of businesspi@ging a
lien on our assets without the Banks' consentjipdéclaring dividends to our shareholders.

Our working capital as of December 31, 2010 andebder 31, 2011, was $7.6 million and $3.0
million, respectively. Cash and cash equivalenmsunted to $850,000 as of December 31, 2010 compare
to $1.1 million as of December 31, 2011. Shonrtand long-term bank deposits and restricted bank
deposits amounted to $2.2 million as of Decembef810 compared to $1.8 million as of December 31,
2011.

In 2008, we borrowed $1.5 million from a companwirolled by Mr. Yeung in order to facilitate
further development of our INS technology. Thiandears interest of LIBOR + 3% payable at the
beginning of every quarter. Principal paymentsattm $90,000 were payable in six equal installreent
commencing July 1, 2009 and the remaining princmabunt will be payable in eight equal installments
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commencing April 1, 2011. Subject to the apprafahe Israeli Ministry of Defense, we will graret
lender a non-exclusive license to use the techydegeloped for non-military/commercial purposé&$e
non-exclusive license will automatically converiran exclusive license should we default on angusf
obligations under the loan agreement. We haveagseed in the future, subject to the approvakeésal
governmental authorities including the Israeli Miny of Defense, to establish a joint venture with
Yeung or an affiliated entity that will be engagadhe production and marketing of such non-mijitar
commercial products and technology.

In October 2010, the maturity date of a $3 millmamvertible note issued to Mr. Yeung, our
controlling shareholder, in October 2007 was extentd October 2012. In addition, the expiratiotedz
warrants to purchase up to an aggregate of 1,57&@#nary shares granted to Mr. Yeung at such time
was extended to October 2014. The convertible betes interest at a rate of six-month LIBOR + 3.5%
(which together was 4.3% at December 31, 2011)sndnvertible into ordinary shares at a conversion
price of $2.09 per share. The modification waoaoted for as a modification of debt in accordanith
ASC 470-50. As result, we recorded a $451,000odiston the convertible note. The discount will be
amortized over the extended term of the convertibke using the interest method. As of December 31
2011, the net discount is $190,000. See Item KBjor Shareholders and Related Party Transactions -
Related Party Transactions.”

In September 2011, we entered into a revolving Egneement with Faith Content Development
Ltd., or FCD, an entity controlled by Mr. Yeung,rawontrolling shareholder. The loan was in thegipal
amount of $1.7 million, bearing interest of threenth LIBOR + 2.5% per annum. The principal and all
the unpaid interest accrued thereupon was paicebrury 29, 2012 by means of a set-off againse@i&
loan, received from Mr. Yeung, our controlling sétaolder and Mr. Ben Zion Gruber, a shareholder and
board member of our company. Pursuant to thelistaenpanies Regulations (Relief from Related Party
Transactions) 5760-2000 and based on a legal opthit we received, we determined that shareholder
approval was not required for this loan becausertresaction was at market terms, in the ordinanree
of business and did not harm our best interestsveder, in the event that within 14 days from théedof
this Annual Report, one or more shareholders hgldirieast 1% of our voting rights will so requékis
loan will be subject to the approval of a generakting of our shareholders.

In February 2012, we entered into a $3.0 millican@greement with FCD and Mr. Ben Zion
Gruber. The loan was approved by our Audit Comaritind Board of Directors, and the transaction was
also approved by our shareholders at an extraaggdmaeting held in January 2012. FCD provided $2.7
million and Mr. Ben Zion Gruber provided $300,000/e used $1.7 million of the loan to repay in lll
of the amounts due and payable under the Septe2fiérloan, as described above. We intend to use th
remaining $1.3 million to finance our future op@as, including the continued development of ou8IN
Technology and land radar for protection systeffitse loan bears interest at the rate of the grexititree
months LIBOR + 5% per annum, or 7% per annum. réisteis payable quarterly in arrears and the
principal is due on February 28, 2014. In additiom February 28, 2012, we issued to FCD and toBdn
Zion Gruber, 1,080,000 and 120,000 warrants, tolpage ordinary shares, respectively, at an exercise
price of $2.50 per share. These warrants may beimed within a period of three years.

We had capital expenditures of $218,000 in the geded December 31, 2011, primarily for
machinery and equipmenWe currently do not have any significant capsiaénding or purchase
commitments.

Cash Flows

The following table summarizes our cash flows f@ periods presented:

Year ended December 31,

2009 2010 2011

(U.S. dollars in thousands)

Net cash provided by (used in) operating activities............ 119 (1,864) (1,754)
Net cash provided by (used in) investing activities............ (330) (2,027) 147
Net cash provided by financing activities...........c..cccvvvvviien 235 3,731 1,857
Effect of exchange rate changes on cash and casbaénts (1) 23 7
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Net increase (decrease) in cash and cash equisalent........ 23 (137) 257
Cash and cash equivalents at beginning of the.year.......... 964 987 850
Cash and cash equivalents at end of the.year................... 987 850 1,107

Net cash used in operating activities was $1.8onilin 2011. This was primarily due to an
increase in inventory of $2.1 million, a decreastrade payables of $0.7 million and a decreast¢har
payables of $2.0 million. This was offset by ardese in trade receivables of $2.5 million, costs a
estimated earnings in excess of billings, net o2 $iillion, depreciation and amortization of $1.0lion
and amortization expense on a convertible notd@ams of $212,000. Net cash used in operating
activities was $1.9 million in 2010. This was prithadue to an increase in trade receivables o8 $4.
million, due to increase in revenues in 2010, patérly in the fourth quarter and an increase iste@and
estimated earnings in excess of billings, net of $dillion. This was offset by an increase in gad
payables of $0.8 million and in other accounts pyand accrued expenses of $2.2 million, deplieciat
and amortization of $1.0 million and amortizatiogpense on a convertible note and loans of $576/960.
cash provided by operating activities was $119j60D09. This was primarily due to a decreaseostc
and estimated earnings in excess of billings, h&661,000, depreciation and amortization of $1iign
and amortization expense on a convertible notd@ams of $517,000. This was offset by an incréase
trade receivables of $1.2 million and an increaseventories of $1.3 million.

Net cash provided by investing activities was agpnately $147,000 in 2011, primarily due to
change in restricted cash of $348,000. Net castl irsinvesting activities was approximately $2.illiom
in 2010, primarily due to change in restricted cas$i1.4 million and our investment of $603,000 in
property, plant and equipment. Net cash usedviesting activities was approximately $330,000 i02,0
primarily due to our investment of $261,000 in pdy, plant and equipment and payment of $93,000 in
conjunction with the acquisition of certain assatd liabilities of Vectop Limited in 2005.

Net cash provided by financing activities was $hiflion in 2011, reflecting net proceeds of $1.7
million from a shareholder loan transaction. Neslcprovided by financing activities was $3.7 millin
2010, reflecting net proceeds of $3.7 million obtherm bank credit. Net cash provided by finagci
activities was $235,000 in 2009, reflecting netasgpent to us of $173,000 of employee long-termdoan
and $203,000 of grants received from the OCS, wiviah offset by aggregate repayments of $132,000 of
long-term loans to a bank.

As a result of the foregoing, at December 31, 28dlhad working capital of $3.0 million and
cash and cash equivalents of $1.1 million as coethtr working capital of $7.6 million and cash a&agh
equivalents of $850,000 at December 31, 2010.

We expect to fund our short-term liquidity needsluding our obligations under our credit
facilities, other contractual agreements and ahgmoivorking capital requirements, from our cash eah
equivalents, operating cash flow and our credilifezs. We believe that our current cash and cash
equivalents, credit facilities and our expecteddémswy from operations will be sufficient to meeairacash
requirements in 2012.

As of December 31, 2011, a warrant to purchaseB]987 of our ordinary shares was
outstanding. This warrant was issued on Decen®e2d07 in connection with the issuance of a $3.0
million convertible note to our controlling shardder at an exercise price of $ 2.38 per share. Wareant
is exercisable until October 15, 2014. To the mixtieat the warrant is exercised, the proceedsbsill
added to our working capital.
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C. Research and Development, Patents and Licenses
Research and Development

Our research and development investments focusiprovements to our existing products and
the development of complementary products that dvpobvide continued support for our current
customers and would improve our capability to madkg products to new customers. In 2011, 2010 and
2009 we incurred $2.5 million, $1.2 million and &illion, respectively, of research and developimen
expenses, net. The vast majority of these expearseattributable to the research on our ineraigation
systems and radar$n 2012, we will continue to invest in the reseaacill development of new products.
As of December 31, 2011, we employed 44 engineemssearch and development who concentrate mainly
on research and development activities generatedgh customer orders and to a lesser extent emiit
research and development activities.

The OCS encourages research and development bigimgpgrants to Israeli companies. The
terms of such grants prohibit the manufacture efdéveloped products outside of Israel and thesteaof
technologies developed using the grants to anypesithout the prior written consent of the OCS.
During 2011, 2010 and 2009, we developed a new istesor for APS, partly financed by the OCS. In
2011, 2010 and 2009, we received royalty beariagtgrof $382,000, $179,000 and $203,000,
respectively, from the OCS.

Pursuant to applicable Israeli law, we are curyer@uired to pay royalties at the rate of 3-5% of
sales of products developed with certain grantsived from the OCS, up to 100% of the amount ofisuc
grants, adjusted by the exchange rate with theudol\s of December 31, 2011, our total obligafimn
royalty payments, net of royalties paid or accraed approximately $1.5 million.

We are committed to pay royalties to the Israehitéd States Binational Industrial Research and
Development Foundation at the rate of 5% of thesspfoceeds up to 150% of the research and
development expenses financed by the foundatiaur. t@@al obligation for royalties, net of royaltipaid
or accrued, totaled approximately $2.1 million &®ecember 31, 2011.

D. Trend Information

In 2011, our revenues decreased by 24% compareat teevenues in 2010. We expect that in
2012 our revenues will increase. However, ouenexes are subject to government budgets and wetann
provide any assurances that the economic climdteetiresult in the cancellation or suspensioc@atain
projects or programs.

Our future revenues will, in great measure, be deéeet upon the success of our sales and
marketing strategy. We are currently focusing sales efforts on:

. Avionics solutions (including for UAVS);

. Digital Video & Data Recorders and GDS;

o INS; and

. Radar systems for force and border protection isolst

We cannot provide any assurances that we will beessful in meeting our targets in the future.
As a result of the unpredictable business envirartimewhich we operate, we are unable to provide an
specific guidance as to sales and profitabilitpd® If we are unsuccessful in our sales effdrts,
unlikely that we will be able to achieve profitatyilin the future and we will require additionalpital.
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E. Off-Balance Sheet Arrangements

We are not a party to any material off-balance sagangements. In addition, we have no
unconsolidated special purpose financing or pastriprentities that are likely to create materiattoment

obligations.

F. Tabular Disclosure of Contractual Obligations

The following table summarizes our minimum contvatiobligations and commercial

commitments, as of December 31, 2011 and the effea@xpect them to have on our liquidity and cash

flow in future periods.

Contractual Obligations

Payments due by Period

More
Less than 1 than 5
Total year 1-3Years 3-5Years years
Long-term debt obligations.......... $5,436,000 $5,244,000 $192,000 - -
Operating lease obligations......... 1,538,000 650,000 888,000 -
TOtal v $6,974,000 $5,894,000 $1,080,000 - -

In addition, we have long-term liabilities for seamsce pay for certain employees that are
calculated pursuant to Israeli law generally bamethe most recent salary of the employees muétighy

the number of years of employment, as of the balaheet date. Under Israeli law, employees aitiasht
to one month's salary for each year of employmeatmortion thereof upon termination of employmient
certain circumstances, including the retiremerdeath of an employee or the termination of emplayme
of an employee without due cause. As of DecemheRB11 our severance pay liability was $500,000.

ITEM 6.

DIRECTORS, SENIOR MANAGEMENT AND EMPLOYEES

A. Directors and Senior Management

Set forth below are the name, age, principal pmsitind a biographical description of each of our

directors and executive officers:

Name Age Position

Herzle Bodinger............cccccevvvevnnns 69 Executive Chairman of the Board of Directors
ZVEAION .. 58 Chief Executive Officer

Dov Sella.........cuvvvvieiiiiiiiiiieiieeee, 56 Chief Business Development Officer
Shiri Lazarovich...........cccocueeeeeeee. 37 Chief Financial Officer

Oleg Kiperman.............ccccccvvvvnnnnn. 58  Chief Technology Officer

Adrian Berg .........cuvvviiiiiiiiiieeeeenn, 64 Director

Roy Kui Chuen Chan.........c.......... 65 Director

Ben Zion Gruber ..o 53 Director

Michael Letchinger ..........cccceeen.... 56 Director

NUFIt MOF .. 68  Outside director

Eli AKavia .......cccoeevviiiiieeniiiineee 64  Outside director

Messrs. Chan and Gruber will serve as directori$ ot 2012 annual general meeting of
shareholders. Messrs. Bodinger and Letchingerseitve as directors until our 2013 annual general
meeting of shareholders. Mr. Berg will serve asractor until our 2014 annual general meeting of
shareholders. Ms. Mor and Mr. Akavia serve asidatdirectors pursuant to the provisions of thadsr

Companies Law for three-year terms until October22a.2.

Herzle Bodingerhas served as the executive chairman of our bafadtectors since July 1998.

General (Res.) Bodinger first joined us in May 128%he chief executive officer of our U.S. sulzsigi
and was appointed our chief executive officer inelJiI998. General Bodinger served as our chief

executive officer from 1998 until 2001 and from 006 until July 2007. General Bodinger served as
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the Commander of the IAF from January 1992 throlight 1996. During the 35 years of his servicehim t
IDF, he also served as a fighter pilot while hofgimrious command positions. General Bodingersald
B.A. degree in Economics and Business Administratiom the Bar-llan University and completed the
100th Advanced Management Program at Harvard Usityer

Zvi Alon has served as our chief executive officer sincg d007. Mr. Alon joined us in January
2000 and served as our chief operating officed utirch 2003 when he was appointed vice president o
marketing and sales. From 1982 to 1999, Mr. Alerved in various managerial positions with the Iad,
director of business development and marketingctlar of electrical and avionics engineering, aiisn
programs manager and group leader and operatiefiaitibn officer of the "Lavi" project office.
Previously, Mr. Alon served in the IAF for ten yeamr. Alon holds a B.Sc. degree in Mathematiad an
Computer Science and a M.Sc. degree in Computen&ej both from Tel Aviv University.

Shiri Lazarovichhas served as our chief financial officer since@eber 2007 Ms. Lazarovich
previously served as our controller from Septen@®®4. Prior to that and from January 2000, Ms.
Lazarovich served as a manager in the accountssurance and business advisory services departhent
PricewaterhouseCoopers, Israel. Ms. LazarovictshalB.A. degree in Accounting and in Economics
from the Hebrew University of Jerusalem and is dified Public Accountant in Israel.

Dov Sellahas served as our chief business development officee July 2007. Prior to that and
from January 2003, Mr. Sella served as our chiefajons officer. Mr. Sella has over 20 yearsavfisr
management and product development experiencen E&82 until 1997, Mr. Sella worked for Elbit
Systems Ltd., a leading Israeli defense contrackanong his positions at Elbit, he served as deof
programs, director of avionics engineering andaimeof business development. Between 1997 an@,200
Mr. Sella served as executive vice president aoe president of business development and vicedmesi
of research and development of UltraGuide Ltd. edical devices start-up. During the three yeai® po
joining our company, Mr. Sella was the presidentefiroVision Inc., a medical technology start-u\gr.
Sella has a B.Sc. degree (cum laude) in ComputginEaring from the Technion - Israeli Institute of
Technology. Mr. Sella served as a fighter aircnaftigator in the IAF.

