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RADA ELECTRONIC INDUSTRIES LTD. AND ITS SUBSIDIARIE S

CONDENSED INTERIM CONSOLIDATED BALANCE SHEETS

U.S. dollars in thousands

ASSETS

CURRENT ASSETS

Cash and cash equivale

Restricted cas

Trade receivables, net

Contract assets (Note

Other accounts receivable and prepaid expe
Inventories (Note 5)

Current assets related to discontinued operatidate(1b

Total current asse

NON CURRENT ASSET¢
Long-term receivable and other depc
Property, plant and equipment, net (Note 6)
Long-term assets related to discontinued operationse(Mo
Total non-current assets

Total assets

June 30, December 31,
2018 2017
Unaudited
$ 15,55¢ $ 12,417
427 322
5,051 7,286
1,18¢ 1,14(
491 33C
7,037 7,910
2,13( 2,46¢
31,87 31,87
72 68
4,232 3,915
281 31¢
4,585 4,302
$ 36,462 $ 36,175

The accompanying notes are an integral part ofutheudited interim condensed

statements.
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RADA ELECTRONIC INDUSTRIES LTD. AND ITS SUBSIDIARIE S

CONDENSED INTERIM CONSOLIDATED BALANCE SHEETS

U.S. dollars in thousands (except share and per steadata)

LIABILITIES AND SHAREHOLDERS' EQUITY

CURRENT LIABILITIES:
Trade payable
Other accounts payable and accrued expenses
Advances from custome
Contract liabilities (Note -
Current liabilities related to discontinued opeyas (Note 1b)

Total current liabilities

LONG-TERM LIABILITIES:
Accrued severance pay and other long term lia

Total long-term liabilities

SHAREHOLDERS EQUITY:
Shere capital (Note 9-
Ordinary Shares of NIS 0.03 par value - Authorizeab,000,000
shares at June 30, 2018 and 37,500,000 at Dec&hp2017,
respectively; Issued and outstanding: 32,895,576ia¢ 30, 2018 and
31,392,040 at Decemt 31, 2017, espectivel
Additional paicin capita
Accumulated other comprehensive income
Accumulated defic

Total RADA Electronic Industries shareholders' ¢y
Non-controlling interest

Total shareholders’ equity

Total liabilities and shareholders’ equity

June 30, December 31,

2018 2017
Unaudited

$ 2,227 $ 2,90¢
2,276 2,814
11¢€ 41
431 14¢E
411 328
5,461 6,232
76C 75¢€
760 758
34¢ 33t
106,11( 104,92:
105 392
(76,854 (77,124
29,70¢ 28,52¢
532 659
30,241 29,185
$ 36,462 $ 36,175

The accompanying notes are an integral part offitieeim condensed consolidated financial statements
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RADA ELECTRONIC INDUSTRIES LTD. AND ITS SUBSIDIARIE S

CONDENSED INTERIM CONSOLIDATED STATEMENTS OF OPERA TIONS (UNAUDITED)

U.S. dollars in thousands (except share and per steadata)
Six months ended

June 30,
2018 2017
Unaudited
Revenue:
Products $ 12,036 $ 9,371
Service 56( 621
12,596 9,992
Cost of revenue
Product 7,951 6,59¢
Services 86 60
8,03i 6,65¢
Gross profit 4, 55¢ 3,33:
Operating expenses:
Research and development, 1,28¢ 40€
Marketing and sellin 1,28¢ 85k
General and administrative 1,682 1,212
Total operating expens 4,25( 2,47:
Operating incorr 30¢ 86(
Total financial income (expenses), net (Note 3 (9)
Net income from continuing operatic 31z 851
Net income (loss) from discontinued operat (Note 1b (97) 40
Net income $ 215 $ 891
Net income (loss) attributable to non controllimgueholder  $ (55) $ 8
Net income attributable to RADA Electronic Induesst
shareholde! $ 27C $ 88:
Basic and diluted net income from continuing
operations per ordinary shares $ 0.01 $ 0.0<
Basic and diluted net income (loss) from discorghu
operations per Ordinary share $ 0.00 $ 0.00
Basic and diluted net income per Ordinary share $ 0.01 $ 0.0<
Weighted average number of Ordinary Shares used for
computing basic net income per share 32,745,620 21,780,651
Weighted average number of Ordinary Shares used for
computing diluted net income per st 33,269,37 26,475,84

The accompanying notes are an integral part oiintieeim condensed consolidated financial statement
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RADA ELECTRONIC INDUSTRIES LTD. AND ITS SUBSIDIARIE S

CONDENSED INTERIM CONSOLIDATED STATEMENTS OF COMPRE HENSIVE INCOME
(UNAUDITED)

U.S. dollars in thousands (except share and per steadata)

Six months ende:

June 30,
201¢ 2017

Unaudited
Net incom 21t 891
Other comprehensive income (loss),
Change in foreign currency translation adjustt (359 74
Total comprehensivincome (loss) (144 96E
Less: comprehensive incor(loss) attributable to n«-
controlling interes (127 24
Comprehensive income (loss) attributable to RADAdHIonic
Industries' shareholde $ (@17 $ 941

The accompanying notes are an integral part ointleeim condensed consolidated financial statements
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RADA ELECTRONIC INDUSTRIES LTD. AND ITS SUBSIDIARIE S

CONDENSED INTERIM CONSOLIDATED STATEMENTS OF CHANGE S IN EQUITY (UNAUDITED)
U.S. dollars in thousands (except share data)

