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This annual report on Form 20-F 1is incorporated by reference into the
registrant's Registration Statement on Form F-3, Registration No. 333-12074.

ITEM 18. FINANCIAL STATEMENTS

We are filing our audited consolidated financial statements pursuant to SEC
Temporary Final Rule and Final Rule: Requirements for Arthur Andersen LLP
Auditing Clients; Rel. No. 33-8070.

In our wunaudited balance sheets as of December 31, 2000 and 2001 we
classified our accrued severance pay net of deposits with insurance companies.
Under Israeli law and labor agreements, the Company 1is required to make
severance and/or pension payments to employees who are dismissed, as well as to

those leaving employment under certain other circumstances. In respect of these
liabilities, regular deposits are made with various severance pay and pension
funds and insurance companies. On advice of our auditors and in accordance with

US GAAP, our audited Dbalance sheets as of December 31, 2000 and 2001 classify
the total amount of severance 1liability as a long-term 1liability and the
deposits as a long-term asset rather than classifying our accrued severance pay
net of deposits with severance pay and pension funds and insurance companies,
which classification has no effect on our results of operations and shareholders
equity.
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REPORT OF INDEPENDENT AUDITORS

To the Shareholders of
RADA ELECTRONIC INDUSTRIES LIMITED

We have audited the accompanying consolidated balance sheets of RADA Electronic
Industries Limited and its subsidiaries (the "Company") as of December 31, 2000
and 2001 and the related consolidated statements of operations, changes in

shareholders' equity and cash flows for each of the three vyears in the period
ended December 31, 2001. These financial statements are the responsibility of
the Company's management. Our responsibility is to express an opinion on these

financial statements based on our audits.

We conducted our audits in accordance with auditing standards generally accepted
in the United States. Those standards require that we plan and perform the audit
to obtain reasonable assurance about whether the financial statements are free
of material misstatement. An audit includes examining, on a test basis, evidence
supporting the amounts and disclosures in the financial statements. An audit
also includes assessing the accounting principles used and significant estimates
made by management, as well as evaluating the overall financial statement
presentation. We believe that our audits provide a reasonable basis for our
opinion.

In our opinion, the consolidated financial statements referred to above present
fairly, in all material respects, the consolidated financial position of the
Company and its subsidiaries as of December 31, 2000 and 2001, and the results
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of its operations and cash flows for each of the three years in the period ended
December 31, 2001 in conformity with accounting principles generally accepted in
the United States.

/s/Luboshitz Kasierer
LUBOSHITZ KASIERER
ARTHUR ANDERSEN

Tel-Aviv, Israel
April 28, 2002

RADA ELECTRONIC INDUSTRIES LIMITED

CONSOLIDATED BALANCE SHEETS
In thousands of U.S. dollars, except share and per share data

DECEMBER 31,

Current assets
Cash and cash equivalents S 74 S 20
Trade receivables (net of allowance for
doubtful accounts of $189 and $141 as of

December 31, 2001 and 2000, respectively) 817 894
Other receivables and prepaid expenses (3) 67 687
Recoverable costs and accrued profits not yet

billed (4) 109 192
Inventories (5) 2,022 1,641
Total current assets 3,089 3,434

Long—-term assets
Inventories in excess of amounts expected to

be sold currently (5) - 347

Long-term receivables (6) 1,163 911

1,163 1,258

Severance pay funds 1,351 1,505
Property and equipment, net (7)

Cost 18,631 19,783

Less - accumulated depreciation 12,010 11,768
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Total property and equipment, net 6,621 8,015
Other assets, net (8) 4,108 4,662
Total assets $ 16,332 $ 18,874

The accompanying notes are an integral part of these consolidated financial
statements

RADA ELECTRONIC INDUSTRIES LIMITED
CONSOLIDATED BALANCE SHEETS

In thousands of U.S. dollars, except share and per share data

DECEMBER 31,

NOTE 2001 2000
Current liabilities
Short-term bank credits and loans (9) S 5,912 S 5,581
Current maturities of long-term debt (11) 8 43
Trade payables 797 1,020
Other liabilities and accrued expenses (10) 2,825 2,924
Deferred revenues 2,363 2,408
Billing in excess of incurred costs and profits (4) 224 126
Total current liabilities 12,129 12,102
Long-term liabilities
Long-term debt, net of current maturities (11) - 8
Accrued severance pay 1,784 1,938
Loan due to a related party (16) 1,061 -
2,845 1,946
Contingencies, commitments and liens (12)
Minority interests 658 757
Shareholders' equity (13)