Oleg Kipermanhas served as our chief technology officer sindg 2007. Mr. Kiperman joined
us in 1984 as project manager of several embeddedies development programs and in 2000 was hamed
as our director of engineering. From 1982 untB4,9Mr. Kiperman served as a hardware development
team leader at Tadiran developing digital commuioossystems. From 1977 until 1982, Mr. Kiperman
served as a senior engineer in the IAF Weaponsr@drtanch. Mr. Kiperman holds a B.Sc. degree in
Electrical Engineering from the Technion - Isrde§titute of Technology.

Adrian Berghas served as a director since November 1997 Bbtg is a designee of Horsham
Enterprises Ltd. Since 1976, Mr. Berg has beemaatered accountant and senior partner at the furk.
Alexander & Co., Chartered Accountants. Mr. Beoifds a B.Sc. degree in Industrial Administratioonfr
the University of Salford and received his quadifion as a fellow of the U.K. Institute of Chartére
Accountants in 1973 after he completed three yefnsining at Arthur Andersen & Co.

Roy Kui Chuen Charhas served as a director since November 1997 Ckhn is a designee of
Horsham Enterprises Ltd. Mr. Chan has been legadwtant to Yeung Chi Shing Estates Limited, addon
Kong holding company with major interests in hotatsl real estate in Hong Kong, China, the United
States, Canada and Australia, and its internatigialp of companies, since 1984. Mr. Chan pregentl
serves as legal counsel to several Hong Kong coiegancluding Horsham Enterprises Ltd. Mr. Chan
received his qualification as a solicitor and hasrba member of the U.K. bar since 1979 after he
completed five years of training at Turners Saodicst

Ben Zion Gruberhas served as a director since June 2002. Mr.dggigla founder and manager
of several real estate and construction compamésa entrepreneur involved in several hi-tech
companies. Mr. Gruber is a Colonel (Res.) of #radl Defense Forces serving as Brigadier Commander
of a tank battalion. Mr. Gruber is a member of Board of Employment Service of the government of
Israel. Mr. Gruber also serves on the board aatars of the Company for Development of Efrat L#ohd
the Association of Friends of Kefar Shaul Hospitlelt. Gruber serves on the Ethics Committees of the
Eitanim and Kefar Shaul Hospitals as well as actineof several other charitable organizations.. Mr
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Gruber holds a B.Sc. degree in Engineering of Microputers from "Lev" Technology Institute, an M.A.
degree in Behavioral Sciences from Tel Aviv Uniutgrand is currently studying for his Ph. D degiee
Behavioral Sciences at the University of Middledemgland. In addition, Mr. Gruber is a graduate of
summer course in Business Administration at Harlamiversity, as well as several other courses and
training in management, finance and entreprenguirshi

Michael Letchinger,has served as a director since 2004. Mr. Letchiisge designee of
Horsham Enterprises Ltd. Since 2000, Mr. Letchiriges been general counsel and senior vice prasiden
managing of Potomac Golf Properties, LLC, a compamyaged in real estate development and free
standing golf facilities. From 1994 to 2000, Metthinger was general counsel and senior viceqepsi
managing of Potomac Development Associates, a sistepany of Potomac Golf Properties, LLC. Mr.
Letchinger holds a B.A. degree in Economics frorari8leis University, Waltham, Massachusetts, and a
J.D. degree from University of Chicago Law School.

Nurit Mor has served as one of our outside directors singrigt2006. Ms. Mor has served as
an outside director of Aspen Real Estate Ltd. sBeptember 2005 and of I.B.I Investment House Ltd.
since May 2004, both Israeli public compani&som 1973 to 2003, Ms. Mor served in senior poss at
the Bank of Israel, including public complaints dvahking supervision departmerils. Mor holds a B.A.
degree in Economics and Statistics and a diploniBuginess Administration from the Hebrew University
of Jerusalem, and an M.A. degree in Labor Studims fTel Aviv University.

Eli Akavia has served as one of our outside directors singri${t2006. Mr. Akavia haserved
as an independent consultant in accounting and &sdies since August 2002. From 1979 to 2002, Mr.
Akavia served as partner in various positions ibdshitz Kasierer, which was merged into Kost, Forer
Gabbay & Kasierer, a member firm of Ernst & Younigléal. Mr. Akavia also serves as a director of On
Track Innovation Ltd., Starling Ltd. and in Eshlatd. Direct Funds, all of which are public Israeli
companies. Mr. Akavia has been a Certified Pulsticountant (Israel) since 1975 and holds a B.Sc.
degree in Mathematics and Economics from the Helieiversity of Jerusalem and an M.B.A. degree
from Tel Aviv University.

B. Compensation

The following table sets forth all compensationpeéd with respect to all of our directors and
executive officers as a group for the year endeceber 31, 2011.

Salaries, fees,

commissions and Pension, retirement
bonuses and similar benefits
All directors and executive officers
as a group, consisting of 11 Persons.....ccccceeeecuveeeeunennee. $1,125,810 $306,146

During the year ended December 31, 2011, we paid ebour outside directors a per-meeting
attendance fee of NIS 1,799 (approximately $50@)@nannual fee of NIS 28,286 (approximately
$7,900).

As of December 31, 2011, our directors and exeeudfficers as a group, consisting of 11
persons, held options to purchase an aggregat®00740 ordinary shares, at exercise prices rarfgimg
$2.07 to $3.42 per share, vesting over three yelngse options were issued under our 2003 Stotioi®p
Plan and expire in January 2013.

C. Board Practices
Introduction

According to the Israeli Companies Law and ourckes of association, the management of our
business is vested in our board of directors. BAdeerd of directors may exercise all powers and take
all actions that are not specifically granted to shiareholders. Our executive officers are resptanfor
our day-to-day management. The executive offibake individual responsibilities established by our
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chief executive officer and board of directors.eEixtive officers are appointed by and serve at the
discretion of the board of directors, subject tg applicable agreements.

Election of Directors

Our articles of association provide for a boardioéctors consisting of no less than two and no
more than 11 members or such other number as mdgtbemined from time to time at a general meeting
of shareholders. All the directors in the compamyst be qualified to serve as a director and the ti
required for such position, taking into considematihe type and size of the company and the scage a
complexity of its operation. The directors musiypde the electing general meeting with a detailed
declaration as to the compliance with the abowedisequirements. Our board of directors is culyen
composed of seven directors.

Pursuant to our articles of association, the bo&directors is divided into three classes (other
than outside directors). At each annual meetinghafeholders one class of directors (other thisidri
directors) is elected for a term of three years lypte of the holders of a majority of the votirger
represented and voting at such meeting. All thenbegs of our board of directors (except the outside
directors as detailed below) may be reelected wpompletion of their term of office. The majority o
directors may appoint additional directors toditly vacancies in the board of directors until thetn
general meeting; provided, however that the tatahimer of directors will not exceed the maximum
number, if any, fixed by or in accordance with aticles of association, and that if the total nemdf
directors decreases below six, the board of dirsaty call a general meeting of shareholdershai t
following such meeting there will be at least sipedtors in office.

Messrs. Chan and Gruber are Class A directors @htold office until the Annual General
Meeting of Shareholders to be held in 2012. Me®wslinger and Letchinger are Class B directors and
will hold office until the Annual General Meetindg 8hareholders to be held in 2013. Mr. Berg idas€
C director and will hold office until the Annual Geral Meeting of Shareholders to be held in 20W4.
Mor and Mr. Akavia serve as our outside directord each will hold office for a second three yeamte
until October 28, 2012.

We do not follow the requirements of the NASDAQ Metplace Rules with regard to the
nomination process of directors and instead folleraeli law and practice. See below in this Iteth 6
"Directors, Senior Management and Employees - B@aadtices - NASDAQ Marketplace Rules and
Home Country Practices.

Outside and Independent Directors

Outside Directors The Israeli Companies Law requires publicly Hsl@eli companies to appoint
at least two outside directors. The Israeli Congmhaw provides that a person may not be appoiased
an outside director if the person, or the perscelative, partner, employer or an entity under hexson’s
control, has or had during the two years precetlisglate of appointment any affiliation with the
company, or any entity controlling, controlled yumder common control with the company. The term
“relative” means a spouse, sibling, parent, graneltachild or child of spouse or spouse of anthef
above as well as a sibling, brother, sister orqtaséthe foregoing relatives. In general, therter
“affiliation” includes an employment relationshig pusiness or professional relationship maintaored
regular basis, control and service as an officedwl Furthermore, if the company does not have a
controlling shareholder or a shareholder holdinigast 25% of the voting rights “affiliation” alsncludes
a relationship, at the time of the appointmenthwiite chairman of the board, the chief executiViearf, a
substantial shareholder or the most senior findoéfiwer of such company. Regulations promulgated
under the Israeli Companies Law include certairitedthl relationships that would not be deemed an
“affiliation” with a company for the purpose of sare as an outside director. In addition, no pensay
serve as an outside director if the person’s gositir other activities create, or may create, dlicbiof
interest with the person’s responsibilities asalweor may otherwise interfere with the persorsity to
serve as director. If, at the time an outsideatiimeis appointed, all current members of the badird
directors are of the same gender, then that outiidetor must be of the other gender. A directfoone
company may not be appointed as an outside dire€tamother company if a director of the other
company is acting as an outside director of thet iompany at such time.
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At least one of the elected outside directors rhast “accounting and financial expertise” and
any other outside director must have “accountirg) famancial expertise” or “professional qualificati,” as
such terms are defined by regulations promulgatettuthe Israeli Companies Law. However, Israeli
companies listed on certain stock exchanges ouisidel, including the NASDAQ Capital Market, suah
our company, are not required to appoint an outdigketor with “accounting and financial expertisea
director with accounting and financial expertiseovefualifies as an independent director for purpages
audit committee membership under the laws of theign exchange serves on its board of directolsofA
the outside directors of such a company must hpxaféssional qualification.”

The outside directors are elected by shareholdexganeral meeting. The shareholders voting in
favor of their election must include at least agemmajority of the shares voted by shareholddrsrathan
controlling shareholders or shareholders who hgversonal interest in the election of the outsiideatior
(unless such personal interest is not related¢h persons relationship with the controlling shateér).

This majority requirement will not be requiredlfikttotal number of shares of such non-controlling
shareholders and disinterested shareholders wiegoagainst the election of the outside directoresgnt
2% or less of the voting rights in the company.

In general, under the Israeli Companies Law, oetdidectors serve for a three-year term and may
be reelected to two additional three-year termth@nhomination of either the board of directoraiy
shareholder(s) holding at least 1% of the votiggts in the company. If the board of directorsppsed
the nominee, the reelection must be approved bgttaeeholders in the same manner required to appoin
outside directors for an initial term, as describbdve. If such reelection is proposed by shadss| such
reelection requires the approval of the majorityhaf shareholders voting on the matter, excludieg t
votes of any controlling shareholder and otherahaders having a personal interest in the matter a
result of their relationship with the controllingaseholder(s), provided that, the aggregate vatsshy
shareholders who are not controlling shareholdsilsda not have a personal interest in the mattarrasult
of their relationship with the controlling sharethel(s) who voted in favor of the nominee constitatae
than 2% of the voting rights in the company. Qigdilirectors can be removed from office only byghme
special percentage of shareholders that can délect,tor by a court order, and then only if the iolats
directors cease to meet the statutory qualificatiith respect to their appointment or if they aiel their
fiduciary duty to the company.

Each committee of the board of directors that ib@tized to exercise powers vested in the board
of directors must include at least one outsidectiireand the audit committee and the Financiak&tents
Review Committee must include all the outside doec An outside director is entitled to compeiusat
as provided in regulations adopted under the lsGmhpanies Law and is otherwise prohibited from
receiving any other compensation, directly or iadily, in connection with such service.

Independent Directorsin general, NASDAQ Stock Market Rules requiratttine board of
directors of a NASDAQ-listed company have a mayooitindependent directors and its audit committee
must have at least three members and be comprniggdfindependent directors, each of whom satisfie
the respective "independence” requirements of NAQRA the Securities and Exchange Commission.
However, foreign private issuers, such as our compaay follow certain home country corporate
governance practices instead of certain requiresmefithe NASDAQ Stock Market Rules. We do not
follow the requirement of the NASDAQ Stock MarkatlBs to maintain a majority of independent
directors on our board and instead follow Isragel and practice (see Item 16G. "Corporate Goveeianc
However, we have the mandated three independezttdis on our audit committee, in accordance with
the rules of the Securities and Exchange CommisaiohNASDAQ Stock Market.

Our board of directors has determined that Ms. &8at Mr. Akavia both qualify as independent
directors under the Securities and Exchange Conmnissidd NASDAQ requirements and as outside
directors under the Israeli Companies Law requirgsmeOur board of directors has further determifed
Mr. Gruber qualifies as an independent directoreurtde Securities and Exchange Commission and
NASDAQ requirements.

We do not follow the requirements of the NASDAQ &tdlarket Rules with regard to regularly
scheduled meetings of independent directors. Ulsdaeli law, outside directors are not requiretiaéd
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executive sessions. See below in this Item @ettors, Senior Management and Employees - Board
Practices - NASDAQ Marketplace Rules and Home CgiRractices:.

Committees of the Board of Directors

Audit Committee Under the Israeli Companies Law, the boardirgfotiors of any public
company must establish an audit committee. Thé& aachmittee must be comprised of at least three
directors, the majority of which must be indeperidrectors. Such independent directors must raket
of the standards required of an outside directdrraay not serve as a director for more than cortisecu
nine years (a cessation of service as a directarddo two years during any nine year period wit be
deemed to interrupt the nine year period). Thétaudnmittee may not include the chairman of thardo
of directors; any director employed by the compangroviding services to the company on an ongoing
basis; a controlling shareholder or any of the ilitig shareholder’s relatives; and any directbrow
rendered services to the controlling shareholdemoentity controlled by the controlling shareholdAny
person who is not permitted to be a member of titit @ommittee may not be present in the meetirigs o
the audit committee unless the chairman of thetaadnmittee determines that such person’s presence
necessary in order to present a specific mattenveder, an employee who is not a controlling shaldsr
or relative of a controlling shareholder may paptite in the audit committee’s discussions butimainy
vote, and at the request of the audit committems#tretary of the company and its legal counsglbea
present during the meeting.

The responsibilities of the audit committee inclualmong other things, identifying irregularities
in the management of the company’s business, apyoglated party transactions as required by law,
review of the internal controls of the company, ititernal auditor’s audit plan and the independent
auditor's engagement and compensation. The aoditrittee is also required to establish and monitor
whistleblower procedures. Under Israeli law, adiscommittee may not approve an action or a
transaction with a controlling shareholder, or wdthoffice holder, unless at the time of approwa t
outside directors are serving as members of thit eoithmittee and at least one of the outside dorsct
was present at the meeting in which an approvalgrasted.

In addition, the NASDAQ Stock Market Rules requiseto establish an audit committee
comprised of at least three members, all of whorstrba financially literate, satisfy the respective
"independence"” requirements of the Securities ath&hge Commission and NASDAQ and one of whom
must have an accounting or related financial mamage expertise at senior levels within a company.

Our audit committee assists our board of diredtorm/erseeing the accounting and financial
reporting processes of our company and audits ofimancial statements, including the integrityoofr
financial statements, compliance with legal andil&gry requirements, our independent public
accountants' qualifications and independence, ¢énfmnance of our internal audit function and fimgli
any defects in the business management of our aoyrfpawhich purpose the audit committee may
consult with our independent auditors and inteenalitor, proposing to the board of directors ways t
correct such defects, and such other duties asomajrected by our board of directors. Our audit
committee also has the responsibility of approvelgted-party transactions as required by Israeli |
Under Israeli law, an audit committee may not apgpran action or a transaction with a controlling
shareholder, or with an office holder, unless attttne of approval two outside directors are seyén
members of the audit committee and at least oleeodutside directors was present at the meeting in
which an approval was granted.