Accumulated

Number of Additional other Non
Ordinary Share paid-in comprehensive Accumulated  controlling Total
shares capital capital income (loss’ deficit interest equity
Balance at January 1, 2017 21,24650 $ 250 $ 89,407 $ 222 $ (79,363) $ 513 $ 11,029
Sharebased compensation employee: - - 55¢ - - - 55¢€
Exercise of warran 4,218,12 36 2,10t - - - 2,141
Conversion of convertible loan to Ordinary
Share 1,322,91 11 3,16¢ - - - 3,17t
Issuance of shares, net of issuance costs of
$174 4,604,50i 38 9,688 - - - 9,726
Net incomi - - - - 2,23¢ 103 2,34
Other comprehensive incol - - - 17C - 43 21%
Balance at December 31, 2( 31,392,04 $ 33t $ 104,92: $ 392 $ (77,124 $ 65¢ $ 29,18¢
Share-based compensation to employees - - 40C - - - 40C
Issuance of shares and warr: 1,503,53 13 787 - - - 80C
Netincome (loss - - - - 27C (55) 215
Other comprehensivoss - - - (287 - (72) (359
Balance at June 30, 2018 (unaudi 32,89557 $ 348 $ 106,110 $ 105 $ (76,854) $ 532 $ 30,241

The accompanying notes are an integral part ofitieeim condensed consolidated financial statements
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RADA ELECTRONIC INDUSTRIES LTD. AND ITS SUBSIDIARIE S

CONDENSED INTERIM CONSOLIDATED STATEMENTS OF CASH F LOWS (UNAUDITED)

U.S. dollars in thousands

Cash flows from operating activitit

Net income

Adjustments required to reconcile net income tocash used in
operating activitie:
Depreciation, amortization and impairment
Extinguishment and amortization expenses relatdeneficial
conversion feature of convertible lo.
Severance pay, net
Sharebased compensation to employ
Decrease (increase) in trade receivable:
Increase in other accounts receivable and prepaenses
Decrease (increase) in contract as
Increase (decase) in contract liabiliti¢
Decrease (increase) in inventories
Increase (decrease) in trade paye
Decrease in other accounts payable and accrueds

Net cash provided by operating acties from continuing operatio

Cash flows from investing activitie
Purchase of property, plant and equipr
Increase (decrease) in long-term receivables apdsite

Net cash by used in investingtivities from continuing operatio

Cash flows from financing activitie
Repayment of short-term bank credit, net
Issuance of shares and warrants

Net cash provided by financing activities from goning operations

Net cash provided by (used in) operating activifiesn discontinued
operation

Net cash used in investing activities from disawnéid operations

Effect of exchange rate changes of discontinuedadipa on cash and

cash equivalen

8346951.1

Six months ended

June 30,
2018 2017
Unaudited
215 $ 891
614 297
- 19
23 72
40C 24¢
2,23¢ (854
(167) (222)
(48) 711
28¢ (200
602 (858)
(808 291
(484 (325
2,86¢ 71
(529 (659
2 27)
(527 (686
- (53)
80C 42C
800 367
915 (237)
(2 (2
(399 (117




RADA ELECTRONIC INDUSTRIES LTD. AND ITS SUBSIDIARIE S

CONDENSED INTERIM CONSOLIDATED STATEMENTS OF CASH F LOWS (UNAUDITED)

U.S. dollars in thousands

Six months ended

June 30,
2018 2017
Unaudited
Increase (decrease) in cash and cash equivalehtestnicted cas 3,65 (598,
Cash and cash equivalents and restricted cask betfinning of the
period 13,00¢ 2,68]
Cash and cash equivalents and restricted cask anhthof the perio 16,65¢ 2,08:
Less cash and cash equivalents of discontinuechtiperat the end of
the perior 67¢ 754
Cash and cash equivalents of continued operatitreand of the
perioc $ 15,98C $ 1,329
(a) Supplemental disclosures of cash flow activi
Net cash paid during the period for income $ 8 $ {
Net cash paid during the period for inte $ 14 $ 12
(b) Non-cash transactio
Purchase of property, plant and equipment in ¢ $ 13 $ 51
Transfer of inventory to property, plant and equéon $ 27 $ 8!

The accompanying notes are an integral part offitieeim condensed consolidated financial statements

8346951.1




RADA ELECTRONIC INDUSTRIES LTD. AND ITS SUBSIDIARIE S

NOTES TO UNAUDITED CONDENSED INTERIM CONSOLIDATED F INANCIAL

STATEMENTS

U.S. dollars in thousands (except share data)

NOTE 1:- GENERAL

a.

8346951.1

RADA Electronic Industries Ltd. (the "Company")da Israeli based defense electronics
contractor that specializes in the design, devetogmproduction and sales of Tactical
Land Radars for Ground Forces and Border ProteetimhAvionics Systems (including
Inertial Navigation Systems) for fighter aircrafttaUAVSs.

The Company operates a test and repair shop usnéutomated Test Equipment
("ATE") products in Beijing, China, through its 808wned Chinese subsidiary, Beijing
Huari Aircraft Components Maintenance and ServiCes Ltd. ("CACS"). CACS was
established with a Chinese third party, which otiresremaining 20% equity interest(see
Note 1b).

In January 2018, the Company incorporated RADA &endnc., a fully owned
subsidiary of the Company. RADA Sensors Inc. ishib&gler of 75% of the interests in
RADA Technologies LLC, also organized in Januaryl@0together with ZASE
Technologies LLC (the holder of 25% of the intesesatRADA Technologies LLC)

The Company is organized and operates as one gesagment.

Discontinued operations

In December 2016, the Company committed to a masetl its test and repair services
activity (provided through CACS, the Company's 80%ned subsidiary) in order to
focus on its core business. As of June 2018, thmpaoy's management believes that the
sale will be completed by December 31, 2018.

The results of the discontinued operations inclgdimior periods' comparable results,

assets and liabilities which have been retroagtiwedluded in discontinued operations as

separate line items in the statements of operations balance sheets are presented
below:

Six months ended

June 30,
2018 2017

Unaudited
Revenues 52¢ 737
Cost of sales 447 586
Operating expenses 174 94
Operating income (ls) (96) 57
Finance income (expenses), net (1) 4
Taxes on income - 21
Net income (los: (97) 4C




RADA ELECTRONIC INDUSTRIES LTD. AND ITS SUBSIDIARIE S

NOTES TO UNAUDITED CONDENSED INTERIM CONSOLIDATED F INANCIAL

STATEMENTS

U.S. dollars in thousands (except share data)

NOTE 1:-

8346951.1

GENERAL (Cont.)