Share capital

Ordinary shares of NIS 0.005 par value:

Authorized - 26,000,000 shares; issued

and outstanding - 13,816,839 shares as

of December 31, 2001 and 2000 103 103
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Additional paid-in capital
Accumulated deficit

Total shareholders' equity

Total liabilities and shareholders' equity

The accompanying notes are an integral part of these

56,646 56,646
(56,049) (52,680)
700 4,069

$ 16,332 $ 18,874

consolidated financial

FOR THE YEAR ENDED

DECEMBER 31,

statements
F-4
RADA ELECTRONIC INDUSTRIES LIMITED
CONSOLIDATED STATEMENTS OF OPERATIONS
In thousands of U.S. dollars, except per share data
NOTE 2001
Revenues
Sale of ATE products and avionics
equipment S 5,784
Sale of aircraft spare parts and repair and
maintenance services 1,246
Leasing of equipment 1,312
8,342
Cost of revenues (15AR) 7,416
Gross profit (loss) 926
Operating expenses
Research and development expenses (15B) 534
Marketing and selling expenses 1,512
General and administrative expenses 2,105
Total operating expenses 4,151
Operating loss from continuing
operations (3,225)
Financing expenses, net (15C) (210)
Other income (expenses), net (15D) (30)
(3,465)
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Equity in losses of affiliated company - - (101)
Minority interest in losses of subsidiaries 96 32 292
Loss from continuing operations (3,369) (6,099) (7,523)
Gain from disposal of discontinued segment - - 306
Net loss S (3,369) $ (6,099) s (7,217)
Basic and diluted net loss per share:
From continuing operations S (0.24) $ (0.46) S (0.77)
From discontinued segment - - $ 0.03
Net loss S (0.24) $ (0.46) s (0.74)
Weighted average number of ordinary
shares used in computing basic
and diluted net loss per share
(in thousands) 13,817 13,305 9,722
The accompanying notes are an integral part of these consolidated financial
statements
F-5
RADA ELECTRONIC INDUSTRIES LIMITED
CONSOLIDATED STATEMENTS OF CHANGES
IN SHAREHOLDERS' EQUITY (DEFICIENCY)
In thousands of U.S. dollars, except share data
NUMBER OF ADDITIONAL RECEIVABLE RECEIPT
ORDINARY SHARE PAID-IN ON ACCOUNT ACCOUNT
SHARES CAPITAL CAPITAL OF SHARES SHARE
Balance at January 1, 1999 6,531,342 94 $ 39,176 S - S
Issuance of ordinary shares (%) 3,110,000 4 6,310 240
Conversion of loans to ordinary 2,496,016 3 4,873 -
shares
Issuance of ordinary shares in
consideration for services performed 60,000 (**) 90 -

Consideration received for shares
to be issued

12
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Net loss - - - -
Balance at December 31, 1999 12,197,358 101 50,449 240 12
Issuance of ordinary shares (%) 1,458,372 2 5,125 - (12
Amount received on account of shares - - 240 (240)
Conversion of loan to ordinary shares 7,292 (**) 28 -
Issuance of ordinary shares in

connection with settlement of debt 153,817 (**) 804 -
Net loss - - - -
Balance at December 31, 2000 13,816,839 103 56,646 -
Net loss - - - -
Balance at December 31, 2001 13,816,839 $ 103 S 56,646 S - S

(*) Net of issuance expenses of approximately $263 and $60 in the years

1999 and 2000, respectively.

(**) Represents an amount less than $1.