The current members of our audit committee areMdsit Mor and Messrs. Eli Akavia and Ben
Zion Gruber, each of whom satisfies the "independénequirements of both the Securities and Exchang
Commission and NASDAQ. We also comply with Isrdalv requirements for audit committee members.
The audit committee meets at least once each quarte

Compensation Committe@ur board of directors established a compensatonmittee
composed of Ms. Nurit Mor and Mr. Adrian Berg. Témmpensation committee is authorized to determine
all compensations issues, including the administnadf our option plans, subject to general guitksi
determined by our board of directors from timeiteet The compensation committee also makes
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recommendations to our board of directors in cotioeavith the terms of employment of our chief
executive officer.

Internal Audit

The Israeli Companies Law also requires the boadirectors of a publicly held company to
appoint an internal auditor nominated by the acdibmittee. An internal audit must satisfy the édira
Companies Law's independence requirements. Theofdhe internal auditor is to examine, among othe
things, the compliance of the company's condudt ajitplicable law and orderly business practicededn
the Companies Law, the internal auditor may naaménterested party or an office holder, or a netabf
any of the foregoing, nor may the internal auditerthe company's independent accountant or its
representative. Our internal auditor complies i requirements of the Israeli Companies Law.

Directors' Service Contracts

We do not have any service contracts with our ¢tirsc There are no arrangements or
understandings between us and any of our subgdjarn the one hand, and any of our directorshen t
other hand, providing for benefits upon terminatidnheir employment or service as directors of our
company or any of our subsidiaries.

Approval of Related Party Transactions Under Israel Law
Fiduciary Duties of Office Holders

The Israeli Companies Law codifies the fiduciaryielsi that "office holders," including directors
and executive officers, owe to a company. An "@ffiolder” is defined in the Israeli Companies Lanaa
director, general manager, chief business mandgputy general manager, vice general manager, other
manager directly subordinate to the general managany other person assuming the responsibilities
any of the foregoing positions without regard totsperson's title. An office holder's fiduciary st
consist of a duty of care and a duty of loyaltyeThuty of care requires an office holder to act kvel of
care that a reasonable office holder in the sarsiipo would employ under the same circumstanddss
includes the duty to utilize reasonable means taiol{i) information regarding the appropriateneta
given action brought for his approval or perfornbgchim by virtue of his position and (i) all other
information of importance pertaining to the foregpactions. The duty of loyalty includes (i) avaoigiany
conflict of interest between the office holder'sition in the company and any other position helsolr
his personal affairs, (ii) avoiding any competitiwith the company's business, (iii) avoiding exiihg any
business opportunity of the company in order te@ireepersonal gain for the office holder or othars]
(iv) disclosing to the company any information ocdments relating to the company's affairs that the
office holder has received due to his positionrasffice holder.

Disclosure of Personal Interests of an Office Holde

The Israeli Companies Law requires that an offickelér promptly, and no later than the first
board meeting at which such transaction is consttiatisclose any personal interest that he or ghe m
have and all related material information knowmitm or her and any documents in their position, in
connection with any existing or proposed transadbip us. In addition, if the transaction is an
extraordinary transaction, that is, a transactitwiothan in the ordinary course of business, dtieam on
market terms, or likely to have a material impactioe company's profitability, assets or liabikti¢he
office holder must also disclose any personal @geheld by the office holder's spouse, siblingsepts,
grandparents, descendants, spouse's descendante @apbuses of any of the foregoing, or by any
corporation in which the office holder or a relatig a 5% or greater shareholder, director or géner
manager or in which he or she has the right to imppt least one director or the general manager.

Approval of Transactions with Office Holders

Under the Israeli Companies Law, all arrangemesite @ompensation of office holders who are
not directors including exculpation, insurance artemnification of, or an undertaking to, indemrsfych
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office holders require both audit committee andrbad directors approval. The compensation ofoeffi
holders who are directors must be approved by odit aommittee, board of directors and shareholders

Some transactions, actions and arrangements imgpan office holder (or a third party in which
an office holder has an interest) must be appréyethe board of directors or as otherwise proviftedn
a company's articles of association. In some ¢aseb a transaction must be approved by the audit
committee and by the board of directors itself, ander certain circumstances shareholder approagl m
be required. A director who has a personal intérea transaction that is considered at a meetirige
board of directors or the audit committee may reopkesent during the board of directors or audit
committee discussions and may not vote on theddiws, unless the transaction is not an extraargin
transaction or the majority of the members of tbarll or the audit committee have a personal irtiesies
the case may be. In the event the majority of teenbers of the board of directors or the audit comei
have a personal interest, then the approval ofj¢meral meeting of shareholders is also required.

Disclosure of Personal Interests of a ControllingaBholder; Approval of Transactions with Controd
Shareholders

The disclosure requirements which apply to an effiolder also apply to a controlling
shareholder with respect to his or her personatést in any existing or proposed transaction byTie
Israeli Companies Law provides that an extraorditi@nsaction with a controlling shareholder or an
extraordinary transaction with another person immtthe controlling shareholder has a personaléstesr
a transaction with a controlling shareholder orrblative regarding terms of service and employmenist
be approved by the audit committee, the boardretctirs and shareholders. The shareholder appi@val
such a transaction must include at least a simpljerity of the shareholders voted on the mattec|uaing
the votes of shareholders who have a personaksttar such transaction. This majority requiremeitit
not apply if the total number of shares of disiagted shareholders who vote against the approtheof
transaction represent less than 2% of the votigigtsiin the company.

Under the Companies Regulations (Relief from Rel&arty Transactions), 5760-2000,
promulgated under the Israeli Companies Law, asdet certain extraordinary transactions between a
public company and its controlling shareholder@hdt require shareholder approval. In additiorer
such regulations, directors' compensation and gmpat arrangements in a public company do not
require the approval of the shareholders if bothatdit committee and the board of directors atirae
such arrangements are solely for the benefit otdmpany. Also, employment and compensation
arrangements for an office holder that is a colitiglshareholder of a public company do not require
shareholder approval if certain criteria are mhe foregoing exemptions from shareholder approsél
not apply if one or more shareholders holding asid % of the issued and outstanding share caithe
company or of the company's voting rights, objéztdhe use of these exemptions provided that such
objection is submitted to the company in writing faer than fourteen days from the date of thedibf a
report regarding the adoption of such resolutioth@/company pursuant to the requirements of ttaelis
Securities Law. If such objection is duly and tiynseubmitted, then the transaction or compensation
arrangement of the directors will require sharerddapproval as detailed above.

In addition, a private placement of securities thiit (i) cause a person to become a controlling
shareholder or (i) increase the relative holdiofa shareholder that holds 5% or more of the coyipa
outstanding share capital, or (iii) will cause gr@yson to become, as a result of the issuancddarhuf
more than 5% of the company's outstanding shari&tapa private placement in which 20% or more of
the company's outstanding share capital prioregothcement are offered, the payment for whictwiole
or in part) is not in cash or not under market s&rraquires approval by the board of directorstaed
shareholders of the company.

The Israeli Companies Law provides that an acqoisibf shares in a public company must be
made by means of a tender offer if as a resuh@ficquisition the purchaser would become a 25% or
greater shareholder of the company. This rule doespply if there is already another 25% or gneate
shareholder of the company. Similarly, the Isr@ampanies Law provides that an acquisition of share
a public company must be made by means of a teffierif as a result of the acquisition the puraras
would hold greater than a 45% interest in the campanless there is another shareholder holdingemor
than a 45% interest in the company. These requimesrd® not apply if, in general, the acquisitiorswa
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made in a private placement that received sharehalgproval, (i) was from a 25% or greater sharol
of the company which resulted in the acquirer bengma 25% or greater shareholder of the company, if
there is not already a 25% or greater shareholdéeacompany, or (ii) was from a shareholder haida
45% interest in the company which resulted in ttguaer becoming a holder of a 45% interest in the
company if there is not already a 45% or greatarediolder of the company.

If, as a result of an acquisition of shares, trguaer will hold more than 90% of a public
company's outstanding shares or a class of shtheeacquisition must be made by means of a terfélar o
for all of the outstanding shares or a class ofeshdf less than 5% of the outstanding sharesaire
tendered in the tender offer, all the shares tiebtquirer offered to purchase will be transfetecethe
acquirer. If more than 5% of the outstanding sharesot tendered in the tender offer, then theliaeq
may not acquire shares in the tender offer thdtoailise his shareholding to exceed 90% of the andgtg
shares. The Israeli Companies Law provides forapal rights if any shareholder files a requestdart
within six months following the consummation ofudl tender offer. However, in the event of a figlhder
offer, the offeror may determine that any sharetioldho accepts the offer will not be entitled tpigisal
rights. Such determination will be effective oiflthe offeror or the company has timely publistadidthe
information that is required to be published inmection with such full tender offer pursuant to all
applicable laws.

Exculpation, Indemnification and Insurance of Diredors and Officers
Exculpation of Office Holders

The Israeli Companies Law provides that an Ism@ipany cannot exculpate an office holder
from liability with respect to a breach of his artduty of loyalty. If permitted by its article$ o
association, a company may exculpate in advanaéfiae holder from his or her liability to the comupy,
in whole or in part, with respect to a breach afdi her duty of care. However, a company may not
exculpate in advance a director from his or hdiiliig to the company with respect to a breachisfduty
of care in the event of distributions.

Insurance of Office Holders

The Israeli Companies Law provides that a compaay, fifi permitted by its articles of
association, enter into a contract to insure offiokelers in respect of liabilities incurred by thféice
holder with a respect to an act performed in hisercapacity as an office holder, as a result of:

. a breach of the office holder's duty of care todbmpany or to another person;

. a breach of the office holder's duty of loyaltythe company, provided that the office
holder acted in good faith and had reasonable dausgsume that his or her act would
not prejudice the company's interests; or

. a financial liability imposed upon the office hotde favor of another person.
Indemnification of Office Holders

The Israeli Companies Law provides that a compaay, fifi permitted by its articles of
association, indemnify an office holder for actoorissions performed by the office holder in such
capacity for:

. a monetary liability imposed on the office holdefavor of another person by any
judgment, including a settlement or an arbitratawsrd approved by a court;

. reasonable litigation expenses, including attosfaeés, actually incurred by the office
holder as a result of an investigation or procegdistituted against him or her by a
competent authority, provided that such investaggatr proceeding concluded without
the filing of an indictment against the office hetdbr the imposition of any monetary
liability in lieu of criminal proceedings, or comled without the filing of an indictment

42

6991232.2



against the office holder and a monetary liabiltys imposed on the officer holder in
lieu of criminal proceedings with respect to a d¢niah offense that does not require proof
of criminal intent; and

) reasonable litigation expenses, including attornfegs, incurred by the office holder or
which were imposed on him or her by a court, iraafion instituted by the company or
on the company's behalf or by another person, agdie office holder, or in a criminal
charge from which he was acquitted, or in a crithmaceeding in which the office
holder was convicted of a criminal offense whiclesloot require proof of criminal
intent.

In accordance with the Israeli Companies Law, afamy's articles of association may permit the camgpa
to:

. prospectively undertake to indemnify an office tewlcexcept that with respect to a
monetary liability imposed on the office holderdayy judgment, settlement or court-
approved arbitration award, the undertaking mudirbied to types of events which the
company's board of directors deems foreseeabledssitgy the company's actual
operations at the time of the undertaking, anchtaraount or standard that the board of
directors has determined as reasonable underrthenstances.

. retroactively indemnify an office holder of the cpamy.
Limitations on Exculpation, Insurance and Indenwzifion

The Israeli Companies Law provides that neithercaipion of the articles of association
permitting the company to enter into a contraghsure the liability of an office holder, nor a pision in
the articles of association or a resolution oftibard of directors permitting the indemnificaticran
office holder, nor a provision in the articles gkaciation exculpating an office holder from dwyhe
company shall be valid, where such insurance, imifgzation or exculpation relates to any of the
following:

. a breach by the office holder of his duty of loyalhless, with respect to insurance
coverage or indemnification, the office holder ddtegood faith and had a reasonable
basis to believe that the act would not prejudimedompany;

. a breach by the office holder of his duty of cdguich breach was committed
intentionally or recklessly, unless the breach a@smitted only negligently.

. any act or omission done with the intent to unldlyfyield a personal benefit; or
. any fine or forfeiture imposed on the office holder

Pursuant to the Israeli Companies Law, exculpatfpprocurement of insurance coverage for,
and an undertaking to indemnify or indemnificatadnour office holders must be approved by our tiudi
committee and our board of directors and, if tHecefholder is a director, also by our shareholders

Our Articles of Association allow us to insure, @mnify and exempt our office holders to the
fullest extent permitted by law, subject to theyismns of the Israeli Companies Law. We currently
maintain a directors and officers liability insucarpolicy with per claim and aggregate coveragd lixin
$7.5 million.

D. Employees

As of December 31, 2011, we employed 99 personshoim 44 persons were employed in
research, development and engineering, 42 peraanamufacturing and logistics, 4 persons in sahels a
marketing, and 9 persons in administration, managemand finance. All of our employees are located
Israel. In addition, CACS, our 80%-owned subsigiamployed 21 persons in China as of such date.
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As of December 31, 2010, we employed 104 persdnghom 44 persons were employed in
research, development and engineering, 45 peraanamufacturing and logistics, 4 persons in sahes a
marketing, and 9 persons in administration, managemnd finance. All of our employees are locéated
Israel. In addition, CACS, our 80%-owned subsigiamployed 21 persons in China as of such date.

On December 31, 2009, we employed 107 personshofnb0 persons were employed in
research, development and engineering, 45 peraanamufacturing and logistics, 3 persons in sahels a
marketing, and 9 persons in administration, managemnd finance. All of our employees are locéated
Israel. In addition, CACS employed 21 personsin@ as of such date.

Our technical employees have signed nondisclosyneeaents covering all proprietary
information that they might possess or to whictytimight have access. Employees are not organized i
any union, although they are employed according¢eisions established by the Israeli Ministry of
Industry, Trade and Labor. Certain provisionshef tollective bargaining agreements between the@en
Federation of Labor in Israel (Histadrut) and theof@ination Bureau of Economic Organizations
(including the Industrialists Association) are apgble to our Israeli employees by order of thadtir
Ministry of Industry, Trade and Labor. These psimns primarily concern the length of the workday,
minimum daily wages for professional workers, cimttions to a pension fund, insurance for work-teda
accidents, procedures for dismissing employeesrhiation of severance pay and other conditions of
employment. We generally provide our employees$ Wénefits and working conditions beyond the
required minimums. Under the collective bargairiiggeements, the wages of most of our employees are
linked to the Israeli consumer price index, althotige extent of the linkage is limited.

Israeli law generally requires severance pay uperratirement or death of an employee or
termination of employment without due cause. Fentlsraeli employees and employers are required to
pay predetermined sums to the National Insurangtituie; such amounts also include payments for
national health insurance. Most of our ongoingesarce obligations for our Israeli employees are
provided for by monthly payments made by us fouiaace policies to cover these obligations.