The major classes of assets and liabilities thaewkssified as discontinued operations
were:

December 31

June 30 201¢ 201
Unaudited
Cash and cash equivale $ 67 $ 26
Trade receivable 396 1,20(
Other accounts receivable and prepaid expenses 53 61
Inventorie: 1,002 94(
Property, plant and equipment, 281 31¢
Total assets of discontinued operations $ 2,41 $ 2,78
Trade payable 59 4
Accrued expenses and other liabilities 352 324
Total liabilities of dscontinued operatio $ 41 $ 32

Liquidity and Capital Resources:

On May 15, 2016, the Company's shareholders apgravénvestment transaction with a
new investor (the "Investor") after which the Inteesbecame a controlling shareholder
of the Company. The Company issued 8,510,638 Ondishares in consideration for an
aggregate amount of approximately $4,000, or aeper Ordinary Share of $0.47 (the
"Initial Investment”). The Company also issuedhe tnvestor, warrants to purchase: (i)
4,255,319 Ordinary Shares at an exercise pricépainary Share of $0.47 (resulting in
an aggregate exercise price of $2,000) exercidabla period of 24 months following
the date of the Initial Investment and (ii) 3,63830rdinary Shares at an exercise price
per Ordinary Share of $0.55 (resulting in an agaregexercise price of $2,000)
exercisable for a period of 48 months following ttlate of the Initial Investment
(collectively: the "Warrants").

In addition, as part of the investment transactitiie Investor agreed to grant the
Company an option, exercisable in the discretiomittfer the Investor or the Company,
to obtain a convertible loan from the Investorhe principal amount of up to $3,175, to
be used solely for the purpose of the repaymetihefoutstanding convertible loan and
accrued interest to its former controlling shardeoldue on August 31, 2016.

On June 16, 2016, the Company obtained the cobieetiban from the Investor and

repaid the outstanding loan balance owed to itméorcontrolling shareholder in the
amount of $2,988, including accrued interest of 24

-10 -




RADA ELECTRONIC INDUSTRIES LTD. AND ITS SUBSIDIARIE S

NOTES TO UNAUDITED CONDENSED INTERIM CONSOLIDATED F INANCIAL
STATEMENTS

U.S. dollars in thousands (except share data)

NOTE 1:-

NOTE 2:-

NOTE 3:-

8346951.1

GENERAL (Cont.)

Since incorporation, the Company has incurred anraalated deficit of $76,854. As of
June 30, 2018, the Company's cash position (cash cash equivalents) totaled
approximately $15,558. In addition, for the peratled June 30, 2018 and for the year
ended December 31, 2017, the Company had posidsa flow from its operations.
Management believes that its cash and cash eqnisadee sufficient for the Company to
meet its obligations as they come due at least fegriod of twelve months from the date
of issuance of the consolidated financial statement

UNAUDITED INTERIM FINANCIAL INFORMATION

The accompanying unaudited interim condensed culagetl financial statements have been
prepared in accordance with U.S. generally accepiazbunting principles ("GAAP") for
interim financial information and with the instrimis to Article 10 of U.S. Securities and
Exchange Commission Regulation S-X. Accordingleytido not include all the information
and footnotes required by GAAP for complete finahcstatements. In the opinion of
management, all adjustments (consisting only ofmabrrecurring adjustments except as
otherwise discussed) considered necessary for prizsentation have been included.

Operating results for the six month period endewe R0, 2018 are not necessarily indicative of
the results that may be expected for the year gridecember 31, 2018.

SIGNIFICANT ACCOUNTING POLICIES

The significant accounting policies followed in tipeeparation of these unaudited interim
condensed consolidated financial statements argi¢dé to those applied in the preparation of
the latest annual financial statements of the Compa of December 31, 2017, set forth in the
Company's Annual Report on Form 20-F as filed wiltk U.S. Securities and Exchange
Commission on March 28, 2018, except as discusskevb

a.  Accounting for share-based compensation:

The Company accounts for share-based payment iordantce with ASC 718,
"Compensation - Stock Compensation", which requinesmeasurement and recognition
of compensation expense based on estimated faievdbr all share-based payment
awards made to employees on the date of grant asiraption-pricing model. The value
of the portion of the award that is ultimately esigel to vest is recognized as an expense
over the requisite service periods in the Compastgement of operations.

The fair value for the Company's stock options tgdrto employees and directors was

estimated using a Black-Scholes option-pricing nhogigh the following weighted
average assumptions:

-11 -




RADA ELECTRONIC INDUSTRIES LTD. AND ITS SUBSIDIARIE S

NOTES TO UNAUDITED CONDENSED INTERIM CONSOLIDATED F INANCIAL

STATEMENTS

U.S. dollars in thousands (except share data)

NOTE 3:- SIGNIFICANT ACCOUNTING POLICIES (Cont.)

8346951.1

Six months ended

June 30,
2018 2017
Dividend yield 0% 0%
Risk-free interest rat 2.6% 1.42%
Expected term (in years) 4.22 4.19
Volatility 77.03% 80.39¥
Forfeiture rat 0% 0%

The dividend yield assumption is based on the Caoryipahistorical and expectation of
future dividend payouts and may be subject to ceangthe future.

The computation of expected volatility is based realized historical share price
volatility of the Company's share.

The risk-free interest rate assumption is the ietplyield currently available on the U.S
treasury yield zero-coupon issues with a remaiténgn equal to the expected life term of
the Company's options.

The expected term of the options represents thimcpaf time that the options are
expected to be outstanding and is based on thdifs@dpnethod, as allowed under Staff

Accounting Bulletin No. 110, which is the mid polmttween the vesting date and the end
of the contractual of the option.