The accompanying notes are an integral part of these consolidated financial

statements

RADA ELECTRONIC INDUSTRIES LIMITED

CONSOLIDATED STATEMENTS OF CASH FLOWS
In thousands of U.S. dollars

FOR THE YEAR ENDED
DECEMBER 31,

CASH FLOW FROM OPERATING ACTIVITIES
Net loss S
Adjustments to reconcile net loss to net cash used in
operating activities (See Appendix A)

(3,369) $ (6,099) s (7,
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Net cash used in operating activities

CASH FLOW FROM INVESTING ACTIVITIES

Purchase of property and equipment

Capitalization of software development costs

Grant of loans to employees, officers and directors

Sale of a consolidated subsidiary (See Appendix B)

Net cash used in investing activities

CASH FLOW FROM FINANCING ACTIVITIES

Proceeds from issuance of shares and amount received on

account of shares, net

Increase (decrease) in short-term bank credits and loans, net

Proceeds from issuance of long-term debt and loan to related

party

Repayment of long-term debt

Net cash provided by financing activities

INCREASE (DECREASE) IN CASH AND

CASH EQUIVALENTS
CASH AND CASH EQUIVALENTS AT THE BEGINNING OF THE YEAR
CASH AND CASH EQUIVALENTS AT THE END OF THE YEAR
Noncash transactions:

Conversion of convertible debt, net

Ordinary shares issued in settlement of debt

Receivable from shareholder

Offset of advance from investment in affiliated company

Reclassification of property and equipment to inventory
Supplement disclosures of cash flow activities -

Net cash paid during the year for:

Income taxes

Interest

(901) (4,148) (3,
(236) (1,020) (1,
(104) (243) (
(9) -
(14) -
(363) (1,263) (1,
- 5,007 6,
361 377 (1,
1,000 15
(43) (146) (
1,318 5,253 4,
54 (158) (
20 178
$ 74 $ 20 $
$ - $ 28 $ 4,
$ - $ 804 $
$ - $ - $
$ - $ - $ 1,
$ 325 $ - $
$ 13 $ 69 $
$ 525 $ 520 $

The accompanying notes are an integral part of these consolidated financial

statements

10
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RADA ELECTRONIC INDUSTRIES LIMITED

CONSOLIDATED STATEMENTS OF CASH FLOWS (CONT.)
In thousands of U.S. dollars

APPENDIX A -
ADJUSTMENTS TO RECONCILE NET LOSS TO NET CASH
USED IN OPERATING ACTIVITIES:

Depreciation and amortization

Write-off of inventories

Loss on investment in affiliated company

Write-off of property and equipment and other assets
Gain on sale of discontinued segment

Loss on sale of a consolidated subsidiary

Minority interest in losses of subsidiaries

Equity in losses of affiliated company

Others

Decrease in trade receivables

Decrease in other receivables and prepaid expenses
Decrease (increase) in inventories

Decrease (increase) in long-term receivables
Decrease (increase) in costs and estimated earnings in
excess of billings on uncompleted contracts, net
Decrease in trade payables

Decrease in other liabilities and accrued expenses
Increase (decrease) in deferred revenues

Increase (decrease) in accrued severance pay, net

APPENDIX B - SALE OF A CONSOLIDATED SUBSIDIARY (JETBORNE)

Working capital (excluding cash and cash equivalents)
Property and equipment

Long-term assets

Minority interest

Loss on realization

Long-term receivable

statements

DECEMBER 31,

S 1,710

559

$ 1,950
200

217

(32)

29
693
236
(558)

(56)

DECEMBER 31,
2001

$ 69

accompanying notes are an integral part of these consolidated financial

11



NOTE 1

Edgar Filing: RADA ELECTRONIC INDUSTRIES LTD - Form 20-F/A

RADA ELECTRONIC INDUSTRIES LIMITED

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

In thousands of U.S. dollars except share and per share data

A.

GENERAL

RADA Electronic Industries Limited, an Israeli corporation (the
"Company") is engaged in the development, manufacturing and sale
of Automated Test Equipment ("ATE") products, avionics equipment
and aviation data acquisition and debriefing systems.