E. Share Ownership
Beneficial Ownership of Executive Officers and Diretors

The following table sets forth certain informatias of March 28, 2012 regarding the beneficial
ownership by each of our directors and executiVieart:

Number of Ordinary Shares Percentage of

Name Beneficially Owned® Ownership®
Herzle Bodinger (3)(4) .....oooeevvvvvvvererreeen. 183,333 2.0%
ZVi AION (3)(5) «eeeevreereeeiiiieeeeeniieeea e 90,000 1.0%
Dov Sella (3)(5) cvvvvrereeeeerieiiiiiiriiiieeen, 100,000 1.1%
Shiri Lazarovich (3)(6) ........ccccvvvvvvereamen. 16,000 *
Oleg Kiperman (3)(7) 52,407 *
Adrian Berg (8)(9) ..c.uvvvvrerieieieeeeeiniicnnn 86,533 1.0%
Roy Kui Chuen Chan (10)(11)........cccvvvvenns 9,583 *
Ben Zion Gruber (3)(12).......ccovvvvvvvvvvvimmnns 120,000 1.3%
Michael Letchinger (13) .....cceevvvivieiviienn. - --
NUFit MOF (3) veeeeeieieee e - -
Eli Akavia (3) .vvvveeeeeeiiiiiiieeee e - -
All directors and executive officers as a

group (11 PErsONS)......ueeuiceeieeeeeesesmmmmnes 707,806 7.4%

* Less than 1%

D) Beneficial ownership is determined in accordandé wie rules of the Securities and Exchange
Commission and generally includes voting or investtrpower with respect to securities.
Ordinary shares relating to options and warranteeatly exercisable or exercisable within 60
days of the date of this table are deemed outsigrfdr computing the percentage of the person
holding such securities but are not deemed outstgridr computing the percentage of any other
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person. Except as indicated by footnote, and stibjecommunity property laws where
applicable, the persons named in the table abowe $a@le voting and investment power with
respect to all shares shown as beneficially owneithém.

(2) The percentages shown are based on 8,918,647 ordimares issued and outstanding as of
March 28, 2012.

) The business addresses of Messrs. Bodinger, Aldla, Kiperman, Ariel, Gruber and Akavia and
Ms. Mor and Ms. Lazarovich is c/o RADA Electronitdustries Ltd., 7 Giborei Israel Street,
Netanya, Israel.

4) All such ordinary shares are subject to currentreisable options granted under our 2003 stock
option plan. Options to purchase 100,000 ordisaares are exercisable at an exercise price of
$2.14 per share and options to purchase 83,33Bamdshares are exercisable at an exercise price
of $2.91 per share. The options expire in JangafyB.

(5) All such ordinary shares are subject to currentreisable options granted under our 2003 stock
option plan. Options to purchase 33,333 ordinheyas are exercisable at an exercise price of
$2.07 per share and options to purchase 56,66famdshares are exercisable at an exercise price
of $2.40 per share. The options expire in JangafyB.

(6) All such ordinary shares are subject to currentbreisable options granted under our 2003 stock
option plans. Options to purchase 2,667 ordinheyes are exercisable at an exercise price of
$3.42 per share and options to purchase 13,33Bamdshares are exercisable at an exercise price
of $2.40 per share. The options expire in Jang@afys.

@) Includes 48,407 ordinary shares subject to cuyentbrcisable options granted under 2003 stock
option plan. Options to purchase 21,740 ordinheyas are exercisable at an exercise price of
$2.07 per share and options to purchase 26,66famwdshares are exercisable at an exercise price
of $2.40 per share. The options expire in Jang@afys.

(8) The business address of Mr. Berg is Alexander & €06.St. Ann's Square, Manchester M2 7 PW,
U.K.

9) Includes 85,000 ordinary shares subject to cuyentircisable options granted under our stock
option plan at an exercise price of $2.14 per sh@re options expire in January 2013.

(10) The business address of Mr. Roy Chan is Gearhddimgs (H.K.) Limited, 2202 Kodak House
I, 39 Healthy Street, E. North Point, Hong Kong.

(12) Includes 58,000 ordinary shares subject to cuyentbrcisable options granted under our stock
option plan at an exercise price of $2.14 per sh@tre options expire in January 2013.

(12)  All such ordinary shares are subject to currentgreisable warrants granted pursuant to the loan
agreement entered into in February 2012. Wartarpgsirchase 120,000 ordinary shares are
exercisable at an exercise price of $2.50 per shEne warrants expire in February 2015.

(13) The business address of Mr. Letchinger is 270®Rlibuse Street, Washington DC, 20015, USA.
2003 Stock Option Plan

Our 2003 Stock Option Plan, or the 2003 Plan, glesifor the issuance of stock options to
purchase an aggregate of 666,667 of our ordinaagesh At our annual general meeting held in August
2006, the shareholders approved an increase inutmder ordinary shares available for grant under th
2003 Plan by 500,000 shares. Consequently, 1,6B8&#&linary shares are subject to the 2003 Plan.
Options under the 2003 Plan may be granted to greetincluding officers and directors of our compan
and its subsidiaries who, in the judgment of tharbdaf directors based on the recommendation of our
compensation committee, are in a position to cbute significantly to our success. The provisiofsur
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2003 Plan are designated to allow for the tax benpfomulgated under the Israeli Income Tax Ondaga
[New Version]. Our board of directors has resoltteat all options that will be granted to Israelsidents
under the 2003 Plan will be taxable under the 'teagains path.” Pursuant to this path the prefiized
by the employee is taxed as a capital gain (25%)eifoptions or shares are held by a trustee fieaat 24
months from the end of the tax year in which sugtioms were granted. If the shares are sold befare
lapse of said 24 months period, the profit is raraelterized as ordinary income. We are not allotwed
record a corresponding salary expense, even iawbet the profit is taxed as ordinary income.

In May 2008, we granted to four of our directorsi@ps to purchase a total of 261,000 ordinary
shares for an exercise price of $2.14 per shae&éhange for options to purchase 258,000 ordinzayes
that were granted to those directors in 2003 foex@rcise price of $4.02 per share. Those nevoopti
granted were fully vested and there was no compiensaxpense related to those options.

As of December 31, 2011, options to purchase 10882ordinary shares had been granted under
the 2003 Plan at an average exercise price of §&B8hare. Of such options, options to purch@§e262
ordinary shares had been exercised, options tdhpaec627,165 ordinary shares had been cancelled,
expired or forfeited and options to purchase 71B&dinary shares were outstanding and exercisable
having an average exercise price of $2.45 per share

ITEM 7. MAJOR SHAREHOLDERS AND RELATED PARTY TRANSACTIONS

A. Major Shareholders

The following table sets forth certain informatias of March 28, 2012, regarding the beneficial
ownership by all shareholders known to us to owmefieially 5% or more of our ordinary shares:

Number of
Ordinary Shares Percentage of
Name Beneficially Owned(1) Ownership(2)
Howard P.L. Yeung (3) (5).....cccccvrrreresmmmmemn. 7,991,872 61.4%
Kenneth Yeung (4) (5)....ccooevviiiiiiiiiiiimens 450,029 5.0%
(1) Beneficial ownership is determined in accordandd wie rules of the Securities and Exchange

Commission and generally includes voting or investthppower with respect to securities.
Ordinary shares relating to options and notes atlgrexercisable or convertible or exercisable or
convertible within 60 days of the date of this tabte deemed outstanding for computing the
percentage of the person holding such securitieafeunot deemed outstanding for computing the
percentage of any other person. Except as indidatdootnote, and subject to community
property laws where applicable, the persons namdki table above have sole voting and
investment power with respect to all shares shosvoemeficially owned by them.

(2) The percentages shown are based on 8,918,647 nrdimares outstanding as of March 28, 2012.

3) Includes (i) 3,447,489 outstanding ordinary sha(iés],435,407 ordinary shares issuable upon
conversion of a convertible note held by Faith @hDevelopment Limited, an affiliate of Mr.
Yeung; (iii) 2,658,947 ordinary shares issuablerughee exercise of currently exercisable warrants
held by Mr. Yeung; and (iv) 450,029 ordinary sharekl by Horsham Enterprises Ltd., a British
Virgin Islands corporation jointly owned by Mesdroward P.L. Yeung and his brother Kenneth
Yeung. Mr. Howard Yeung may be deemed to controlcompany.

4) The shares are held by Horsham Enterprises L&kFitiah Virgin Islands corporation jointly
owned by Messrs. Howard P.L. Yeung and his brakeemeth Yeung.

(5) The address of Messrs. Howard P.L. Yeung and Kénvieting is 2202 Kodak House 11, 39
Healthy Street, North Point, Hong Kong.
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Significant Changes in the Ownership of Major Sharbolders

On February 28, 2012, we entered into a $3.0 milli@n agreement with FCD, an entity
controlled by Mr. Yeung, our controlling sharehaldend Mr. Ben Zion Gruber, a shareholder and board
member of our company. According to this loan agrent, we issued warrants to purchase 1,080,000 and
120,000 ordinary shares to our controlling sharééohand to Mr. Ben Zion Gruber respectively, at an
exercise price of $2.50 per share. These wareaqtise in February 2015.

Major Shareholders Voting Rights
Our major shareholders do not have different votights.
Record Holders

Based on a review of the information provided tdoy#American Stock Transfer & Trust
Company, our transfer agent, as of Ma28h2012, there were 146 holders of record of ouimany
shares, of which 128 record holders holding appnaxely 62.6% of our ordinary shares had registered
addresses in the United States, including bank&eos and nominees. These numbers are not
representative of the number of beneficial holddrsur shares nor are they representative of whech
beneficial holders reside, since many of thesenargishares were held of record by banks, brokers o
other nominees.

B. Related Party Transactions

On October 15, 2007, we entered into a $3.0 milli@m agreement with Mr. Yeung, pursuant to
which, we issued to Mr. Yeung a convertible not ik convertible into ordinary shares at a corigars
price of $2.09 per share. The convertible note wisiglly scheduled to mature on October 14, 2019.
addition, Mr. Yeung received warrants to purchgséouan aggregate of 1,578,947 ordinary shares at a
exercise price of $2.375 per share, exercisabla fmriod of five years beginning on October 18720
Effective as of April 2010, our Audit Committee aBdard of Directors approved an amendment to the
loan transaction according to which the maturitied# the notes and the expiration date of the avasr
has been extended by two years, until October @42 2nd October 15, 2014, respectively. Pursuant t
the Israeli Companies Regulations (Relief from ReldParty Transactions) 5760-2000 and based on a
legal opinion that we received, we determined sihareholder approval was not required for the
amendment to the loan transaction, since it extémelserm of an existing transaction that was duly
approved in accordance with requirements of theelsCompanies Law.

In September 2011, we entered into a revolving Exgneement with FCD, an entity controlled by
Mr. Yeung, our controlling shareholder. The loamsvin the principal amount of $1.7 million, bearing
interest of three month LIBOR + 2.5% per annume Phincipal and all the unpaid interest accrued
thereupon was paid on February 29, 2012 by meaaseft-off against a loan received from Mr. Yeung,
our controlling shareholder and Mr. Ben Zion Grylzeshareholder and board member of our company.
Pursuant to the Israeli Companies Regulations €REthm Related Party Transactions) 5760-2000 and
based on a legal opinion that we received, we deted that shareholder approval was not required fo
this loan because the transaction was at markastén the ordinary course of business and dichaan
our best interests. However, in the event théhtiwil4 days from the date of this Annual Report one
more shareholders holding at least 1% of our vdtigigts so request, this loan will be subject ® th
approval of a general meeting of our shareholders.

In February 2012, we entered into a $3.0 millicen@greement with FCD and Mr. Ben Zion
Gruber. The loan was approved by our Audit Comaridind Board of Directors, and the transaction was
also approved by our shareholders at an extraagdimaeting held in January 2012. FCD provided $2.7
million and Mr. Ben Zion Gruber provided $300,000/e used $1.7 million of the loan to repay in lll
of the amounts due and payable under the Septe2fiiérloan, as described above. We intend to use th
remaining $1.3 million to finance our future opéas, including the continued development of ougIN
Technology and land radar for protection systeffitse loan bears interest at the rate of the grexititree
months LIBOR + 5% per annum, or 7% per annum. réisteis payable quarterly in arrears and the
principal is due on February 28, 2014. In additiom February 28, 2012 we issued to FCD and toBdn
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Zion Gruber, warrants to purchase 1,080,000 ang0DBOordinary shares, respectively, at an exemmise
of $2.50 per share. These warrants may be exdreigkin a period of three years.

C. Interests of Experts and Counsel
Not applicable.

ITEM 8. FINANCIAL INFORMATION

A. Consolidated Statements and Other Financial Infonation
Legal Proceedings

Currently, we are not a party to any legal procegsti however, from time to time we are involved
in legal proceedings arising from the operatioowf business. Based on the advice of our legais®iu
management believes such current proceedingsy,fvéth not have a material adverse effect on our
financial position or results of operations.

Dividend Distribution Policy

We have never paid cash dividends to our sharefwld®&e intend to retain future earnings for
use in our business and do not anticipate payis davidends on our ordinary shares in the fordseea
future. Any future dividend policy will be detemad by the board of directors and will be basechupo
conditions then existing, including our resultpgrations, financial condition, current and apited
cash needs, contractual restrictions and otherittonsl as the board of directors may deem relevant.

According to the Israeli Companies Law, a compamy wahistribute dividends out of its profits, so
long as the company reasonably believes that swatedd distribution will not prevent the compamgrin
paying all its current and future debts. Profits,purposes of the Israeli Companies Law, meaas th
greater of retained earnings or earnings accunlieng the preceding two years. In the evenh cas
dividends are declared, such dividends will be praidIS.

B. Significant Changes

Except as otherwise disclosed in this annual reporsignificant change has occurred since
December 31, 2011.

ITEM 9. THE OFFER AND LISTING

A. Offer and Listing Details
Annual Stock Information

The following table sets forth for each of the yemdicated, the range of high ask and low bid
prices of our ordinary shares on the NASDAQ Capitatket:

Year High Low
2007 ..o $3.00 $1.95
P390 1< ST $2.80 $0.50
2009......cceeeeeeeeeeeee e $3.09 $0.52
P10 o N $2.93 $1.81
10 N $4.48 $1.55
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Quarterly Stock Information

The following table sets forth for each of the fiutlancial quarters in the years indicated, the
range of high ask and low bid prices of our ordyretrares on the NASDAQ Capital Market:

2010 High Low
First Quarter.......cccovvvvveeeeeeeeeiiieienns $2.93 $2.23
Second Quarter.........cceeeeeeeevieeneen. $2.63 $1.81
Third Quarter.........cccceevveeecieeeeeneee. $2.74 $1.91
Fourth Quarter.........ccccceeevvvvveesccweems $2.65 $2.20
2011 High Low
First Quarter.......cccovvvveveeeeeeeeeiieeenns $3.53 $2.14
Second QUarter......cccceveeeeeeeeieiiiiennns $4.48 $2.85
Third Quarter.........cccceevveeecvieeeeeneee. $4.28 $1.80
Fourth Quarter..........cccoeeveeeevveecoeee $2.64 $1.55
2012 High Low
First Quarter (through March 28,

2012) o $2.37 $1.86

Monthly Stock Information

The following table sets forth, for the most recgirtmonths, the range of high ask and low bid
prices of our ordinary shares on the NASDAQ Capitatket:

High Low
October 2011........coovvviiivieeeeees e $2.64 $1.82
November 2011 $2.40 $1.55
December 2011 $2.08 $1.55
January 2012 .......ccoeeeiiieeiiee e $2.37 $1.86
February 2012 .......ccccocoveeeveee $2.20 $1.89
March (through March 28, 2012)..... $2.10 $1.87

B. Plan of Distribution

Not applicable.
C. Markets

Our ordinary shares traded on the NASDAQ Globalkdaunder the symbol "RADIF" from
1985 until June 10, 2002, when the listing of oudimary shares was transferred to the NASDAQ Chpita
Market. On December 13, 2005, we changed our symbol to "RAddd on March 15, 200We changed
our symbol to "RADA."
D. Selling Shareholders

Not applicable.
E. Dilution

Not applicable.