Recently issued and adopted accounting standards :

1. On January 1, 2018, the Company adopted the remeirs of ASU 2014-09,

"Revenue from Contracts with Customers (Topic 6Q&ing the modified
retrospective method for contracts that were nabpleted as of January 1, 2018.
Under the modified retrospective method, the Compatognized the cumulative
effect of initially applying the new revenue stardlas an adjustment to the opening
balance of retained earnings.

This adjustment did not have a material impacthen@ompany’s condensed interim
consolidated financial statements. Results for nepp periods beginning after
January 1, 2018 are presented under Topic 606evghibr period amounts are not
adjusted and continue to be reported in accordawtbeour historic accounting under
Revenue Recognition ("Topic 605").

The Company recognizes revenue when (or as) dfatiperformance obligations by
transferring promised goods or services to itsausts in an amount that reflects the
consideration the Company expects to receive.

The Company applies the following five-step apploac

-12 -




RADA ELECTRONIC INDUSTRIES LTD. AND ITS SUBSIDIARIE S

NOTES TO UNAUDITED CONDENSED INTERIM CONSOLIDATED F INANCIAL

STATEMENTS

U.S. dollars in thousands (except share data)

NOTE 3:- SIGNIFICANT ACCOUNTING POLICIES (Cont.)

8346951.1

a) ldentify the contract with a customer

A contract with a customer exists when (i) the Camp enters into a written
agreement with a customer that defines each paityits regarding the products
or services to be transferred and identifies thgmemt terms related to these
products or services, (ii) both parties to the m@witare committed to perform their
respective obligations, (iii) the contract has cancral substance, and (iv) the
Company determines that collection of substantiallyconsideration for products
or services that are transferred is probable basedhe customer's intent and
ability to pay the promised consideration. The Camp applies judgment in
determining the customer's ability and intentiopéy, which is based on a variety
of factors including the customer's payment history in the case of a new
customer, published credit and financial informafpertaining to the customer.

b) Identify the performance obligations in the coctra

Performance obligations promised in a contracidgestified based on the products
or services that will be transferred to the custothat are both capable of being
distinct, whereby the customer can benefit fromphaduct or service either on its
own or together with other resources that are hgadailable from the Company,

and are distinct in the context of the contractexeby the transfer of the products
or services is separately identifiable from oth@mpises in the contract.

The Company's contracts contains a single perfocmabligation which includes
sale of product or development and manufacturingiaes and sale of product that
are not separately identifiable and, therefore, distinct. In situations when the
Company's contract includes distinct goods or sesvithat are substantially the
same and have the same pattern of transfer toust®mer over time, they are
recognized as a series of distinct goods or sesvice

When contracts are modified to account for chanmge®ntract specifications and
requirements, the Company consider whether the fination either creates new
or changes the existing enforceable rights andyatitins. Contract modifications
that are for goods or services that are not disfioen the existing contract, due to
the significant integration with the original goodservice provided, are accounted
for as if they were part of that existing contradhe effect of a contract
modification on the transaction price and the Camfsameasure of progress for
the performance obligation to which it relatesrasognized as an adjustment to
revenue (either as an increase in or a reductioew@nue) on a cumulative catch-
up basis. When the modifications include additigmaiformance obligations that
are distinct and at relative stand-alone sellingepithey are accounted for as a new
contract and performance obligation, which are gaetced prospectively.

-13 -




RADA ELECTRONIC INDUSTRIES LTD. AND ITS SUBSIDIARIE S

NOTES TO UNAUDITED CONDENSED INTERIM CONSOLIDATED F INANCIAL
STATEMENTS

U.S. dollars in thousands (except share data)
NOTE 3:- SIGNIFICANT ACCOUNTING POLICIES (Cont.)
c)Determine the transaction price

The transaction price is the amount of considematm which the Company is
entitled in exchange for transferring promised good services to a customer,
excluding amounts collected on behalf of third igatt The Company doesn't
usually grant its customers with a right to rettime products sold. However, in
some cases, the arrangements may include periattiesCompany fails to deliver
future goods on time. The above is accounted faaaable considerations, which
may be considered as adjustments to the transgmics

As the Company’s standard payment terms are less dhe year, the contracts
have no significant financing component.

d)Allocate the transaction price to performance d@ilans in the contract

If the contract contains a single performance @alian, the entire transaction price
is allocated to the single performance obligatiGontracts that contain multiple
performance obligations require an allocation of thansaction price to each
performance obligation based on a relative stamgakelling price basis unless a
portion of the variable consideration related ® ¢ontract is allocated entirely to a
performance obligation.

e)Recognize revenue when or as the Company satéspesformance obligation

Revenue is recognized based on the transactior @ticthe time the related
performance obligation is satisfied by transfer@ngromised product or service to
a customer.

The Company generally satisfies performance olitigatat a point in time, once
the customer has obtained the legal title to #mmdt purchased or service provided

Revenues from long-term and short-term fixed prmentracts are usually

recognized over time based on the cost-to-costtinmihod that best depicts the
transfer of control over the performance obligatiorthe customer. Provisions for
estimated losses on uncompleted contracts are mattie period in which such

losses are determined.

Contract Estimates - In estimating contract costs, the Company @#ia profit-
booking rate based upon performance expectaticatstéikes into consideration a
number of assumptions and estimates regarding rigiated to technical
requirements, feasibility, schedule, and contracst Management performs
periodic reviews of the contracts to evaluate tmeeulying risks, which may
increase the profit-booking rate as the Compargble to mitigate and retire such
risks. Conversely, if the Company is not able toeghese risks, cost estimates may
increase, resulting in a lower profit-booking rate.

-14 -
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RADA ELECTRONIC INDUSTRIES LTD. AND ITS SUBSIDIARIE S

NOTES TO UNAUDITED CONDENSED INTERIM CONSOLIDATED F INANCIAL

STATEMENTS

U.S. dollars in thousands (except share data)

NOTE 3:-

8346951.1

SIGNIFICANT ACCOUNTING POLICIES (Cont.)