As reflected in the consolidated financial statements, as of
December 31, 2001, the Company had an accumulated deficit of
$56,049 and a working capital deficiency of $9,040. Subsequent to
balance sheet date, a shareholder agreed to convert a $1.0
million loan granted to the Company into shares, under certain
conditions. In addition, this shareholder agreed to advance to
the Company an additional $500 as a loan. Three other
shareholders committed to purchase shares of the Company in the
amount of approximately $950, under certain conditions. The
Company believes that the actions described above, together with
its improved operations will enable it to finance its liquidity
needs at least through December 31, 2002. See Note 18(1l) and
18(2) .

The Company operates a test and repair shop based on the use of

its ATE 1in Beijing, China through its 80% owned Chinese
subsidiary, Beijing Huari Aircraft Components Maintenance and
Services Co. Ltd. ("CACS"). CACS was established as a joint

venture company with a third party, which owns the remaining 20%
equity interest.

The Company sold aircraft spare parts through Jetborne
International, Inc. ("Jetborne"), which was 75% owned by the
Company until December 31, 2001. Jetborne historically purchased
inventory in bulk, mainly at auctions, and sold the spare parts
over long periods of time through a computerized communication
system through which sales and purchases of airplanes spare parts
are effected. 1In March 2002, the Company sold its 75% equity
interest in Jetborne in consideration for one dollar and recorded
a loss of $30. As of December 31, 2001, the Company did not
consolidate the assets and 1liabilities of Jetborne in the
December 31, 2001 Dbalance sheet, as the Company did not have
control over Jetborne as of December 31, 2001 and none of its
directors or representatives had functioned as directors or
managers of Jetborne. The Company consolidated Jetborne's results
of operations for the year 2001 and did not include it's assets
and liabilities as of December 31, 2001 (see Note 6).

As for major customer see Note 17.

F-9

RADA ELECTRONIC INDUSTRIES LIMITED

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (CONT.)

12



NOTE 2

NOTE 2

Edgar Filing: RADA ELECTRONIC INDUSTRIES LTD - Form 20-F/A

In thousands of U.S. dollars, except share and per share data
SIGNIFICANT ACCOUNTING POLICIES

The financial statements are prepared in accordance with generally
accepted accounting principles in the United States ("US GAAP"). The
significant accounting policies followed in the preparation of the
financial statements, applied on a consistent basis, are as follows:

USE OF ESTIMATES

The preparation of financial statements 1in conformity with
generally accepted accounting principles requires management to
make estimates and assumptions that affect the reported amounts
of assets and liabilities and disclosure of contingent assets and
liabilities at the date of the financial statements, and the
reported amounts of revenues and expenses during the reported
period. Actual results could differ from those estimates.

FINANCIAL STATEMENTS IN U.S. DOLLARS

The consolidated financial statements of the Company have been
prepared in U.S. dollars as the currency of the primary economic
environment in which the operations of the Company and its
subsidiaries (the "Group") are conducted is the U.S. dollar. Most
of the Group's sales are made outside Israel in U.S. dollars, as
is a substantial portion of its expenses and capital issuances.
Thus, the functional and reporting currency of the Group is the
U.S. dollar.

Transactions and Dbalances denominated in U.S. dollars are
presented at their original amounts. Transactions and balances in
other currencies are remeasured into U.S. dollars in accordance
with Statement of Financial Accounting Standards No. 52 "Foreign
Currency Translation" ("SFAS 52") of the U.S. Financial
Accounting Standards Board ("FASB"). Accordingly, items have been
remeasured as follows:

- Monetary items - at the exchange rate in effect on the
balance sheet date.

- Nonmonetary items - at historical exchange rates.
- Revenues and expense items - at the exchange rates in effect
as of the date of recognition of those items (excluding

depreciation and other items deriving from non-monetary
items) .

RADA ELECTRONIC INDUSTRIES LIMITED

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (CONT.)
In thousands of U.S. dollars, except share and per share data

SIGNIFICANT ACCOUNTING POLICIES (CONT.)

13
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FINANCIAL STATEMENTS IN U.S. DOLLARS (Cont.)

All exchange gains and losses from the remeasurement mentioned
above are reflected in the statement of operations. The
representative rate of exchange at December 31, 2001 was
U.S.$1.00 = NIS 4.416; and at December 31, 2000 and 1999 = NIS
4.041 and NIS 4.153, respectively.