F. Expense of the Issue

Not applicable.
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ITEM 10. ADDITIONAL INFORMATION

A. Share Capital

Not applicable.
B. Memorandum and Articles of Association
Purposes and Objectives of the Company

We are registered with the Israeli Companies Rgg#std have been assigned company number
52-003532-0. Section 2 of our memorandum of assiod provides that we were established for the
purpose of engaging in the business of providimgises of planning, development, consultation and
instruction in the electronics field. In additiahe purpose of our company is to perform varicuparate
activities permissible under Israeli law.

On February 1, 2000, the Israeli Companies Law camoeeffect and superseded most of the
provisions of the Israeli Companies Ordinance (N&ssion), 5743-1983, except for certain provisions
which relate to liens, bankruptcy, dissolution #igdidation of companies. Under the Israeli Comipan
Law, as recently amended, various provisions, soiwehich are detailed below, overrule the current
provisions of our articles of association.

The Powers of the Directors

Under the provisions of the Israeli Companies Lamd our articles of association, a director
cannot participate in a meeting nor vote on a psap@rrangement or contract in which he or she is
materially interested. In addition, our directoesinot vote compensation to themselves or any menahe
their body without the approval of our audit contestand our shareholders at a general meetinglteee
6C. "Directors, Senior Management and Employeesar® Practices — Approval of Related Party
Transactions Under Israeli Law."

The authority of our directors to enter into borinogvarrangements on our behalf is not limited,
except in the same manner as any other transduyios.

Under our articles of association, retirement oéctiors from office is not subject to any age
limitation and our directors are not required tonastares in our company in order to qualify to eexs
directors.

Rights Attached to Shares

Our authorized share capital consists of 16,333@8mary shares of a nominal value of NIS
0.015 each. All outstanding ordinary shares aligllyassued, fully paid and non-assessable. Tilets
attached to the ordinary shares are as follows:

The rights attached to the ordinary shares arelks\s:

Dividend rights.Holders of our ordinary shares are entitled toftlleamount of any cash or share
dividend subsequently declared. The board of threanay declare interim dividends and propose the
final dividend with respect to any fiscal year onlyt of the retained earnings, in accordance vhigh t
provisions of the Israeli Companies Law. Our &8mf association provide that the declaratioa of
dividend requires approval by an ordinary resolutib the shareholders, which may decrease but not
increase the amount proposed by the board of directSee Item 8A. "Financial Information —
Consolidated and Other Financial Information — Bénd Distribution Policy." If after one year aidiend
has been declared and it is still unclaimed, therdbof directors is entitled to invest or utilizest
unclaimed amount of dividend in any manner to andiit until it is claimed. We are not obligatediay
interest or linkage differentials on an unclaiméddgnd.
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Voting rights. Holders of ordinary shares have one vote for @admary share held on all matters
submitted to a vote of shareholders. Such voiigits may be affected by the grant of any spe@tihg
rights to the holders of a class of shares witligpeatial rights that may be authorized in the fatu

An ordinary resolution, such as a resolution fer declaration of dividends, requires approval by
the holders of a majority of the voting rights regented at the meeting, in person, by proxy or tigem
ballot and voting on the matter. Under our araé association, a special resolution, such asdimg
our memorandum of association or articles of asdioci, approving any change in capitalization, virigel
up, authorization of a class of shares with speigals, or other changes as specified in our lagiof
association, requires approval of a special mgjaréipresenting the holders of no less than 75%ef
voting rights represented at the meeting in persgiproxy or by written ballot, and voting on thatter.

Pursuant to our articles of association, our dinecare elected at our annual general meeting of
shareholders for a term of three years by a voteeholders of a majority of the voting power es@nted
and voting at such meeting, and hold office uhi@ third next annual general meeting of sharehslded
until their successors have been elected. Alhtbenbers of our Board of Directors (except the datsi
directors) may be reelected upon completion ofrtfegin of office. For information regarding theeiion
of outside directors, see Item 6C "Directors, SeManagement and Employees - Board Practices -
Election of Directors."

Rights to share in the company's profitSur shareholders have the right to share in cafitp
distributed as a dividend and any other permitisttidution. See this Item 10B. "Additional Infoation
— Memorandum and Articles of Association — Rightsaéhed to Shares — Dividend Rights."

Rights to share in surplus in the event of liquiokat In the event of our liquidation, after
satisfaction of liabilities to creditors, our asseiill be distributed to the holders of ordinaryasts in
proportion to the nominal value of their holdingghis right may be affected by the grant of prefided
dividend or distribution rights to the holders aoflass of shares with preferential rights that inay
authorized in the future.

Liability to capital calls by the companyJnder our memorandum of association and the Israeli
Companies Law, the liability of our shareholdernsted to the par value of the shares held byrthe

Limitations on any existing or prospective majoagholder. See Item 6C. "Directors, Senior
Management and Employees - Board Practices — Appaf\Related Party Transactions Under Israeli
Law."

Changing Rights Attached to Shares

According to our articles of association, in orttechange the rights attached to any class of
shares, unless otherwise provided by the termiseofliass, such change must be adopted by a general
meeting of the shareholders and by a separateaeneeting of the holders of the affected clasé it
majority of 75% of the voting power participatingsuch meeting.

Annual and Special General Meetings

The board of directors must convene an annual ngeefishareholders at least once every
calendar year, within 15 months of the last anmueéting. Depending on the matter to be voted upon,
notice of at least 21 days or 35 days prior toddie of the meeting is required. Our board of dinecmay,
in its discretion, convene additional meetingssgetial general meetings." In addition, the baxrd
directors must convene a special general meeting thee demand of two of the directors, 25% of the
nominated directors, one or more shareholders batiteast 5% of the outstanding share capitaleand
least 1% of the voting power in the company, or onmore shareholders having at least 5% of thimgot
power in the company.

The quorum required for an ordinary meeting of shalders consists of at least two shareholders
present in person or represented by proxy who botépresent, in the aggregate, at least one diittoe
voting rights of the issued share capital. A megetidjourned for lack of a quorum generally is adjed
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to the same day in the following week at the same tind place or any time and place as the director
designate in a notice to the shareholders. Atgbhenvened meeting, the required quorum consisaawf
two members present in person or by proxy.

Limitations on the Rights to Own Securities in OurCompany

Neither our memorandum of association or our @sicif association nor the laws of the State of
Israel restrict in any way the ownership or votofghares by non-residents, except with respestilijects
of countries which are in a state of war with Iérae

Provisions Restricting Change in Control of Our Conpany

The Israeli Companies Law requires that mergensdmn Israeli companies be approved by the
board of directors and general meeting of sharahsldf both parties to the transaction. The apdrol/
the board of directors of both companies is sulifestich board's confirmation that there is noagrable
doubt that after the merger the surviving compaiilybe able to fulfill its obligations towards itseditors.
Each company must notify its creditors about thetemplated merger. Generally, under the Israeli
Companies Law, our articles of association are @geim include a requirement that such merger be
approved by a special resolution of the sharehs|der explained above. The approval of the mdrger
the general meetings of shareholders of the corapasialso subject to additional approval requirgsias
specified in the Israeli Companies Law and regaiestipromulgated thereunder. For purposes of the
shareholders' approval, the merger shall not benddeas granted, unless the court determines otserifi
it is not supported by the majority of the shamgzresented at the general meeting, other than #hases
that are held by the other party to the mergeryarty shareholder holding 25% or more of the ontiitey
share capital of the company or the right to app2&96 or more of the members of the board of dinesct
See Item 6C. "Directors, Senior Management andl&meps — Board Practices — Approval of Related
Party Transactions Under Israeli Law."

The Israeli Companies Law also provides that amiai@gpn of shares of a public company must
be made by means of a special tender offer ifr@salt of the acquisition the purchaser would bezam
25% or greater shareholder of the company and there existing 25% or greater shareholder in the
company. An acquisition of shares of a public campmust also be made by means of a tender oféer if
a result of the acquisition the purchaser woulbbez a 45% or greater shareholder of the company and
there is no existing 45% or greater shareholddnercompany. These requirements do not applyeif th
acquisition (i) was made through a private placerteat received shareholder approval, (ii) was faom
25% shareholder of the company and resulted imat¢kjeirer becoming a 25% shareholder of the company
or (iii) was from a 45% shareholder of the compang resulted in the acquirer becoming a 45%
shareholder of the company. The special tender affist be extended to all shareholders but, thee of
may include explicit limitations allowing the offarnot to purchase shares representing more thaof 5%
the voting power attached to the company's outstgrehares, regardless of how many shares arerehde
by shareholders. The special tender offer mayffieeted only if (i) at least 5% of the voting power
attached to the company's outstanding shares véldoguired by the offeror and (ii) the number airels
tendered in the offer exceeds the number of shvalnese holders objected to the offer.

If, as a result of an acquisition of shares, trguaer will hold more than 90% of the outstanding
shares, the acquisition must be made by meanseoider offer for the entire outstanding sharessuich
event, if less than 5% of the outstanding sharesiar tendered in the tender offer, all the shafd¢ke
company will be deemed as tendered and sold. Henyvéhmore than 5% of the outstanding shares ate n
tendered in the tender offer, then the acquirer nmyacquire any shares at all. The law provides f
appraisal allowing any shareholder to file a motiothe court within six months following the
consummation of a full tender offer. However, ie #vent of a full tender offer, the offeror mayedatine
that any shareholder who accepts the offer willo@entitled to appraisal rights. Such determamatvill
be effective only if the offeror or the company hiasely published all the information that is reiqd to
be published in connection with such full tenddeopursuant to all applicable laws.

In addition, the purchase of 25% or more of thestautding share capital of a company or the
purchase of substantial assets of a company requineler certain conditions the approval of the
Restrictive Practices Authority. Furthermore i tlarget company has received tax incentives aftgra
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from the OCS, changes in ownership may requirethls@pproval of the tax authorities or the OCS, as
applicable.

Disclosure of Shareholders Ownership

The Israeli Securities Law and regulations promiéldahereunder do not require a company
whose shares are publicly traded solely in a séxckange outside of Israel, as in the case of mmpany,
to disclose its share ownership.

Changes in Our Capital

Changes in our capital are subject to the apprafvtile shareholders at a general meeting by a
special majority of 75% of the votes of sharehddmarticipating and voting in the general meeting.

C. Material Contracts
None.
D. Exchange Controls

Israeli law and regulations do not impose any ni@tésreign exchange restrictions on non-lIsraeli
holders of our ordinary shares. In May 1998, a hgewneral permit" was issued under the Israeli €wy
Control Law, 1978, which removed most of the resitshs that previously existed under such law, and
enabled Israeli citizens to freely invest outsifléstael and freely convert Israeli currency intinAsraeli
currencies.

Non-residents of Israel who purchase our ordinhares will be able to convert dividends, if any,
thereon, and any amounts payable upon our dissoldiquidation or winding up, as well as the predse
of any sale in Israel of our ordinary shares tdsaaeli resident, into freely repairable dollarstree
exchange rate prevailing at the time of convergioayided that the Israeli income tax has beentveilth
(or paid) with respect to such amounts or an exemitas been obtained.

Non-residents of Israel who purchase our ordinhares will be able to convert dividends, if any,
thereon, and any amounts payable upon our dissoldiquidation or winding up, as well as the predse
of any sale in Israel of our ordinary shares tdsaaeli resident, into freely repairable dollarstiee
exchange rate prevailing at the time of convergiwayided that the Israeli income tax has beentveilith
(or paid) with respect to such amounts or an exemptas been obtained.

E. Taxation

The following is a discussion of Israeli and Unit&htes tax consequences material to us and our
shareholders. To the extent that the discussibased on new tax legislation which has not bebjestu
to judicial or administrative interpretation, thiews expressed in the discussion might not be aeddyy
the tax authorities in question. The discussiamoisintended, and should not be construed, a$ déega
professional tax advice and does not exhaust aBipke tax considerations.

Holders of our ordinary shares should consult tbein tax advisors as to the United States, Israeli
or other tax consequences of the purchase, owipeaisii disposition of ordinary shares, including, in
particular, the effect of any foreign, state ordlo@xes.

Israeli Tax Considerations

The following is a summary of the current tax stane applicable to companies in Israel, with
special reference to its effect on us. The folloy@lso contains a discussion of the material listae
consequences to purchasers of our ordinary shatesieli government programs benefiting us. This
summary does not discuss all the aspects of Igeelaw that may be relevant to a particular ineem
light of his or her personal investment circumsener to some types of investors subject to special
treatment under Israeli law. Examples of this kafichvestor include residents of Israltraders in
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securities who are subject to special tax reginésovered in this discussion. Since some partbisf
discussion are based on new tax legislation thehbayet been subject to judicial or administmtiv
interpretation, we cannot assure you that the gpjaie tax authorities or the courts will accem tiews
expressed in this discussion.

General Corporate Tax Rate

The Israeli corporate tax rate was 26% in 2009, #2010 and 24% in 2011. On December 5,
2011, the Israeli Parliament, the Knesset, passeddw for Tax Burden Reform (Legislative
Amendments), 2011, which among others, cancelsteféefrom January 1, 2012, the scheduled
progressive reduction in the corporate tax ratd,iaareases the corporate tax rate to 25% in 262 a
thereafter. In view of this increase in the cogtertax rate to 25% in 2012, the real capital gergate
and the real betterment tax rate were also incdeaseordingly. Capital gains derived after Jandary
2003 (the gains derived from the sale of listedigges that are taxed at the prevailing corpotaterates)
are subject to tax at a rate of 25%.

In December 2010, the Israeli Parliament, passed.alw for Economic Efficiency for 2011 and
2012 (Amended Legislation), 2011, which prescrila@song other things, amendments to the Investment
Law, effective as of January 1, 2011. Accordinghi® amendment, the benefit tracks under the Imexst
Law were modified and a uniform tax rate will appbyall of the income of an Approved or Privileged
Enterprise. Companies may elect to irrevocablyl@mgnt the amendment (while waiving benefits
provided under the Investment Law as currentlyfiaat) and subsequently would be subject to the
amended tax rates that are: 2011 and 2012 - 15%8, &0d 2014 - 12.5% and in 2015 and thereafteft.12
We are currently examining the possible effechef@amendment on our financial statements, if atall
has not yet decided whether to apply the amendment.

Law for the Encouragement of Industry (Taxes), 1969

The Law for the Encouragement of Industry (Tax&859, generally referred to as the Industry
Encouragement Law, provides several tax benefitiftustrial companies. We believe that we cursentl
qualify as an "Industrial Company" within the maanbf the Industry Encouragement Law. The Industry
Encouragement Law defines "Industrial Company" esrapany resident in Israel, of which 90% or more
of its income in any tax year, other than of incdnoen defense loans, capital gains, interest axideind,
is derived from an "Industrial Enterprise" ownedibyAn "Industrial Enterprise" is defined as aneprise
whose major activity in a given tax year is indigtproduction activity.

The following corporate tax benefits, among othars,available to Industrial Companies:

e Amortization of the cost of purchased know-how patents and/or right to use a patent
and know-how which are used for the developmemidevancement of the company, over
an eight-year period,;

e Accelerated depreciation rates on equipment arldihgs;

¢ Under specified conditions, an election to file solidated tax returns with additional
related Israeli Industrial Companies; and

e Expenses related to a public offering are deduiiblequal amounts over three years.

Eligibility for the benefits under the Industry Encagement Law is not subject to receipt of prior
approval from any governmental authority. We carassure that we qualify or will continue to quakify
an "Industrial Company" or that the benefits désaxuiiabove will be available in the future.