The cost estimation process requires significadgfgeent and is based upon the
professional knowledge and experience of the Cowiparngineers, program
managers, and financial professionals. Factorsiderss in estimating the work to
be completed and ultimate contract recovery inclirse availability, productivity,
and cost of labor, the nature and complexity of#loek to be performed, the effect
of change orders, the availability of materialg #ffect of any performance delays,
the availability and timing of funding from the ¢osher, and the recoverability of
any claims included in the estimates to complete.

Changes in estimates of sales, costs, and prafita performance obligation are
recognized using the cumulative catch-up methagtobunting, which recognizes in
the current period the cumulative effect of thenges in current and prior periods.
When estimates of total costs to be incurred exestichates of total revenue to be
earned on a performance obligation related to gptemconstruction-type contract,

a provision for the entire loss on the performanbégation is recognized in the

period the loss is determined.

Contract Assets - Contract assets primarily relate to the Compsngghts to
consideration for work completed but not billedadsthe reporting date when the
right to payment is not just subject to the passafj¢ime, including retention
amounts. Contract assets are classified as cuassdts and, in accordance with
industry practice, include amounts that may beeBitind collected beyond one year
due to the long term nature of many of the Compaoghtracts. Contract assets are
transferred to accounts receivable when the rightconsideration becomes
unconditional.

Contract Liabilities - Contract liabilities are comprised of advancgments. Such
advances are generally not considered a signifitaatcing component, because
they are utilized to pay for contract costs withione year period. Contract liability
amounts are recognized as revenue once the regpisiformance progress has
occurred.

See also Note 4 for other required disclosuresNwoie¢ 12b for disaggregation of
revenues.

-15 -




RADA ELECTRONIC INDUSTRIES LTD. AND ITS SUBSIDIARIE S

NOTES TO UNAUDITED CONDENSED INTERIM CONSOLIDATED F INANCIAL
STATEMENTS

U.S. dollars in thousands (except share data)

NOTE 3:- SIGNIFICANT ACCOUNTING POLICIES (Cont.)

2. In November 2016, the FASB issued ASU No. 20168#atement of Cash Flows
(Topic 230): Restricted Cash, which requires corigmto include amounts generally
described as restricted cash and restricted casivadgnts in cash and cash
equivalents when reconciling beginning-of-periodl and-of-period total amounts
shown on the statement of cash flows. The Compaloptad the new standard
effective January 1, 2018. The adoption of this rgwdance had an immaterial
impact on the Company’'s consolidated financial estents. Restricted cash is
invested in short-term bank deposits (for three timg)n which are mainly used as
security for the Company's guarantees to custoaretdines of credits with banks.

The following table provides a reconciliation ofsbhaand cash equivalents and
restricted deposits reported within the consoliddtelance sheets that sum to the total
of such amounts in the consolidated statementasif lows:

June 30 201¢ June 30 2017

Unaudited
Cash and cash equivale $ 15,55 $ 74.
Restricted cash 422 58€

Cash and cash equivalents and restricted
casl $ 15,98 $ 1,32

C. New accounting standards not yet effective :

In February 2016, the FASB issued guidance on theognition, measurement,
presentation and disclosure of leases for bothigsatb a contract (i.e, lessees and
lessors), ASU 2016-02 - Leases (Topic 842). The stewdard requires lessees to apply a
dual approach, classifying leases as either finaceperating leases based on the
principle of whether or not the lease is effectvalfinanced purchase by the lessee. This
classification will determine whether lease expeisseecognized based on an effective
interest method or on a straight-line basis over tdrm of the lease, respectively. A
lessee is also required to record a right-of-useteend a lease liability for all leases with
a term of greater than 12 months regardless of di@ssification. Leases with a term of
12 months or less will be accounted for in a marsierilar to the accounting under
existing guidance for operating leases today. e standard requires lessors to account
for leases using an approach that is substanggllyvalent to existing guidance for sales-
type leases, direct financing leases and operdéages. Topic 842 supersedes the
previous leases standard, ASC 840, "Leases". Thaamwgee is effective for the interim
and annual periods beginning on or after Decemb®r 2018 (early adoption is
permitted). The Company is currently evaluating ploéential effect of the guidance on
its consolidated financial statements.

-16 -
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RADA ELECTRONIC INDUSTRIES LTD. AND ITS SUBSIDIARIE S

NOTES TO UNAUDITED CONDENSED INTERIM CONSOLIDATED F INANCIAL
STATEMENTS

U.S. dollars in thousands (except share data)

NOTE 4:- REVENUES

The adoption of Topic 606 did not have a matemapact on the Company’s consolidated

balance sheets as of June 30, 2018 and statenfenfgemtions and cash flows for the six

months period ended June 30, 2018. In accordanttetié new standard, unbilled accounts
receivable were reclassified as contract assetsaadwance payments and billings in excess of
revenue were reclassified as contract liabilitiesod June 30, 2018 and December 31, 2017,
none of which resulted in a change to total curassets or total current liabilities.

The following table presents the significant chesgn the advances from customers balance
during the six months ended June 30, 2018:

Six months ended
June 30, 2018

Unaudited
Balance, beginning of the period $ 41
New performance obligations 116
Reclassification to revenue as a resultsatisfying performanc
obligation (41)
Balance, end of the period $ 11¢€

The following table summarizes our contract asartsliabilities balances:

2018
Unaudited
Contract assets at January 1, - $ 1,14(C
Contract assets at Ju30, 201! $ 1,18¢
Change in contract ass« increase $ 48
Contract liabilities at January 1, 2( $ 14t
Contract liabilities at June 30, 2( $ 431
Change in contract liabilitie- increase $ 28¢
Net changt $ 23¢

For the six months ended June 30, 2018, the esi@unt that was previously included in the
beginning balance of contract liabilities was ratagd.

