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INTRODUCTION

We are an Israel based defense electronics contractor. The Company specializes in the development, manufacture and sale of Data
Recording and Management Systems (Digital Video & data recorders, Ground Debriefing Stations, Head-Up Display Cameras), Inertial
Navigation Systems, Avionics Solutions (Trainer Aircraft Upgrades, Stores Management Systems, Interface Computers) and Avionics for
UAVs.

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

We currently use CATS , ACE , FACE and VDS® as trade names. All other trademarks and trade names appearing in this annual report are
owned by their respective holders.

Our consolidated financial statements appearing in this annual report are prepared in U.S. dollars and in accordance with generally
accepted accounting principles in the United States, or U.S. GAAP. All references in this annual report to dollars or $ are to U.S. dollars and all
references in this annual report to NIS are to New Israeli Shekels.

Statements made in this annual report concerning the contents of any contract, agreement or other document are summaries of such
contracts, agreements or documents and are not complete descriptions of all of their terms. If we filed any of these documents as an exhibit to
this annual report or to any previous filing with the Securities and Exchange Commission, you may read the document itself for a complete
recitation of its terms.

Except for the historical information contained in this annual report, the statements contained in this annual report are forward-looking
statements within the meaning of Section 27A of the Securities Act of 1933, as amended, and Section 21E of the Securities Exchange Act of
1934, as amended, and the Private Securities Litigation Reform Act of 1995, as amended, with respect to our business, financial condition and
results of operations. Such forward-looking statements reflect our current view with respect to future events and financial results. We urge you
to consider that statements which use the terms anticipate,  believe, do not believe, expect, plan, intend, estimate, anticipate and sim
expressions are intended to identify forward-looking statements. We remind readers that forward-looking statements are merely predictions and
therefore inherently subject to uncertainties and other factors and involve known and unknown risks that could cause the actual results,
performance, levels of activity, or our achievements, or industry results, to be materially different from any future results, performance, levels of
activity, or our achievements expressed or implied by such forward-looking statements. Such forward-looking statements are also included in
Item4  Information on the Company and Item 5 Operating and Financial Review and Prospects. Readers are cautioned not to place undue
reliance on these forward-looking statements, which speak only as of the date hereof. Except as required by applicable law, including the
securities laws of the United States, we undertake no obligation to publicly release any update or revision to any forward-looking statements to
reflect new information, future events or circumstances, or otherwise after the date hereof. We have attempted to identify significant
uncertainties and other factors affecting forward-looking statements in the Risk Factors section that appears in Item 3D. Key Information - Risk
Factors.
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PART I

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

ITEM 2. OFFER STATISTICS AND EXPECTED TIMETABLE
Not applicable.

ITEM 3. KEY INFORMATION

A. Selected Financial Data

We derived the following consolidated statements of operations data for the years ended December 31, 2006, 2007 and 2008 and the
consolidated balance sheet data as of December 31, 2007 and 2008 from our audited consolidated financial statements included elsewhere in this
annual report. We derived the consolidated statements of operations data for the years ended December 31, 2004 and 2005, and the consolidated
balance sheet data as of December 31, 2004, 2005 and 2006 from our audited consolidated financial statements that are not included in this
annual report. All share and per share amounts have been restated for all prior periods to reflect a one share for three shares reverse stock split
that was effective February 14, 2007.

Year Ended December 31,

2004 2005 2006 2007 2008

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

Revenues $ 14,160 $ 13,421 $ 13,037 $ 14,021 $ 17,881

Cost of revenues 10,287 12,082 10,999 10,681 13,686

Gross profit 3,873 1,339 2,038 3,340 4,195

Research and development expenses 181 324 686

Marketing and selling 738 1,155 1,316 1,213 1,496

General and administrative expenses 2,093 1,906 1,749 2,190 1,903

Operating income (loss) 1,042 (1,722) (1,208) (387) 110

Financial income (expense), net (248) (624) (775) (629) (668)
Minority interest in losses (gains) of

subsidiary 28 17 a7 (62) (18)
Net income (loss) $ 822 $ (2,329) $ (2,0000 $ (1,078) $ (576)
Basic net income (loss) per share $ 012 % 0.31) $ 0.23) $ 0.12) $ (0.07)
Diluted net income (loss) per share $ 0.09 $ 031 $ 0.23) % 0.12) $ 0.07)