BASIS OF CONSOLIDATION

The consolidated financial statements include the financial

statements of the Company and its subsidiaries. The Company
consolidates the financial statements of all subsidiaries with
greater that 50% ownership and control. The major subsidiary is

CACS. The Company sold its 75% equity interest in Jetborne and
therefore consolidated only the statement of operations for the
year ended December 31, 2001 (see Note ©6). Significant
intercompany balances and transactions have been eliminated in
consolidation.

CASH EQUIVALENTS

All highly 1liquid investments that are not restricted as to
withdraw or use with an, original maturity of three months or
less are considered cash equivalents.

ALLOWANCE FOR DOUBTFUL ACCOUNTS

The allowance is determined based upon management's evaluation of
receivables doubtful of collection on a specific identification
basis.

INVENTORIES

Inventories are stated at the lower of cost or market value.
Inventory write-offs are provided to cover risks arising from
slow-moving items, excess 1nventories, and for market ©prices
lower than cost.

Cost 1is determined as follows:

Raw materials and components— using "the first-in, first-out"
cost method.

RADA ELECTRONIC INDUSTRIES LIMITED

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (CONT.)

In thousands of U.S. dollars, except share and per share data

F.

SIGNIFICANT ACCOUNTING POLICIES (CONT.)

INVENTORIES (Cont.)

Work—-in-process - represents the cost of manufacturing with the

14
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addition of allocable indirect manufacturing costs.

Finished goods - on the basis of direct manufacturing costs with
the addition of allocable indirect manufacturing costs.

Amounts related to long-term contracts as determined Dby the
percentage of completion method of accounting are recorded as
"Recoverable cost and accrued profit not yet billed".

Inventories include aircraft spare parts that, although currently
available for sale, are expected to be sold over a period
exceeding one year and are included under long-term assets.

RESEARCH AND DEVELOPMENT EXPENSES

Statement of Financial Accounting Standards No. 86 "Accounting
for the Costs of Computer Software to be Sold, Leased or
Otherwise Marketed," ("SFAS No.86") "requires capitalization of
certain software development costs subsequent to the
establishment of technological feasibility. Based on the Company
and its subsidiaries product development process, technological
feasibility 1is established upon completion of a working model.

Research and development costs incurred 1in the ©process of
producing product masters and product enhancements and producing
the Company's Aircraft Test Systems Programs Sets ("TPS")
software library, which is integrated with the Company's test
station, are generally charged to expenses as incurred, net of
participation of the Office of the Chief Scientist in the Israeli
Ministry of Industry and Trade ("OCS") and the Israel - United
States Binational Industrial Research and Development Foundation
("BIRD Foundation").

Costs incurred by the Company between completion of the working

model and the point at which the product is ready for general
release, have been capitalized.

RADA ELECTRONIC INDUSTRIES LIMITED

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (CONT.)

In thousands of U.S. dollars, except share and per share data

H.

SIGNIFICANT ACCOUNTING POLICIES (CONT.)

OTHER ASSETS

Capitalized software costs are amortized by the greater of the
amount computed using the: (i) ratio that current gross revenues
from sales of the software to the total of current and
anticipated future gross revenues from sales of that software, or
(1ii) the straight-line method over the estimated useful life of
the product (five to twenty vyears). The Company assesses the
recoverability of this intangible asset on a regular Dbasis by

15
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determining whether the amortization of the asset over its
remaining life can be recovered through undiscounted future
operating cash flows from the specific software product sold.

PROPERTY AND EQUIPMENT

Property and equipment are stated at cost, net of accumulated
depreciation. Depreciation 1s calculated by the straight-line
method over the estimated wuseful 1lives of the assets. Annual
rates of depreciation are as follows:

Buildings 2.5 - 4%
Machinery and equipment 10 - 33%
Office furniture and equipment 6 - 33%
Motor vehicles 15 - 20%

Leasehold improvements are amortized over the shorter of the
estimated useful life or the lease period.

Assets, in respect of which investment grants have been received,

are presented at cost less the related grant amount. Depreciation
is based on net cost.