The Company’s unsatisfied performance obligatiossof June 30, 2018 and the estimated
revenue expected to be recognized in the futurate@lto long-term fixed price contracts
amounts to $2,070. The Company expect to recogappeoximately 95% of this amount as
revenues during the next 12 months and the resdafier.
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NOTE 5:- INVENTORIES

June 30, December 31,
2018 2017
Unaudited
Raw materials and components $ 2,405 $ 3,277
Work in progress, n 2,751 3,09:
Finished gooc 1,87¢ 1,54(
$ 7,037 $ 7,910
NOTE 6:- PROPERTY, PLANT AND EQUIPMENT, NET
June 30, December 31,
2018 2017
Cost Unaudited
Factory building $ 2,061 $ 2,054
Machinery and equipment * 10,90¢ 10,40(
Office furniture and equipme! 794 771
Leasehold improvements 396 386
14,155 13,611
Accumulated depreciatic
Factory buildin 1,99¢ 1,99(
Machinery and equipme 7,44( 7,24%
Office furniture and equipment 329 317
Leasehold improvemer 15€ 147
9,923 9,696
Depreciated cost $ 4,232 $ 3,915

*) As of June 30, 2018, $985 relates to constomein-process of production infrastructure.

Depreciation expense amounted to $227 and $29thésix months period ended June 30,
2018 and 2017, respectively. During the six momthaisod ended June 30, 2018, the Company
recorded $387 as impairment loss.
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NOTE 7:-

8346951.1

FAIR VALUE OF FINANCIAL INSTRUMENTS

The Company measures its financial instrumentsaat Vialue. Fair value is an exit price,
representing the amount that would be receivectlicas asset or paid to transfer a liability in
an orderly transaction between market participaAss.such, fair value is a market-based
measurement that should be determined based ompiésns that market participants would
use in pricing an asset or a liability.

A three-tier fair value hierarchy is establishedadsasis for considering such assumptions and
for inputs used in the valuation methodologies gasuring fair value:

Level 1 - Valuations based on quoted prices invaciharkets for identical assets that the
Company has the ability to access. Valuation adjasts and block discounts are
not applied to Level 1 instruments. Since valuatiare based on quoted prices that
are readily and regularly available in an activekeg valuation of these products
does not entail a significant degree of judgment.

Level 2 -  Valuations based on one or more quoteskpiin markets that are not active or for
which all significant inputs are observable, eitteectly or indirectly.

Level 3- Valuations based on inputs that are uaadble and significant to the overall fair
value measurement.

The availability of observable inputs can vary fromestment to investment and is affected by
a wide variety of factors, including, for exampieg type of investment, the liquidity of markets
and other characteristics particular to the trati@acTo the extent that valuation is based on
models or inputs that are less observable or umadisie in the market, the determination of
fair value requires more judgment and the investmare categorized as Level 3.

The carrying amount of cash and cash equivaleessticted deposits, trade receivables, other
accounts receivable, bank credit and current masirof long term loans, trade payables and
other accounts payable approximate their fair value to the short-term maturity of these

instruments.

Foreign currency derivative contracts are clagsifiéthin Level 2 as the valuation inputs are
based on quoted prices and market observable fHiataitar instruments.

The following table presents the Company's lidbitmeasured at fair value on a recurring
basis at June 30, 2018 and 2017:

June 30, 2018

Level 1 Level 2 Level 3 Total
Derivatives
Foreign curreries derivative $ - $ 57 $ - $ 57
Total $ - $ 57 $ - $ 57
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NOTE 7:-

NOTE 8:-

8346951.1

FAIR VALUE OF FINANCIAL INSTRUMENTS (Cont. )

June 30, 2017

Level 1 Level 2 Level 3 Total
Derivatives
Foreign currencies derivati\ $ - $ 15F $ - $ 15F
Total $ - $ 155 $ - $ 155

COMMITMENTS AND CONTINGENT LIABILITIES

a.

The Company's research and development efforts haga partially financed through
royalty-bearing programs sponsored by the Israsbvation Authority ("lIA"). In return
for the llIA's participation, the Company is committto pay royalties at a rate ranging
from 3% to 5% of sales of the products whose reseans supported by grants received
from the 1A, up to 100% of the amount of such #pation received linked to the U.S.
dollar. The obligation to pay these royalties istament on actual sales of the products
and in the absence of such sales, no payment isredg As of June 30, 2018, the
Company received total grants from the IlA in theoant of $5,543 including LIBOR
interest. The total amount of royalties chargedgerations for the period ended June 30,
2018 and 2017 was approximately $44 and $155, césply. As of June 30, 2018, the
Company's contingent liability for royalties, neft moyalties paid or accrued, totaled
approximately $642.

The Company's offices in Netanya, Israel, aesdd under a non-cancelable operating
lease expiring on February 28, 2022. In additidre Company's motor vehicles are
leased under operating leases.

Annual minimum future rental commitments under éhésases, at exchange rates in
effect on June 30, 2018, are approximately asviaio

201¢ $ 42z
201¢ 781
202( 61¢€
2021 38C
202z 57

$ 2,2%8

Lease expense for the six months periods ended3yr&018 and 2017, were $462 and
$430, respectively.

The Company provides bank guarantees to somiés afustomers and others in the
ordinary course of business. The guarantees whiehpeovided to customers are to
secure advances received at the commencementrofeztpor to secure performance of
operational milestones. The total amount of bankrguotees provided to customers and
others as of June 30, 2018, is approximately $375
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SHAREHOLDERS' EQUITY

a.

Share capital:

Ordinary Shares confer upon their holders votinghts, the right to receive cash
dividends and the right to share in excess asgets liquidation of the Company.

In June 2018, the Company's shareholders approuwethaease of the Company's
authorized share capital by NIS 1,875,000 and @sualt the authorized share capital is
equal to NIS 3,000,000 divided into 100,000,000icad; Shares, par value NIS 0.03
each.

In August 2017, the Company entered into agreemsitks several Israeli institutional
investors to purchase 4,604,500 ordinary shargsiee per share of $2.15, for a total
consideration of $9,900. Offering costs amounte®iits.

Stock option plans:

In April 2015, the Company's Board of Directors piga the "2015 Share Option Plan”
(the "Plan"), which authorized the grant of optidospurchase up to an aggregate of
1,500,000 Ordinary Shares to officers, directom)stltants and key employees of the
Company and its subsidiaries. Options granted utidePlan expire within a maximum

of ten years from adoption of the plan.