Law for the Encouragement of Industrial Research ad Development, 1984

Under the Law for the Encouragement of Industrieé&rch and Development, 1984, research
and development programs approved by a governmeorahittee of the OCS are eligible for grants, in
exchange for payment of royalties from revenuegerd by the products developed in accordance with
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the program. Once a project is approved, the Oll&ward grants between 20-50% of the project's
approved budget, in exchange for royalties at@@68% to 6%, depending on the date of approvéti®ef
project, of the proceeds from the sales of the yctedthat are developed from projects funded byO6sS.
These royalties must be paid beginning with theroemcement of sales of those products and ending
when 100% of the dollar value of the grant was icbpg, for projects approved after January 1, 1988,
dollar amount of the grant plus interest at the taBOR for dollar deposits in a twelve-month perio

The terms of this Israeli governmental participatadso require that the products developed with
government grants be manufactured in Israel, urdesgsecial governmental committee, in its discretio
consents to manufacturing abroad. In additiothénevent that any of the manufacturing rights are
transferred out of Israel, if approved by the splegovernmental committee, we may be required o pa
royalties at a higher rate and be liable to andased aggregate pay back amount depending on ttienpo
of manufacturing performed outside of Israel, up tmaximum of 300% of the dollar amount of the gran
or of the dollar amount plus interest, as appliealbhe technology developed pursuant to the tefrtteese
grants may not be transferred outside of Isra@lueling several exceptions, which will be detaibetiow,
and may be transferred to third parties withinésnly with the prior approval of the governmental
committee. This approval is not required for thpak of any products resulting from that research
development. Approval of the transfer of technolagthin Israel may be granted only if the recipient
abides by all of the provisions of this law and tegulations promulgated thereunder, including the
restrictions on the transfer of know-how and thkgaition to pay royalties in an amount that may be
increased. There can be no assurance that thismpnequested at the time of a future transfer of
technology, will be granted.

In June 2005, an amendment to the Research Lawrigeefiective, which amendment was
intended to make the Research Law more compatilhetiae global business environment by, among
other things, relaxing restrictions on the transfiemanufacturing rights outside Israel and ontthasfer
of OCS-funded know-how outside of Israel.

The amendment permits the OCS, among other thioggprove the transfer of manufacturing
rights outside Israel in exchange for an imporifferent manufacturing into Israel as a substitinidieu
of demanding the recipient to pay increased rogsltis described above.

The amendment further permits, under certain cistantes and subject to the OCS's prior
approval, the transfer outside Israel of know-hbat has been funded by OCS, generally in the faligw
cases: (a) the grant recipient pays to the OCSteoopmf the consideration paid for such fundedwrmw
(according to certain formulas), (b) the grant pemit receives know-how from a third party in excha
for its funded know-how, or (c) such transfer afidied know-how arises in connection with certaires/p
of cooperation in research and development aaiiiti

The Research Law imposes reporting requirementsne#ipect to certain changes in the
ownership of a grant recipient. The law requiresghant recipient and its controlling shareholderd
interested parties to notify the OCS of any changmntrol of the recipient or a change in the huig of
the means of control of the recipient that resulis foreign resident becoming an interested pdirgctly
in the recipient.

In addition, the rules of the OCS may require papproval of the OCS or additional information
or representations in respect of certain of su@nesv For this purpose, "control" is defined asahiity to
direct the activities of a company other than dnilitst arising solely from serving as an officerdirector
of the company. A person is presumed to have chifisach person holds 50% or more of the means of
control of a company. "Means of control" referwtting rights or the right to appoint directorstioe
chief executive officer. An "interested party"atompany includes a holder of 5% or more of its
outstanding share capital or voting rights, itse€leixecutive officer and directors, someone whothas
right to appoint its chief executive officer orl@ast one director, and a company with respecthiiciwany
of the foregoing interested parties owns 25% orendithe outstanding share capital or voting rigiiteas
the right to appoint 25% or more of the directors.
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Accordingly, any foreign resident who acquires 5¢tnore of our ordinary shares will be
required to notify the OCS that it has become #er@sted party and to sign an undertaking to comily
the Research Law.

Additionally, procedures regulated under the Redehaw require the grant recipient to obtain
the approval of the OCS, prior to a change in tdihgs of the recipient or change in the holdin§the
means of control of the recipient if the recipigstares are being issued to a foreign persontity and
require the new foreign party to undertake to tigSQ@o comply with the Research Law.

We cannot assure you that we will receive OCS gramthe future. In addition, each application
to the OCS is reviewed separately, and grantsasedoon the program approved by the research
committee. Generally, expenditures supported uathar incentive programs of the State of Israelrat
eligible for grants from the OCS.

In order to meet certain conditions in connectidgthhe grants and programs of the OCS, we
have made some representations to the Israeli gaonaatt about our future plans for our Israeli operst.
From time to time the extent of our Israeli opemas has differed and may in the future differ, froon
representations. If, after receiving grants urgetain of such programs, we fail to meet certaimditions
to those benefits or if there is any material déetafrom the representations made by us to theelsr
government, we could be required to refund to ttaeeSof Israel tax or other benefits previouslyeieed
(including interest and consumer price index lirkagfference) and would likely be denied receipsoth
grants or benefits, and participation of such paatg, thereafter.

Capital Gains Tax on Sales of Our Ordinary Shares

Under income tax regulations shareholders thaharésraeli residents are generally exempt from
Israeli capital gains tax on any gains derived ftbmsale, exchange or disposition of our ordirstugres,
provided that (1) such shareholders did not acgbi shares prior to first initial public offegron a
recognized stock exchange outside of Israel, @)ptiovisions of the Income Tax Law (inflationary
adjustments), 1985 do not apply to such gain, 8hdych gains did not derive from a permanent
establishment or business activity of such shadauslin Israel. However, non-Israeli corporatiauis
not be entitled to the foregoing exemptions if sra¢li resident (i) has a controlling interest 6%2or
more in such non-Israeli corporation, or (i) ig theneficiary of or is entitled to 25% or more fod t
revenues or profits of such non-Israeli corporatishether directly or indirectly.

Under the U.S.-Israel Tax Treaty, the sale, exchanglisposition of our ordinary shares by a
shareholder who is a U.S. resident (for purposeélenf).S.-Israel Tax Treaty) holding the ordindmgies
as a capital asset is exempt from Israeli capaaigtax unless either (i) the shareholder holalectly or
indirectly, shares representing 10% or more ofumting capital during any part of the 12-month pdri
preceding such sale, exchange or disposition Joth@i capital gains arising from such sale arébaitiable
to a permanent establishment of the shareholdatdddn Israel. However, under the U.S.-Israel Tax
Treaty, U.S. Residents would be permitted to claionedit for such taxes against the U.S. fedecalrite
tax imposed with respect to such sale, exchangésposition, subject to limitations in U.S. laws
applicable to foreign tax credits. The treaty doesrelate to U.S. state or local taxes.

Taxation of Foreign Resident Holders of Shares

Non-residents of Israel are generally subjectitaelsincome tax on the receipt of dividends paid o
our ordinary shares at the rate of 20% (25% in R0&Rich tax will be withheld at source, unlessiffedent
rate is provided in a treaty between Israel andgstiaeholder's country of residence. With resjoeat
substantial shareholder, the applicable tax reae25% (30% in 2012 and tax will be withheld airee at a
rate of 25% in 2012). Under the U.S.-Israel Tagafy, the maximum rate of tax withheld in Israel on
dividends paid to a holder of our ordinary sharée e a U.S. resident (for purposes of the U.SadkTax
Treaty) is 25%. However, generally, the maximunre @ftwithholding tax on dividends, not generated by
our Approved Enterprise, that are paid to a U.gaation holding 10% or more of our outstandingng
capital throughout the tax year in which the divides distributed as well as the previous tax ymsar,
12.5%.
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A non-resident of Israel who receives dividendsrfnehich tax was withheld is generally exempt
from the duty to file returns in Israel in respetsuch income; provided such income was not ddrfvem
a business conducted in Israel by the taxpayertlathxpayer has no other taxable sources of indom
Israel.

Foreign Exchange Regulations

Dividends (if any) paid to the holders of our omin shares, and any amounts payable with
respect to our ordinary shares upon dissolutigujdiation or winding up, as well as the proceedanyf
sale in Israel of the ordinary shares to an Israsident, may be paid in non-Israeli currencyifqraid in
Israeli currency, may be converted into freely rapte U.S. dollars at the rate of exchange prengiit
the time of conversion, however, Israeli incomeitasequired to have been paid or withheld on these
amounts.

Controlled Foreign Corporation

In general, and subject to the provisions of dévant legislation, an Israeli resident who holds,
directly or indirectly, 10% or more of the rightsa foreign corporation whose shares are not dyblic
traded, in which more than 50% of the rights ald deectly or indirectly by Israeli residents, aad
majority of whose income in a tax year is considgrassive income (generally referred to as a Cbetro
Foreign Corporation, or CFC), is liable for taxttwe portion of his income attributed to holdingsirch
corporation, as if such income was distributediio &s a dividend.

Share Allocations to Employees

In general, the section of the Tax Ordinance tealsiwith taxation of share allocations to
employees and/or officers (excluding controllingmiers) provides that a company may choose one of
three courses of taxation which course must becagprby the assessing officer: (i) work income seur
for shares held 12 months in trust; (ii) capitahgacourse for shares held 24 months in trust;(&nd
allocation not through a trustee. Each of thesesas has different tax consequences.

As of January 1, 2006, the periods mentioned irfiteetwo courses commence as of the date of
grant and not as of the end of the tax year in Witie shares were granted.

United States Federal Income Tax Consequences

The following is a summary of certain material U&leral income tax consequences that apply to
U.S. Holders who hold ordinary shares as capitgtas This summary is based on the United States
Internal Revenue Code of 1986, as amended, oradlde , dreasury regulations promulgated thereunder,
judicial and administrative interpretations therewfd the U.S.-Israel Tax Treaty, all as in effatthe date
hereof and all of which are subject to change eiphespectively or retroactively. This summary sloet
address all tax considerations that may be relewéhtrespect to an investment in ordinary shargsis
summary does not discuss all the tax consequehatmiy be relevant to a U.S. Holder in light aftsu
holder's particular circumstances or to U.S. Hadribject to special rules, including personsdhamnon-
U.S. Holders, broker-dealers, financial instituipoertain insurance companies, investors liable fo
alternative minimum tax, tax-exempt organizaticegulated investment companies, taxpayers whose
functional currency is not the U.S. dollar, persat® hold the ordinary shares through partnersbips
other pass-through entities, persons who acquireid ordinary shares through the exercise or ctatuei
of employee stock options or otherwise as comp@nrséir services, investors that actually or
constructively own 10 percent or more of our votahgres, and investors holding ordinary sharesdop
a straddle or appreciated financial position opas of a hedging or conversion transaction.

If a partnership or an entity treated as a parhipri®r U.S. federal income tax purposes owns
ordinary shares, the U.S. federal income tax treatrof a partner in such a partnership will gerigral
depend upon the status of the partner and thetaiof the partnership. A partnership that owrdireary
shares and the partners in such partnership skounklilt their tax advisors about the U.S. federedine
tax consequences of holding and disposing of ordislares.
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This summary does not address the effect of anyfédgral taxation other than U.S. federal
income taxation. In addition, this summary doesimclude any discussion of state, local or foreign
taxation.

You are urged to consult your tax advisors regardie foreign and United States federal, state
and local tax considerations of an investment dinary shares.

For purposes of this summary, the term "U.S. Hdldezans an individual who is a citizen or, for
U.S. federal income tax purposes, a resident obthieed States, a corporation or other entity téxals a
corporation created or organized in or under thes laf the United States or any political subdivisio
thereof, an estate whose income is subject toféderal income tax regardless of its source, oust that
(a) is subject to the primary supervision of a tevithin the United States and the control of onenore
U.S. persons or (b) has a valid election in eftexter applicable U.S. Treasury regulations to batéd as
a U.S. person.

Taxation of Dividends

Subiject to the discussion below under "Passiveifmiavestment Companies,” the gross amount
of any distributions received with respect to oaginshares, including the amount of any Israek$ax
withheld therefrom, will constitute dividends for&J) federal income tax purposes to the extent of ou
current and accumulated earnings and profits, Esmeaed under U.S. federal income tax principhésu
will be required to include this amount of dividerid gross income as ordinary income. Distributions
excess of our current and accumulated earningpuaniitis will be treated as a non-taxable returcagbital
to the extent of your tax basis in the ordinaryrehand any amount in excess of your tax basisowill
treated as gain from the sale of ordinary shares."®isposition of Ordinary Shares" below for the
discussion on the taxation of capital gains. Diwigie will not qualify for the dividends-received detion
generally available to corporations under Sectid® @f the Code.

Dividends that we pay in NIS, including the amoahany Israeli taxes withheld therefrom, will
be included in your income in a U.S. dollar amoeedtulated by reference to the exchange rate acetn
the day such dividends are received. A U.S. Holdw®r receives payment in NIS and converts NIS into
U.S. dollars at an exchange rate other than tleemaffect on such day may have a foreign currency
exchange gain or loss that would be treated asanrglincome or loss. U.S. Holders should consdirt
own tax advisors concerning the U.S. tax conseqgatacquiring, holding and disposing of NIS.

Subject to complex limitations, any Israeli withtiolg tax imposed on such dividends will be a
foreign income tax eligible for credit against &UHolder's U.S. federal income tax liability (or,
alternatively, for deduction against income in detieing such tax liability). The limitations setitoin the
Code include computational rules under which fardax credits allowable with respect to specifizssles
of income cannot exceed the U.S. federal incomestatherwise payable with respect to each suchk ofas
income. Dividends generally will be treated a®ign-source passive category income or, in the chse
certain U.S. Holders, general category income foitedl States foreign tax credit purposes. Furthere
are special rules for computing the foreign taxditriémitation of a taxpayer who receives dividends
subject to a reduced tax, see discussion below.SA Holder will be denied a foreign tax creditiwit
respect to Israeli income tax withheld from dividemeceived on the ordinary shares to the extertit su
U.S. Holder has not held the ordinary shares fteadt 16 days of the 31-day period beginning endtte
which is 15 days before the ex-dividend date dh&oextent such U.S. Holder is under an obligaton
make related payments with respect to substangattylar or related property. Any days during whic
U.S. Holder has substantially diminished its ri$koss on the ordinary shares are not counted tbwar
meeting the 16-day holding period required by tladuse. The rules relating to the determinatiothef
foreign tax credit are complex, and you should a@ingith your personal tax advisors to determine
whether and to what extent you would be entitlethi® credit.

Subject to certain limitations, "qualified divideimtome" received by a noncorporate U.S. Holder
in tax years beginning on or before December 31224ill be subject to tax at a reduced maximum tax
rate of 15 percent. Distributions taxable as divids paid on the ordinary shares should qualifytfer15
percent rate provided that either: (i) we are kttito benefits under the income tax treaty betwihen
United States and Israel, or the Treaty, or (& ¢indinary shares are readily tradable on an ésieol
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securities market in the United States and ced#iar requirements are met. We believe that we are
entitled to benefits under the Treaty and thatattiénary shares currently are readily tradableron a
established securities market in the United Stat&swyever, no assurance can be given that the amgin
shares will remain readily tradable. The rate otidan does not apply unless certain holding period
requirements are satisfied. With respect to tidinary shares, the U.S. Holder must have held shahes
for at least 61 days during the 121-day periodr@gg 60 days before the ex-dividend date. The rat
reduction also does not apply to dividends recefvath passive foreign investment companies, see
discussion below, or in respect of certain hedgesitipns or in certain other situations. The l&gien
enacting the reduced tax rate contains specia falecomputing the foreign tax credit limitatioha
taxpayer who receives dividends subject to theaedtiax rate. U.S. Holders of ordinary shares lshou
consult their own tax advisors regarding the eftéd¢hese rules in their particular circumstances.