RADA ELECTRONIC INDUSTRIES LIMITED

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (CONT.)
In thousands of U.S. dollars, except share and per share data

SIGNIFICANT ACCOUNTING POLICIES (CONT.)
LONG LIVED ASSETS
The Company periodically evaluates the recoverability and the

appropriateness of the amortization periods of its long-lived
assets in accordance with Statement of Financial Accounting

Standards No. 121, "Accounting for the Impairment of Long Lived
Assets and for the Long Lived Assets to be Disposed of ("SFAS No.
121") .The Company recognizes impairment losses for long-lived

assets whenever events or changes in circumstances result in the
carrying amount of the assets exceeding the sum of the expected
future undiscounted cash flows associated with such assets. The
measurement of the impairment losses to be recognized is to be
based on the difference Dbetween the fair values and the carrying
amounts of the assets. Impairment loss recorded in the statement
of operations for the years ended December 31, 2001, 2000 and
1999 amounted to $251, $217 and $898, respectively.

INCOME TAXES

The Company accounts for income taxes 1in accordance with
Statement of Financial Accounting Standard No. 109, "Accounting
for Income Taxes" ("SFAS No. 109"). This statement prescribes the
use of the 1liability method whereby deferred tax assets and
liability account balances are determined based on differences
between financial reporting and tax based assets and liabilities

16
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and are measured using the enacted tax rates and laws that will
be in effect when the differences are expected to reverse. The
Company provides a valuation allowance, 1f necessary to reduce
deferred tax assets to their estimated reliable value.

RADA ELECTRONIC INDUSTRIES LIMITED

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (CONT.)
In thousands of U.S. dollars, except share and per share data

SIGNIFICANT ACCOUNTING POLICIES (CONT.)
SEVERANCE PAY

The Company's liability for severance pay is calculated pursuant
to Israeli severance pay law generally based on the most recent
salary of the employees multiplied by the number of years of
employment, as of the balance sheet date. Employees are entitled
to one month's salary for each year of employment or a portion
thereof. The Company's liability for all of its Israeli employees
is partly provided by monthly deposits for insurance policies
and/or pension funds and by an accrual. The value of these
policies is recorded as an asset in the Company's balance sheet.
The deposited funds of the Company's employees include profits
accumulated up to the balance sheet date. The deposited funds may
be withdrawn only upon the fulfillment of the obligation pursuant
to Israeli severance pay law or labor agreements. The value of
the deposited funds is based on the cash surrendered value of
these policies, and includes immaterial profits.

Severance expense recorded in the statement of operations is net
of interest and other income accumulated in the deposits.
Severance expense, for the years ended December 31, 2001, 2000
and 1999 amounted to $194, $29 and $158, respectively.

FAIR VALUE OF FINANCIAL INSTRUMENTS

The Group used the following methods and assumptions in

estimating their fair value disclosures for financial
instruments:

The carrying amount of cash and cash equivalents, trade
receivables, short-term bank credits and trade payables

approximate their fair value due to the short term maturity of
these instruments.

The carrying amount of long term debts are equivalent or
approximate their fair value as they bear interest at approximate
market rates.
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RADA ELECTRONIC INDUSTRIES LIMITED

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (CONT.)
In thousands of U.S. dollars, except share and per share data

SIGNIFICANT ACCOUNTING POLICIES (CONT.)

N. CONCENTRATION OF CREDIT RISK

The Groups sells its products and services mainly to financially
sound, well-established customers. Credit risk is concentrated in

the United States, Europe and Israel.

Financial instruments that potentially subject the Groups to
concentrations of credit risk consist principally of cash and

cash equivalent and short-term bank credit.

Cash and cash equivalents are mainly in U.S dollars with major
banks in Israel. Management believes that the financial
institutions that hold the Groups investments are financially
sound and, accordingly, minimal credit risk exists with respect

to these investments.

0. ROYALTY BEARING GRANTS

Royalty-bearing grants in respect of research and development
projects from the OCS and the BIRD Foundation, are recognized at
the time the Company is entitled to such grants on the basis of
the costs incurred and are included as a deduction from research

and development costs.