Weighted average number of shares used
to compute basic net income (loss) per
share 6,458 7,504 8,702 8,706 8,855

Weighted average number of shares used
to compute diluted net income (loss) per
share 7,895 7,504 8,702 8,706 8,855
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As of December 31,

2004 2005 2006 2007 2008

(U.S. dollars in thousands)

BALANCE SHEET DATA:

Working capital $ 2265 $ 3575  $ 510 $ 4,058 $ 5,582
Total assets 18,297 18,890 17,455 15,368 18,494
Short-term credits and current maturities

of Long-term loans 14 877 559 490 162
Long-term debt, net of current maturities 142 261 1,546
Convertible note - long terms 2,346 2,560 2,858 1,622 1,980
Shareholders equity 7,232 7,735 6,074 6,725 6,996

B. Capitalization and Indebtedness
Not applicable.

C. Reasons for the Offer and Use of Proceeds
Not applicable.

D. Risk Factors

Investing in our ordinary shares involves a high degree of risk and uncertainty. You should carefully consider the risks and uncertainties
described below before investing in our ordinary shares. Our business, prospects, financial condition and results of operations could be
adversely affected due to any of the following risks. In that case, the value of our ordinary shares could decline, and you could lose all or part of
your investment.

Risks Related to Our Business and Our Industry
We have a history of losses, and may not be able to achieve or sustain profitability in the future.

In the year ended December 31, 2008 we recorded a net loss of $576,000 and we have incurred losses in four out of the last five years. As
of December 31, 2008 our accumulated deficit was $62.9 million. We may not be able to achieve or sustain profitability in the future.

We may need to raise additional capital in the future, which may not be available to us.

Our working capital requirements and the cash flow from our operating activities are likely to vary greatly from quarter to quarter,
depending on the timing of orders and deliveries, the build-up of inventories, and the payment terms offered to our customers. As a consequence
of our significant losses, we incurred significant bank debt and sold equity and debt securities in private placements in the years 1997 through
2008. We may need to raise additional funds for a number of uses, including:

. Working capital and operating activities;

. Implementing marketing and sales activities for our products;

. Maintaining and expanding research and development programs;
. Hiring additional qualified personnel; and

. Supporting an increased level of operations.

10
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We may not be able to obtain additional funds on favorable terms. If we cannot raise needed funds on favorable terms, we may be required
to delay, scale 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 unanticipated requirements; or

. Retain our listing on the NASDAQ Capital Market.

If adequate funds are not available to us, our business, and results of operations and financial condition will be materially and adversely
affected. Any equity or debt financings may cause dilution to our then-existing shareholders and may increase our financing expenses. If
additional funds are raised through the issuance of equity securities, the net tangible book value per share of our ordinary shares would decrease
and the percentage ownership of then current shareholders would be diluted.

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

In line with our growth strategy, we have entered into teaming agreements and other co-operation agreements with General Electric
Aviation Systems (formerly Smiths Aerospace Electronic Systems) or GE Aviation to increase our penetration into the aviation market. We are
currently investing and intend to continue to invest significant resources to develop this relationship. Should our relationship fail to materialize
into significant agreements or should we fail to work efficiently with such party, we may lose sales and marketing opportunities and our
business, results of operations and financial condition could be adversely affected.

Our growth is partially dependant on the development of new products, based on internal research and development. Although we
carefully analyze the market needs before we invest in the development of a new product, we cannot be sure that the needs we identify are true,
we might face difficulties or delays in the development process that will result in changes of the market needs and competing products may
emerge during the development and certification process.