Disposition of Ordinary Shares

If you sell or otherwise dispose of ordinary shayes will recognize gain or loss for U.S. federal
income tax purposes in an amount equal to therdiffee between the amount realized on the saléher ot
disposition and your adjusted tax basis in therandi shares. Subject to the discussion below uiheer
heading "Passive Foreign Investment Companiesif gam or loss generally will be capital gain agdo
and will be long-term capital gain or loss if yoame held the ordinary shares for more than one atetre
time of the sale or other disposition. In geneaialy gain that you recognize on the sale or otheradition
of ordinary shares will be U.S.-source for purpasiethe foreign tax credit limitation; losses wgkenerally
be allocated against U.S. source income. Deducti@apital losses is subject to certain limitasamder
the Code.

In the case of a cash basis U.S. Holder who res@N8 in connection with the sale or disposition
of ordinary shares, the amount realized will besbasn the U.S. dollar value of the NIS receivedwit
respect to the ordinary shares as determined osettiement date of such exchange. A U.S. Holder wh
receives payment in NIS and converts NIS into UhB¢ates dollars at a conversion rate other thamate
in effect on the settlement date may have a foreigrency exchange gain or loss that would beedrkas
ordinary income or loss.

An accrual basis U.S. Holder may elect the sanartrent required of cash basis taxpayers with
respect to a sale or disposition of ordinary shayesvided that the election is applied consistefidm
year to year. Such election may not be changetbwitthe consent of the Internal Revenue Servictheo
IRS. In the event that an accrual basis U.S. Haldes not elect to be treated as a cash basiay@xp
(pursuant to the Treasury regulations applicabfeteign currency transactions), such U.S. Holday m
have a foreign currency gain or loss for U.S. fatiercome tax purposes because of differences leetwe
the U.S. dollar value of the currency received piléyg on the trade date and the settlement dats;.
such currency gain or loss would be treated asargincome or loss and would be in addition tongai
loss, if any, recognized by such U.S. Holder onsille or disposition of such ordinary shares.

Passive Foreign Investment Companies

For U.S. federal income tax purposes, we will bestered a passive foreign investment
company, or PFIC, for any taxable year in whicheit(i) 75% or more of our gross income is passive
income, or (ii) at least 50% of the average valalloof our assets for the taxable year producarerheld
for the production of passive income. For this jpgi passive income includes dividends, interest,
royalties, rents, annuities and the excess of gaiaslosses from the disposition of assets whicklpce
passive income. If we were determined to be a Réi@©.S. federal income tax purposes, highly comple
rules would apply to U.S. Holders owning ordinamaies. Accordingly, you are urged to consult yaptr t
advisors regarding the application of such rules.

Based on our current and projected income, asedtactivities, we believe that we are not
currently a PFIC nor do we expect to become a Rirt8e foreseeable future. However, because the
determination of whether we are a PFIC is based tipe composition of our income and assets frone tim
to time, there can be no assurances that we wilbecome a PFIC for any future taxable year.
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If we are treated as a PFIC for any taxable yegour holding period, dividends would not
qualify for the reduced maximum tax rate, discusaegave, you would be required to make an annual
return on IRS Form 8621 regarding your ordinaryeland, unless you elect either to treat your
investment in ordinary shares as an investment'qualified electing fund,” or QEF election, or to
"mark-to-market" your ordinary shares, as descrieldw:

. you would be required to allocate income recognizgoh receiving certain dividends or
gain recognized upon the disposition of ordinargreh ratably over the holding period
for such ordinary shares,

. the amount allocated to each year during which mecansidered a PFIC and subsequent
years, other than the year of the dividend payroenisposition, would be subject to tax
at the highest individual or corporate tax ratehascase may be, in effect for that year
and an interest charge would be imposed with régpehe resulting tax liability
allocated to each such year, and

. the amount allocated to the current taxable yedraany taxable year before we became a
PFIC would be taxable as ordinary income in theesuryear.

If you make either a timely QEF election or a tignelark-to-market election in respect of your
ordinary shares, you would not be subject to thesrdescribed above. If you make a timely QEF &lact
you would be required to include in your income dach taxable year your pro rata share of our argin
earnings as ordinary income and your pro rata sbfaver net capital gain as long-term capital gain,
whether or not such amounts are actually distribtieyou. You would not be eligible to make a QEF
election unless we comply with certain applicabli@imation reporting requirements.

Alternatively, if the ordinary shares are considehmarketable stock" and if you elect to
"mark-to-market" your ordinary shares, you will geally include in income any excess of the fair kear
value of the ordinary shares at the close of eaxlyéar over your adjusted basis in the ordinagyesh If
the fair market value of the ordinary shares hatelgated below your adjusted basis at the closkeofax
year, you may generally deduct the excess of thestadl basis of the ordinary shares over its fairkat
value at that time. However, such deductions gdigerauld be limited to the net mark-to-market gsiif
any, that you included in income with respect tohsardinary shares in prior years. Income recoghared
deductions allowed under the mark-to-market prowisj as well as any gain or loss on the disposifon
ordinary shares with respect to which the mark-tokat election is made, is treated as ordinaryrreor
loss (except that loss on a disposition of ordirsdngres is treated as capital loss to the exteribts
exceeds the net mark-to-market gains, if any,ybatincluded in income with respect to such ordinar
shares in prior years). Gain or loss from the digm of ordinary shares (as to which a mark-takat
election was made) in a year in which we are ngéora PFIC, will be capital gain or loss.

Additional Tax on Investment Income

In addition to the taxes on dividends and disposgiof our ordinary shares described above,
recently enacted legislation requires certain Bl@ders that are individuals, estates or trusisapup to
an additional 3.8% tax on net investment incomegkvimay include dividends and capital gains, for
taxable years beginning after December 31, 2012.

Backup Withholding and Information Reporting

Payments in respect of ordinary shares may be cuiojgnformation reporting to the U.S. Internal
Revenue Service and to U.S. backup withholdingataxrate equal to the fourth lowest income tas rat
applicable to individuals (which, under current Jasv28%). Backup withholding will not apply, hoves,
if you (i) are a corporation or come within certaixempt categories, and demonstrate the fact wien s
required, or (ii) furnish a correct taxpayer idéottion number and make any other required cediion.

Backup withholding is not an additional tax. Améawithheld under the backup withholding
rules may be credited against a U.S. Holder's taxSliability, and a U.S. Holder may obtain a redusf
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any excess amounts withheld under the backup wilidgrules by filing the appropriate claim for vefd
with the IRS.

Beginning with the 2011 tax year, U.S. individutdat hold certain specified foreign financial
assets, including stock in a foreign corporatioithwalues in excess of certain thresholds areireduo
file Form 8938 with their U.S. Federal income taturn. Such form requires disclosure of information
concerning such foreign assets, including the vafithe assets. Failure to file the form when regplis
subject to penalties. An exemption from reportipglees to foreign assets held through a U.S. fifenc
institution, generally including a non-U.S. brarmtsubsidiary of a U.S. institution and a U.S. lofaof a
non-US institution. Investors are encouraged tcatirwith their own tax advisors regarding the floss
application of this disclosure requirement to theitestment in ordinary shares.

Any U.S. holder who holds 10% or more in vote dugeaof our ordinary shares may be subject to
certain additional U.S. information reporting regments.

F. Dividend and Paying Agents

Not applicable.
G. Statement by Experts

Not applicable.
H. Documents on Display

We are subject to certain of the reporting requéaets of the Securities and Exchange Act of
1934, as amended, or the Exchange Act, as appitaliforeign private issuers” as defined in Rbed3
under the Exchange Act. As a foreign private isswe are exempt from certain provisions of the
Exchange Act. Accordingly, our proxy solicitatiosse not subject to the disclosure and procedural
requirements of Regulation 14A under the Exchange #@nd transactions in our equity securities hy ou
officers and directors are exempt from reportingd #ire "short-swing" profit recovery provisions cainied
in Section 16 of the Exchange Act. In addition,ave not required under the Exchange Act to fileqokc
reports and financial statements as frequentlysgramptly as U.S. companies whose securities are
registered under the Exchange Act. However, veeviith the Securities and Exchange Commission an
annual report on Form 20-F containing financialesteents audited by an independent accounting firm.
We also submit to the Securities and Exchange Casioni reports on Form 6-K containing (among other
things) press releases and unaudited financiatritdton. We post our annual report on Form 20-Bwn
website (www.rada.com) promptly following the figjrof our annual report with the Securities and
Exchange Commission. The information on our wekisinot incorporated by reference into this annual
report.

This annual report and the exhibits thereto andathgr document we file pursuant to the
Exchange Act may be inspected without charge apéedat prescribed rates at the Securities and
Exchange Commission public reference room at 18@r&et, N.E., Room 1580, Washington, D.C. 20549.
You may obtain information on the operation of Bexurities and Exchange Commission's public
reference room in Washington, D.C. by calling tlee8ities and Exchange Commission at 1-800-SEC-
0330. The Exchange Act file number for our Se@sitind Exchange Commission filing®9R0-15375

The Securities and Exchange Commission maintamsbasite atvww.sec.govhat contains
reports, proxy and information statements, andratifermation regarding registrants that make etedt
filings with the Securities and Exchange Commissisimg its EDGAR (Electronic Data Gathering,
Analysis, and Retrieval) system.

The documents concerning our company that areresféo in this annual report may also be
inspected at our offices located at 7 Giborei Is&reet, Netanya 42504, P.O 8606, Israel.

l. Subsidiary Information

Not applicable.
61

6991232.2



ITEM 11. QUANTITATIVE AND QUALITATIVE DISCLOSURE ABOUT MARKET RISKS

Interest Rate Risk

We currently do not invest in, or otherwise holat, frading or other purposes, any financial
instruments subject to market risk. We pay inteoesour credit facilities, convertible notes andd-term
and short-term loans based on Libor, for dollaredeimated loans, and Israeli prime or adjustment
differences to the Israeli consumer price indeksfume of our NIS-denominated loans. As a result,
changes in the general level of interest ratestijraffect the amount of interest payable by uderrthese
facilities. However, we expect our exposure tokatrisk from changes in interest rates to be matiamd
not material. Therefore, no quantitative tabulacibsures are required.

Foreign Currency Exchange Risk

The depreciation of the NIS against the dollarthaseffect of reducing the dollar amount of any
of our expenses or liabilities which are payabl&li§ (unless such expenses or payables are lirkétbt
dollar). As of December 31, 2011, we had liakaBtpayable in NIS which are not linked to the ddta
the amount 0$6.3 million and cash and receivables in the amotis2.6 million denominated in NIS.
Accordingly, 1% appreciation of the NIS against tlodlar would increase our financing expenses by
approximately $90,000. A 1% depreciation of th&dbainst the dollar would decrease our financing
expenses by the same amount. Neither a 10% ircreasdecrease in current exchange rates woulddave
material effect on our consolidated financial statats However, the amount of liabilities payable and/or
cash and receivables in NIS is likely to changenftome to time.

Because exchange rates between the NIS and tlz flotituate continuously, exchange rate
fluctuations and especially larger periodic devadres will have an impact on our profitability apdriod-
to-period comparisons of our results. The effe€f®reign currency re-measurements are reportediin
consolidated financial statements in continuingrapens.

ITEM 12. DESCRIPTION OF SECURITIES OTHER THAN EQUITY SECURITIES

Not applicable.

PART II
ITEM 13. DEFAULTS, DIVIDEND ARREARAGES AND DELINQUENCIES
None.
ITEM 14. MATERIAL MODIFICATIONS TO THE RIGHTS OF SECURITY HOLDERS
AND USEOF PROCEEDS
None.
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ITEM 15. CONTROLS AND PROCEDURES

Disclosure Controls and Procedures

We maintain disclosure controls and proceduresatetiesigned to ensure that information
required to be disclosed in its Exchange Act repiartecorded, processed, summarized and reported
within the time periods specified in the Securitisl Exchange Commission's rules and forms, and tha
such information is accumulated and communicateslitachief executive officer and chief financial
officer to allow timely decisions regarding requirgisclosure. Our management, including our chief
executive officer and chief financial officer, carafled an evaluation of our disclosure controls and
procedures, as defined under Exchange Act Rulelb8a), as of the end of the period covered by this
Annual Report on Form 20-F. Based upon that etialnaour chief executive officer and chief finaaici
officer have concluded that, as of such date, @al@sure controls and procedures were effective.

Management's Annual Report on Internal Control overFinancial Reporting

Our management is responsible for establishingnaaidtaining adequate internal control over our
financial reporting. Internal control over finaatreporting is defined in Rule 13a-15(f) or 15df15
promulgated under the Securities Exchange Act 8f18s a process designed by, or under the supervisi
of, the company's principal executive and principencial officers and effected by the compangard
of directors, management and other personnel,avige reasonable assurance regarding the reliabilit
financial reporting and the preparation of finahstatements for external purposes in accordante wi
generally accepted accounting principles and iredutiose policies and procedures that:

. pertain to the maintenance of records that in messie detail accurately and fairly reflect
the transaction and dispositions of the assetseo€dmpany;

. provide reasonable assurance that transactionse@eded as necessary to permit
preparation of financial statements in accordanitle generally accepted accounting
principles, and that receipts and expenditureb®ttbmpany are being made only in
accordance with authorizations of management amedtdirs of the company; and

. provide reasonable assurance regarding preventibmely detection of unauthorized
acquisition, use or disposition of the company&etssthat could have a material effect on
the financial statements.

Because of its inherent limitations, internal cohaver financial reporting may not prevent or
detect misstatements. Projections of any evalnatieffectiveness to future periods are subjethéorisk
that controls may become inadequate because ofjekan conditions, or that the degree of compliance
with the policies or procedures may deteriorate.

Our management assessed the effectiveness oftetmahcontrol over financial reporting as of
December 31, 2011. In making this assessmentnanagement used the criteria set forth by the
Committee of Sponsoring Organizations of the Tremgd@ommission (COSO) in Internal Control-
Integrated Framework. Based on that assessmantanagement concluded that as of December 31,
2011, our internal control over financial reportisgeffective.

Changes in Internal Control over Financial Reportirg
There was no change in our internal control oveairfcial reporting that occurred during the

period covered by this annual report that has riaieaffected, or is reasonably likely to matelyaffect,
our internal control over financial reporting.
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ITEM 16. RESERVED.

ITEM 16A. AUDIT COMMITTEE FINANCIAL EXPERT

Our board of directors has determined that thatBfirAkavia, one of our outside directors, within
the meaning of the Israeli Companies Law, and dapendent director, as defined by the rules of the
Securities and Exchange Committee and NASDAQ, ntbetdefinition of an audit committee financial
expert, as defined by rules of the Securities axch&nge Commission. For a brief listing of Mr. Alas
relevant experience, see Item 6.Birectors, Senior Management and Employees -- Darscand Senior
Management

ITEM 16B. CODEOF ETHICS

We have adopted a code of ethics that appliesrtoluaf executive officer and all senior financial
officers of our company, including the chief fingadwfficer, chief accounting officer or control|esr
persons performing similar functions. Written agpof our code of ethics are available upon requést
we make any substantive amendment to the codéiokedr grant any waivers, including any implicit
waiver, from a provision of the codes of ethics,wikk disclose the nature of such amendment or efdn
our website.

ITEM 16C. PRINCIPAL ACCOUNTANT FEESAND SERVICES

Independent Registered Public Accounting Firm Fees

The following table sets forth, for each of the ngeimdicated, the fees billed by our principal
independent registered public accounting firm. dklsuch fees were pre-approved by our Audit
Committee.

Year Ended December 31

Services Rendered: 2010 2011
0 Lo 11 A (1 SR $96,000 $99,000
Other ....ooooiiii e 15,000 (2) -
TOtal e, $111,000 $99,000

(1) Audit fees relate to audit services provideddach of the years shown in the table, including
fees associated with the annual audit and revidwsiointerim financial results, consultations on
various accounting issues and audit services peovild connection with other statutory or regulatory
filings.

(2) This amount relates to services provided imaztion with a proposed financing.