P. SHARE BASED COMPENSATION

The Company accounts for stock option grants in accordance
Accounting Principles Board Opinion No. 25 - "Accounting

Stock Based Compensation" ("APB No. 25") and FASB Interpretation

No. 44 "Accounting for Certain Transactions Involving

Compensation" ("Fin No. 44"). Under APB No.25, when the exercise
price of the Company's share options 1is less than the market
price of the underlying shares on the date of grant, compensation
expense 1s recognize. The pro forma disclosures, required by
Statement of Financial Accounting Standards No. 123 "Accounting
for Stock-Based Compensation" ("SFAS No. 123"), are provided in

Note 13B.

The Company accounts for shares, stock options and warrants

issued to non-employees in accordance with SFAS No. 123.

Company uses the Black-Scholes Option Pricing model to value

options and warrants granted to non-employees.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (CONT.)
In thousands of U.S. dollars, except share and per share data

SIGNIFICANT ACCOUNTING POLICIES (CONT.)

REVENUE RECOGNITION

The Group generates revenues mainly from the sale of products and
from long-term fixed price contracts for ATE, avionics, ground
debriefing systems. In addition, the Group leases ATE and
provides manufacturing services.

Revenues from sales of products are recognized in accordance with

Staff Accounting Bulletin No. 101 "Revenue Recognition in
Financial Statements" ("SAB No. 101"), when shipment has
occurred, persuasive evidence of an arrangement exists, the

vendor's fee is fixed or determinable, no further obligation
remains and collectibility is probable.

Revenues from services are recognized upon performance of the
services.

Revenues from long-term fixed price contracts are recognized

based on Statement of Position ©No. 81-1 "Accounting for
Performance of Construction - Type and Certain Production - Type
Contracts" ("sop 81-1"), using contract accounting on a

percentage of completion method based on the ratio of actual
costs incurred to total costs estimated to be incurred over the
duration of the contract. With regard to contracts for which a
loss is anticipated, a provision is made for the entire amount of
the estimated loss at the time such loss becomes evident.

Revenue under operating leases of equipment are recognized in
accordance with Statement of Financial Accounting Standard No. 13

"Accounting for Leases" ("SFAS No. 13"), ratably over the lease
period.

Deferred revenues include wunearned amounts received under
services contract, and amounts received from customers but not

yet recognize as revenues.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (CONT.)
In thousands of U.S. dollars, except share and per share data

SIGNIFICANT ACCOUNTING POLICIES (CONT.)

BASIC AND DILUTED NET LOSS PER SHARE

Basic net loss per share is computed Dbased on the weighted
average number of ordinary shares outstanding during each year.
Diluted net loss per share is computed Dbased on the weighted
average number of ordinary shares outstanding during each year,
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plus dilutive potential ordinary shares considered outstanding

during the year, in accordance with Statement of Financial
Accounting Standard ©No. 128 "Earnings per Share" ("SFAS No.
128"). All outstanding share options and warrants have been

excluded from the computation of diluted loss per share because
their effect is anti-dilutive for all periods presented. Options
and warrants to purchase 1,115,200, 2,511,982 and 2,359,894
ordinary shares were not included in the computation of years
1999, 2000 and 2001 diluted loss per share because such options

and warrants were considered anti-dilutive.

S. RECENTLY ISSUED ACCOUNTING PRONOUNCEMENTS

In July 2001, the Financial Accounting Standards Board issued

Statements of Financial Accounting Standards No. 141, "Business
Combinations" ("SFAS 141"™) and No. 142, "Goodwill and Other
Intangible Assets" ("SFAS 142"). SFAS 141 requires all business

combinations initiated after June 30, 2001, to be accounted for

using the purchase method. Under SFAS 142, goodwill

intangible assets with indefinite 1lives are no longer amortized
but are reviewed annually (or more frequently 1if impairment
indicators arise) for impairment. All other intangible assets
will continue to be amortized over their estimated wuseful lives.

The amortization provisions of SFAS 142 apply to goodwill

intangible assets acquired after June 30, 2001. With respect to
goodwill and intangible assets acquired prior to July 1, 2001,
the Company is required to adopt SFAS 142 effective January 1,
2002. The adoption of SFAS 141 and 142 will not have an impact on
the Company's financial position or results of operations since
there is no goodwill and no intangible assets with indefinite

lives.