In June 2016, the Company granted options to ceeaiployees and officers of the
Company, to purchase a total 984,375 Ordinary Shatran exercise price of $0.90 per
share. The options will vest as follows: 25% of tiptions granted to each employee will
vest in June 2017; additional 75% shall vest ir¢hequal annual installments of 25%
each until June 2020. These options shall be esadia for 48 months following the date
of the vesting. As part of the grant, the Compafytmer CEO was granted options to
purchase 168,750 Ordinary Shares at an exercise pfi$0.90 per Ordinary share. The
former CEO resigned in November 2016.

In November 2016, the Company's Audit Committedt@ircapacity as the Compensation
Committee) and Board of Directors determined, sutbje shareholders approval, to

extend until January 2017, the exercise date ofdiraer CEQO's options by accelerating

the vesting of 126,563 Options as of December 8162 Pursuant to the terms of the
plan, the former CEO was eligible to exercise smamber of the options (or any part

thereof) within 90 days of the date of his resigmatThe Company recognized $71 share
based compensation expense related to this adiahera

In November 2016, the Company's Audit Committedt@ircapacity as the Compensation
Committee) and Board of Directors determined, stitife shareholders approval to grant
its newly appointed CEO (i) options to purchaser68,0rdinary Shares at an exercise
price of $1.16 per Ordinary share that will vesabdy over a period of four (4) years and
(ii) options to purchase 150,000 Ordinary Sharesaratexercise price of $1.16 per
Ordinary share that will vest immediately in lieti99 vacation days that were accrued
and redeemabile for his benefit. These optionsxa@esable for 48 months. On January
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SHAREHOLDERS' EQUITY (Cont.)

15, 2017, the Company's shareholders approvedrém gf the options to the CEO and
the acceleration of the option grant to the for@EO.

In December 2016, the Company granted options tohaise 40,000 Ordinary Shares at
an exercise price of $1.17 per Ordinary share, wikhtvest immediately in lieu of 36
vacation days that were accrued and redeemabknfemployee benefit. These options
are exercisable for 48 months.

In February 2017, the Company granted options teew officer of the Company to
purchase a total of 37,500 Ordinary Shares at ancise price of $1.26 per share. The
options will vest as follows: 25% of the optionsugred will vest in February 2018; and
75% of the options will vest in three equal annuatallments of 25% each until
February 2021. These options will be exercisabte4tb months following the date of
vesting.

In March 2017, the Company granted options to auwibant to the Company to purchase
a total of 222,000 Ordinary Shares at an exeraige pf $1.22 per share. The options
will vest in six equal semi-annual installments33f,000 options starting August 2018
until February 2020. These options will be exexsis for 48 months following the date
of vesting.

On May 24, 2017, the Company's Board of Directgppraved an increase in the
framework of the Plan to 2,000,000 shares.

In May 2017, the Company granted options to cer@imployees and officers of the
Company to purchase a total of 100,000 Ordinaryethat an exercise price of $1.14 per
share. The options will vest as follows: 25% of tiptions granted will vest in May 2018;
and 75% of the options will vest in three equaluaiinstallments of 25% each until May
2021. These options will be exercisable for 48 msfibllowing the date of vesting.

In September 2017, the Company granted optionertain employees and officers of the
Company to purchase a total of 613,750 Ordinaryéthat an exercise price of $2.96 per
share. The options will vest as follows: 25% of tiptions granted will vest in September
2018; and 75% of the options will vest in three alcqannual installments of 25% each
until September 2021. These options will be exaltesfor 48 months following the date

of vesting.

In November 2017, the Company granted options &odairits officers to purchase a total

of 200,000 Ordinary Shares at an exercise prick83@89 per share. The options will vest
as follows: 25% of the options granted will vestNovember 2018; 75% of the options

will vest in three equal annual installments of 28%ch until November 2021. These
options will be exercisable for 48 months followithge date of the vesting. In June 2018,
the company's Board of Directors approved repricihthe grant and updated its exercise
price to $2.43 per share. The impact of the repgicesulted in an incremental value of
the options repriced of approximately $9, whickxpected to be recorded through 2021.
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SHAREHOLDERS' EQUITY (Cont.)

In April 2018, the Company granted options to it8CGCto purchase a total of 500,000
Ordinary Shares at an exercise price of $2.32 Ip@res The options will vest as follows:
25% of the options granted will vest in April 201#hd 75% of the options will vest in

twelve equal quarterly installments of 6.25% eawtil &pril 2022. These options will be

exercisable for 48 months following the date oftives

On June 7, 2018, the Company's shareholders agptheeU.S. Taxpayers Appendix to
our 2015 Share Option Plan and to reserve 1,00@000r Ordinary Shares for issuance
thereunder.

As of June 30, 2018, options to purchase 521,2%5h@ry Shares are available for future
grant under the Plan.

A summary of the Company’s activity for options ed to employees and directors
under the Plan is as follows:

Six months ende:

June 30, 201
Unaudited
Weighted
Weighted average
average remaining Aggregate
Number of exercise contractual Intrinsic
options price term Value Price
Outstanding at the
beginning of the peric 1,847,500 $ 1.91 888 $ 2,159
Grantec 500,000 2.32 - -
Exercise (84,375) 0.9 - -
Outstanding ¢ the end o
the periol 2,263,125 $ 2.04 896 % 2,354
Exercisabl 508,750 $ 1.03 8.19 $ 1,045

Intrinsic value of exercisable options (the diffeze between the closing share price of
the Company’s Ordinary Shares on the last trading id the period and the exercise
price, multiplied by the number of in-the-money iops) represents the amount that
would have been received by the employees andtdiseoption holders had all option
holders exercised their options on June 30, 20h& d@mount changes based on the fair
market value of the Company’s Ordinary share.