Pre-Approval Policies and Procedures

Our Audit Committee has adopted a policy and prapesifor the pre-approval of audit and non-
audit services rendered by our independent regidtaccounting firm, Kost Forer Gabbay & Kasierer, a
Member of Ernst & Young Global. Pre-approval ofait or non-audit service may be given as a ggner
pre-approval, as part of the audit committee's aggrof the scope of the engagement of our indepeind
auditor, or on an individual basis. The policylghits retention of the independent public accontso
perform the prohibited non-audit functions defime®ection 201 of the Sarbanes-Oxley Act or thesuf
the Securities and Exchange Committee, and alsgresgthe Audit Committee to consider whether
proposed services are compatible with the indeperaef the public accountants.

ITEM 16D. EXEMPTIONS FROM THE LISTING STANDARDS FORAUDIT COMMITTEES

Not applicable.
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ITEM 16E. PURCHASEOF EQUITY SECURITIES BY THE ISSUERAND AFFILIATED
PURCHASERS

Issuer Purchase of Equity Securities

Neither we, nor any "affiliated purchaser" of oonmgpany, has purchased any of our securities
during 2011.

ITEM 16F. CHANGESIN REGISTRANT'S CERTIFYING ACCOUNTANT

None.

ITEM 16G. CORPORATEGOVERNANCE

Under NASDAQ Stock Market Rule 5615(a)(3), forefmivate issuers, such as our company, are
permitted to follow certain home country corporgteernance practices instead of certain provisadns
the NASDAQ Stock Market Rules. A foreign privasstier that elects to follow a home country practice
instead of any of such NASDAQ rules must submN&SDAQ, in advance, a written statement from an
independent counsel in such issuer's home couettifying that the issuer's practices are not doivéd by
the home country's laws.

In May 2005 and August 2005, we informed NASDAQtthva do not comply with the following
requirements of Rule 5615(a)(3), and instead follenaeli law and practice in respect of such
requirements:

. The requirement to maintain a majority of indeperadgrectors, as defined under the
NASDAQ Marketplace Rules. Instead, under Isramsili bnd practice, we are required to
appoint at least two outside directors, within theaning of the Israeli Companies Law,
to our board of directors. In addition, in accordamith the rules of the Securities and
Exchange Commission and NASDAQ, we have the maddhtee independent
directors, as defined by the rules of the Secugriied Exchange Commission and
NASDAQ, on our audit committee. See above in lt@s 6C. "Directors, Senior
Management and Employees - Board Practices - Imdkgme and Outside Directors.

) The requirement that our independent directors hegelarly scheduled meetings at
which only independent directors are present. Wistaeli law independent directors are
not required to hold executive sessions.

. The requirement regarding the nominations proaasdifectors. Instead, we follow
Israeli law and practice in accordance with whiahn lboard of directors recommends
directors for election by our shareholders. Semvalin this Item 6C. "Directors, Senior
Management and Employees - Board Practices - Bleofi Directors."

. The requirement regarding the compensation of @ffic Instead, we follow Israeli law
and practice. Under the Israeli Companies Lalgrahngements as to compensation of
office holders who are not directors require thprapal of the board of directors if the
transaction is not an "extraordinary transactiamfess a company's articles of
association provide otherwisand if such transaction is an "extraordinary tratiea," it
requires the approval of the audit committee aedoibard of directors, in that order. The
compensation of office holders who are directorsinme approved by our Audit
Committee, Board of Directors and shareholderthan order.

ITEM 16H. MINE SAFETY DISCLOSURE

Not applicable.

65

6991232.2



PART IlI

ITEM 17. FINANCIAL STATEMENTS
Not applicable.
ITEM 18. FINANCIAL STATEMENTS

Consolidated Financial Statements

Index to Financial State@MENLS .........cooi s cceee et eee e e e e e o
Report of Independent Registered Public Accourfimgm
Consolidated Balance ShEELS............uvicceeeeeeiiiiiiiiiiiies e e et eeae e e e
Consolidated Statements of OPErationsS......ccccccciviiiiiiiiiiiiiee e

Consolidated Statements of Changes in SharehOEBUEY .............cccooeeeiiivveeninvnnnnee. F-6
Consolidated Statements 0f Cash FIOWS ........c.cuueiiiiiiiiiiiieeeeeeee e e, F-7 - F-8
Notes to Consolidated Financial StatemMENtS .....cceu.iiiviiiiiiiiiiiec e F-9 - F-32
ITEM 19. EXHIBITS

Index to Exhibits
Exhibit Description

1.1 Memorandum of Association of the Registrant (1)
1.2 Articles of Association of the Registrant (1)
2.1 Specimen of Share Certificate (1)
4.2 2003 Employee Stock Option Plan, as amended (2)
4.3 Loan Agreement dated July 1, 2008, betweeR#wstrant and Faith Content Development
Ltd. (3)
4.4 Joint Venture Agreement dated July 2, 2008yéen the Registrant and Faith Content
Development Ltd. (4)
45 License Agreement dated July 2, 2008 betwesiRdgistrant and Faith Content Development
Ltd. (5)
8.1 List of Subsidiaries of the Registrant
12.1 Certification of the Chief Executive Officaurguant to Rule 13a-14(a) under the Securities
Exchange Act, as amended
12.2 Certification of the Chief Financial Officeagguant to Rule 13a-14(a) under the Securities
Exchange Act, as amended
13.1 Certification of the Chief Executive Officaunguant to 18 U.S.C. 1350, as adopted pursuant
to Section 906 of the Sarbanes-Oxley Act of 2002
13.2 Certification of the Chief Financial Officeungsuant to 18 U.S.C. 1350, as adopted pursuant to
Section 906 of the Sarbanes-Oxley Act of 2002
15.1 Consent of Kost Forer Gabbay & Kasierer, a ldenof Ernst & Young Global

101.INS  XBRL Instance Document.*

101.SCH XBRL Taxonomy Extension Schema Document.*
101.CAL XBRL Taxonomy Calculation Linkbase Documg&nt
101.LAB XBRL Taxonomy Label Linkbase Document.*

101.PRE XBRL Taxonomy Presentation Linkbase Docurmen
101.DEF XBRL Taxonomy Extension Definition Linkba@ecument.*

* Pursuant to Rule 406T of Regulation S-T, theserarctive data files are deemed not filed or pha o
registration statement or prospectus for purpos&gctions 11 or 12 of the Securities Act of 1938,
amended, are deemed not filed for the purposesdfd 18 of the Securities and Exchange Act 04193
amended, and otherwise are not subject to liahilityer those sections.

@) Filed as an exhibit to our Annual Report on ForrP2for the year ended December 31, 2000 and
incorporated herein by reference.

2) Filed as an exhibit to our Annual Report on ForrP2@r the year ended December 31, 2002 and
incorporated herein by reference.

?3) Filed as Exhibit 4.4 to our Annual Report on For@aR2for the year ended December 31, 2008 and
incorporated herein by reference.

4) Filed as Exhibit 4.5 to our Annual Report on FordaR2for the year ended December 31, 2008 and
incorporated herein by reference.

(5) Filed as Exhibit 4.6 to our Annual Report on For@aR2for the year ended December 31, 2008 and

incorporated herein by reference.
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SIGNATURES

The registrant hereby certifies that it meets fithe requirements for filing on Form 20-F and thdtas
duly caused and authorized the undersigned totsigrannual report on its behalf.

RADA ELECTRONIC INDUSTRIES LTD.

By: [s/Zvi Alon
Name: Zvi Alon
Title:  Chief Executive Officer

Dated: March 29, 2012
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Exhibit 8.1

LIST OF SIGNIFICANT SUBSIDIARIES

Beijing Huarui Aircraft Components Maintenance &etvices Co., an 80%-owned subsidiary organiz&thina.
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Exhibit 12.1

CERTIFICATION OF PRINCIPAL EXECUTIVE OFFICER
Pursuant to Rule 13a-14(a) under the Securities EkRange Act of 1934, as amended

I, Zvi Alon, certify that:
1. | have reviewed this annual report on Form 2if-RADA Electronic Industries Ltd.;

2. Based on my knowledge, this report does notadorany untrue statement of a material fact ortdmstate a
material fact necessary to make the statements,nratight of the circumstances under which sudaieshents
were made, not misleading with respect to the pec@vered by this report;

3. Based on my knowledge, the financial statememtd other financial information included in théport, fairly
present in all material respects the financial dom results of operations and cash flows of¢heypany as of,
and for, the periods presented in this report;

4. The company's other certifying officer and & aesponsible for establishing and maintainingldgae controls
and procedures (as defined in Exchange Act Rulasl58) and 15d-15(e)) and internal control oveariicial
reporting (as defined in Exchange Act Rules 13d}E5(d 15d-15(f)) for the company and have:

(a) Designed such disclosure controls and proesgdwr caused such disclosure controls and proesdarbe
designed under our supervision, to ensure thatriahiaformation relating to the company, includiitg
consolidated subsidiaries, is made known to ustbgre within those entities, particularly during theriod
in which this report is being prepared;

(b) Designed such internal control over finanadi@porting, or caused such internal control ovearfitial
reporting to be designed under our supervisiorpravide reasonable assurance regarding the rétjabfl
financial reporting and the preparation of finahgtatements for external purposes in accordande wi
generally accepted accounting principles;

(c) Evaluated the effectiveness of the compangsl@sure controls and procedures and presentddsimeport
our conclusions about the effectiveness of thel@lisice controls and procedures, as of the endeopériod
covered by this report based on such evaluatiash; an

(d) Disclosed in this report any change in the gany's internal control over financial reportingtttoccurred
during the period covered by the annual report theg materially affected, or is reasonably likety t
materially affect, the company's internal contre¢ofinancial reporting; and

5. The company's other certifying officer and véalisclosed, based on our most recent evaluafionternal
control over financial reporting, to the compamgtglitors and the audit committee of the compangyard of
directors (or persons performing the equivalentfiom):

(a) All significant deficiencies and material weakses in the design or operation of internal obrawer
financial reporting which are reasonably likelyadversely affect the company's ability to reconacpss,
summarize and report financial information; and

(b) Any fraud, whether or not material, that inved management or other employees who have aismtifole
in the company's internal control over financigloging.

Date: March 29, 2012

[s/Zvi Alon *
Zvi Alon
Chief Executive Officer

* The originally executed copy of this Certificatiovill be maintained at the Company's offices aiiltilve
made available for inspection upon request.
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Exhibit 12.2

CERTIFICATION OF CHIEF FINANCIAL OFFICER
Pursuant to Rule 13a-14(a) under the Securities Ekange Act of 1934, as amended

I, Shiri Lazarovich, certify that:
1. | have reviewed this annual report on Form 2if-RADA Electronic Industries Ltd.;

2. Based on my knowledge, this report does notadorany untrue statement of a material fact ortdmstate a
material fact necessary to make the statements,nratight of the circumstances under which sucteshents
were made, not misleading with respect to the pec@vered by this report;

3. Based on my knowledge, the financial statememtd other financial information included in théport, fairly
present in all material respects the financial @ results of operations and cash flows oftbenpany as of,
and for, the periods presented in this report;

4. The company's other certifying officer and & aesponsible for establishing and maintainingldgae controls
and procedures (as defined in Exchange Act Rulesl58) and 15d-15(e)) and internal control ovearicial
reporting (as defined in Exchange Act Rules 13d}x6(d 15d-15(f)) for the company and have:

(a) Designed such disclosure controls and proesgr caused such disclosure controls and proesdarbe
designed under our supervision, to ensure thatriabhiaformation relating to the company, includiitg
consolidated subsidiaries, is made known to ustbgre within those entities, particularly during theriod
in which this report is being prepared;

(b) Designed such internal control over finandieporting, or caused such internal control oveariirial
reporting to be designed under our supervisiorpravide reasonable assurance regarding the rétjabfl
financial reporting and the preparation of finahgtatements for external purposes in accordante wi

generally accepted accounting principles;

(c) Evaluated the effectiveness of the compangsl@sure controls and procedures and presentddsimeport
our conclusions about the effectiveness of the@lisice controls and procedures, as of the endeopémiod
covered by this report based on such evaluatiamh; an

(d) Disclosed in this report any change in the gany's internal control over financial reportingtttoccurred
during the period covered by the annual report theg materially affected, or is reasonably likety t
materially affect, the company's internal contrebofinancial reporting; and

5. The company's other certifying officer and véalisclosed, based on our most recent evaluafianternal
control over financial reporting, to the compamgtiglitors and the audit committee of the companyard of
directors (or persons performing the equivalentfiom):

(a) All significant deficiencies and material weakses in the design or operation of internal obraver
financial reporting which are reasonably likelyadversely affect the company's ability to reconacpss,
summarize and report financial information; and

(b) Any fraud, whether or not material, that inved management or other employees who have aismtifole
in the company's internal control over financigdoging.

Date: March 29, 2012
[s/Shiri Lazarovich *

Shiri Lazarovich
Chief Financial Officer

* The originally executed copy of this Certificatiovill be maintained at the Company's offices aiiltibve
made available for inspection upon request.
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Exhibit 13.1

CERTIFICATION PURSUANT TO 18 U.S.C. SECTION 1350
AS ADOPTED PURSUANT TO SECTION 906 OF THE SARBANESOXLEY ACT OF 2002

In connection with the Annual Report of RADA Elemtic Industries Ltd. (the "Company") on Form 20-F
for the period ending December 31, 2011 as filetth tie Securities and Exchange Commission on tteeldaeof
(the "Report"), I, Zvi Alon, Chief Executive Officef the Company, certify, pursuant to 18 U.S.@380, as
adopted pursuant to § 906 of the Sarbanes-OxlepA2002, that:

(1) The Report fully complies with the requireneeaf section 13(a) or 15(d) of the Securities Exglea
Act of 1934; and

(2) The information contained in the Report faphgsents, in all material respects, the finarmaldition

and result of operations of the Company.

By: Is/Zvi Alon *
Zvi Alon
Chief Executive Officer

Date: March 29, 2012

* The originally executed copy of this Certificatiovill be maintained at the Company's offices aiiltibve
made available for inspection upon request.
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Exhibit 13.2

CERTIFICATION PURSUANT TO 18 U.S.C. SECTION 1350
AS ADOPTED PURSUANT TO SECTION 906 OF THE SARBANESOXLEY ACT OF 2002

In connection with the Annual Report of RADA Elemtic Industries Ltd. (the "Company") on Form 20-F
for the period ending December 31, 2011, as filét the Securities and Exchange Commission on éte ldereof
(the "Report"), |, Shiri Lazarovich, Chief Finanictafficer of the Company, certify, pursuant to 18LC. § 1350,
as adopted pursuant to § 906 of the Sarbanes-@xiegf 2002, that:

(1) The Report fully complies with the requireneeaf section 13(a) or 15(d) of the Securities Exgjea
Act of 1934; and

(2) The information contained in the Report faphgsents, in all material respects, the finarmaldition
and result of operations of the Company.

By: /s/Shiri Lazarovich*
Shiri Lazarovich
Chief Financial Officer

Date: March 29, 2012

* The originally executed copy of this Certificatiovill be maintained at the Company's offices aiiltilve
made available for inspection upon request.
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Exhibit 15.1

CONSENT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

We consent to the incorporation by reference inRlegistration Statements on Form F-3 (No. 333-1855.
333-117954 and No. 333-150197) and Form S-8 (N8-133.437) of our report dated March 29 2012, witbpect
to the consolidated financial statements of RADAdHonic Industries Ltd. included in the Annual Bemn Form
20-F for the year ended December 31, 2011.

/sl Kost Forer Gabbay and Kasierer
Kost Forer Gabbay and Kasierer
A Member of Ernst & Young Global

Haifa, Israel
March 29, 2012
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