RADA ELECTRONIC INDUSTRIES LIMITED
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (CONT.)
In thousands of U.S. dollars, except share and per share data
SIGNIFICANT ACCOUNTING POLICIES (CONT.)

S. RECENTLY ISSUED ACCOUNTING PRONOUNCEMENTS (Cont.)

In August 2001, the Financial Accounting Standards Board issued
Statement of Financial Accounting Standards No. 144, "Accounting
for the Impairment or Disposal of Long-Lived Assets" ("SFAS

144"). Although SFAS 144 supersedes FASB Statement No. 121,
retains the requirements of SFAS 121 regarding recognition

impairment loss for long-lived assets to be held and used (based
on undiscounted cash flows) and resolves certain implementation

issues. Also, the accounting model wused 1in SFAS 121

long-lived assets to be disposed of by sale (lower of carrying
amount or fair value less cost to sell) is Dbroadened by SFAS 144
to include discontinued operations and supersedes the reporting
provision of APB Opinion No. 30, "Reporting the Results of
Operations of a Segment of a Business". Therefore, discontinued
operations will no longer be measured on a net realizable value
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basis and future operating losses will no longer be recognized
before they occur. SFAS 144 also Dbroadens the presentation
discontinued operations to include a component of an entity
(rather than a segment of a business). The provisions of SFAS 144
are effective for financial statements issued for fiscal years
beginning after December 15, 2001, and interim periods within

of

those years. The Company believes that the adoption of SFAS 144

will not have a material impact on the Company's financial

statements.

OTHER RECEIVABLES AND PREPAID EXPENSES

DECEMBER 31,

2001 2000
Advances to suppliers $ 19 $483
Prepaid expenses 47 143
Other 1 61
$ 67 $687

RADA ELECTRONIC INDUSTRIES LIMITED

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (CONT.)
n thousands of U.S. dollars, except share and per share data

CONTRACTS IN PROCESS

Amounts included in the financial statements which relate

r
P
c
c
o

A.

to

ecoverable costs and accrued profits not yet billed on contracts in

rocess are classified as current assets. Billings on uncompleted

ontracts in excess of incurred <cost and accrued profits

are

lassified as current liabilities. Summarized below are the components

f the amounts:

RECOVERABLE COSTS AND ACCRUED PROFITS NOT YET BILLED:

DECEMBER 31,

2001 2000
Costs incurred on uncompleted
Contracts $ 1,425 $ 732
Accrued profits 1,709 546
3,134 1,278
Less - amount billed and progress
Payments 3,021 1,086
Less - estimated loss on contracts 4 -
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$ 109 $ 192
B. BILLING IN EXCESS OF INCURRED COSTS AND PROFITS
Costs incurred on uncompleted

Contracts $ 994 $ 2,276
Accrued profits 1,090 2,112
2,084 4,388

Less - amount billed and progress
payments 2,308 4,514
S (224) $  (126)
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (CONT.)
In thousands of U.S. dollars, except share and per share data

NOTE 5 — INVENTORIES
DECEMBER 31,
2001 2000
Current:
Raw materials and components $ 1,199 S 933
Work in process 417 302
Finished goods 406 406

Inventories in excess of amounts expected
to be sold currently:
Aircraft spare parts $ - S 347

Write-off of inventories, for the years ended December 31, 2001,

2000 and 1999 amounted to $0, $200 and $2,718 respectively.

NOTE 6 — LONG-TERM RECEIVABLES
DECEMBER 31,
2001 2000
Loan to former Chief Executive Officer (1) S 605 S 632
Loan to a former officer (1) 239 250
Loans to employees 29 29
Loan to Jetborne (2) 290 -
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The loans to former officers are linked to the Israeli Consumer

Price Index ("CPI") and bears interest of 4% per annum. The loans
were granted from 1989 through 1997. The Company is currently in
litigation with its former CEO and the former officer - see Note
16.

Loan to Jetborne - On December 31, 2001, the Company sold its 75%
ownership in Jetborne in consideration for one dollar. Jetborne
will repay the Company within ten years from the date of the
agreement the outstanding loan and debt including accrued
interest as of December 31, 2001. In addition, Jetborne will pay
the Company