As of June 30, 2018, unamortized compensation esgzemelated to employees and
directors stock options to be recognized over arage time of approximately 4 years is
approximately $2,317.

During the six months period ended June 30, 20h& €Company recognized
compensation expenses related to employees antesgmoviders stock option in the
amount of $400, as follows:
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SHAREHOLDERS' EQUITY (Cont.)

Six months
ended June 3(
201¢ 2017

Unaudited
Cost of revenues 73 40
Marketing and selling 94 2
General and administrative 23z 207

40C 24¢

Warrants:

On May 18, 2016, the Company issued Warrants toltkestor (see Note 1c) to
purchase: (i) 4,255,319 additional Ordinary Shatesn exercise price per Ordinary share
of $0.47 (having an aggregate exercise price ddCk), exercisable for a period of 24
months following the date of the Initial Investmemd (ii) 3,636,363 Ordinary Shares at
an exercise price per Ordinary share of $0.55 (ftawin aggregate exercise price of
$2,000), exercisable for a period of 48 monthsofeihg the date of the Initial
Investment. During 2016, the Investor exercised rafas to purchase 2,659,575
Ordinary Shares at an exercise price per share Cod7$for an aggregate total
consideration of $1,250. During 2017, the Investaercised Warrants to purchase
1,595,744 Ordinary Shares at an exercise pricesipare of $0.47 for an aggregate total
consideration of $750, and an additional 2,181 8t@nary Shares at an exercise price
per share of $0.55 for an aggregate total condideraf $1,200. In January 2018, the
Investor exercised Warrants to purchase an additib#54,545 Ordinary Shares at an
exercise price per share of $0.55 in consideraifc$800.

On May 18, 2016, as part of the investment traimacthe Company issued to a
consultant 510,638 Warrants to purchase Ordinargreshat an exercise price per
Ordinary share of $0.47, exercisable for a perib@8months following the date of the
Initial Investment. During 2016, the consultant reiged Warrants to purchase 106,383
Ordinary Shares at an exercise price per share Ood7$ for an aggregate total
consideration of $50. During 2017, the consultaréreised Warrants to purchase
404,255 Ordinary Shares at an exercise price mmeshf $0.47, for an aggregate total
consideration of $190.

As of June 30, 2018 all of the Company’s outstagditarrants were fully exercised.

-24 -




RADA ELECTRONIC INDUSTRIES LTD. AND ITS SUBSIDIARIE S

NOTES TO UNAUDITED CONDENSED INTERIM CONSOLIDATED F INANCIAL
STATEMENTS

U.S. dollars in thousands (except share data)
NOTE 10:- FINANCIAL EXPENSES, NET

Six months ended

June 30,
2018 2017
Unaudited
Income
Foreign currency exchange differences $ 28 $ 184
Interest on cash equivalents and restricted
deposits 83 9
111 19:
Expenses:
Extinguishment and amortization of
shareholders' convertible loans discount and
beneficial conversion featt - 19
Interest on shareholders' conible loans - 12E
Bank commissions and others 29 40
Foreign currency exchange differer 78 6
Interest on loans from banks and other credit
balances 1 12
(108) (202)
Total financial income (expenses), $ : $ (9)

NOTE 11:- RELATED PARTY BALANCE AND TRANSACTIONS

In January 2017, the Company's shareholders apprina in addition to the directors' fees to
be paid to all of the Company's directors commemeis of January 1, 2017, the Company will
pay the Investor an additional monthly payment ppraximately $4.6 (NIS 17.5) for time
devoted to the Company by the Executive ChairmaheBoard of Directors, who is also a co-
owner of the Investor. In 2017 the Company's cadatdd audited financial statements
reflected net income (before taxes), so such additi monthly payment increased to
approximately $9 (NIS 35,000) going forward.

In addition, the Company's shareholders approvedva engagement letter with a director of
the Company (the "Director"), according to whicle tBirector will be entitled to receive a
commission of 2.5% of the net revenues receivedhiey Company with respect to specific
transactions introduced to the Company by the Boresubject to a detailed agreement to be
entered into by the Director and the Company aedtior approval of any such transactions by
the Company and the Audit Committee. As of June2B08 no revenues were generated as a
result of this agreement, therefore no commissias paid.
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NOTE 11:- RELATED PARTY BALANCE AND TRANSACTIONS (C ont.)

Balances with related parties:

June 30, December 31,
2018 2017
Accrued expens $ 44 $ 71
Loan from Shareholders, net $ - $ 164

Related parties’ expenses:
Six months ended

June 30,
2018 2017
Unaudited
Directors and management fees $ 92 $ 51
Amortization of shareholders' converti
loans discount and B( $ - $ 18
Interest on shareholders' convertible
and loans $ - $ 125

NOTE 12:- MAJOR CUSTOMERS AND GEOGRAPHIC INFORMATIO N
a. In accordance with Statement of ASC 280, "SegmespoRing”, the Company is
organized and operates as one business segmeah @érelops, manufactures and sells

Tactical Land Radars for Ground Forces and BordeteRtion and Avionics Systems
(including Inertial Navigation Systems) for fightaircraft and UAVs (see also Note 1a).

b. Revenues by geographic areas:

Revenues are attributed to geographic area bas#tedacation of the end customers as

follows:
Six months ended
June 30,
2018 2017

Unaudited
Israe $ 3,59¢ $ 2,71¢
Asia 2,54( 3,92¢
North Americ: 5,52¢ 3,08t
Latin Americz 214 264
Europ 721 -
Total $ 12,59 $ 9,99
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NOTE 12:- MAJOR CUSTOMERS AND GEOGRAPHIC INFORMATIO N (Cont.)
c.  Major customers:

Revenues from single customers that exceed 10%eofatal revenues in the reported
years as a percentage of total revenues are ag/foft)

Six months ended

June 30,
2018 2017
Unaudited
%

Customer A 11 6
Customer | 20 1C
Customer ¢ 8 24
Customer [ 9 12
Customer E 10 3
Customer 11 -

(*) as defined in DEC-17 financials.
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