Recent worldwide credit market turmoil may adversely affect our customers, which directly impacts our business and results of operations.

Our operations and performance depend on our customers, including those from the governmental sector, having adequate resources to
purchase our products and services. The unprecedented turmoil in the credit markets and the global economic downturn generally adversely
impact our customers and potential customers. These economic conditions have continued to deteriorate despite government intervention
globally, and may remain volatile and uncertain for the foreseeable future. Customers have altered and may continue to alter their purchasing
activities in response to lack of credit, economic uncertainty and concern about the stability of markets in general, and have reduced or delayed
purchases of our products and services or other sales activities that affect purchases of our products and services. If we are unable to adequately
respond to changes in demand resulting from deteriorating economic conditions, our financial condition and operating results may be materially
adversely affected.

Competition in the market for defense electronics is intense. Our products may not achieve market acceptance which could adversely affect
our business, financial condition and results of operations.

The market for our products is highly competitive, and we may not be able to compete effectively in our market. Our principal competitors
in the defense electronics market are GE, Rockwell Collins, Honeywell, Elbit Systems, Israel Aircraft Industries Ltd., Goodrich (thru the
acquisition of TEAC Aerospace), the Zodiac group (thru the acquisition of Enertec), Astronautics C.A., AITech Defense Systems, and others.
We expect to continue to face competition from these and other competitors. Most of our competitors are far larger, have substantially greater
resources including financial, technological, marketing and distribution capabilities, and enjoy greater market recognition than we have. These
competitors may be able to achieve greater economies of scale and may be less vulnerable to price competition than us. We may not be able to
offer our products as part of integrated systems to the same extent as our competitors or successfully develop or introduce new products that are
more cost effective or offer better performance than those of our competitors. Failure to do so could adversely affect our business, financial
condition and results of operations.

11
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Our initiative of providing manufacturing services may not succeed, and as a result, we may be unable to achieve profitability in our
Beit-She an production facility and may be forced to shut down its operations.

In June 2000, we began to provide manufacturing services to original equipment manufacturers in Israel and the United States, using the
manufacturing capabilities of our Beit-She an plant. The market for our manufacturing services is highly competitive and we may not be able to
compete effectively in this market. The cost of labor and the efficiency of the production equipment and production processes are crucial to our
success in this market. Consequently, should we fail to maintain low labor costs, enhance our production equipment and develop new and more
efficient production methods, we may have to shut down the operations of our Beit-She an plant, which may harm our competitiveness and could
adversely affect our business, results of operations and financial condition.

Reduction in defense budgets worldwide may cause a reduction in our revenues, which would adversely affect our business, operating results
and financial condition.

The vast majority of our revenues is derived from the sale of products with military applications. These revenues, on a consolidated basis,
totaled approximately $15.3 million or 86% of revenues in 2008, $11.6 million, or 83% of revenues in 2007 and$11.6 million, or 89 % of
revenues in 2006. The defense budgets of a number of countries may be reduced in the future. Declines in defense budgets may result in reduced
demand for our products and manufacturing services. This would result in reduction in our core business revenues and adversely affect our
business, results of operations and financial condition.

Sales of our products are subject to governmental procurement procedures and practices; termination, reduction or modification of contracts
with our customers, and especially with the Government of Israel, or a substantial decrease in our customers budgets may adversely affect
our business, operating results and financial condition.

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

Further, our business with the State of Israel and other governmental entities is, in general, subject to delays in funding and performance
of contracts and the termination of contracts or subcontracts for convenience, among others. The termination, reduction or modification of our
contracts or subcontracts with the Government of Israel in the event of change in requirements, policies or budgetary constraints would have an
adverse effect on our business, operating results and financial condition.

If we do not receive the governmental approvals necessary for the export of our products, our revenues may decrease. Similarly if our
suppliers and partners do not receive government approvals necessary to export their products or designs to us, our revenues may decrease
and we may fail to implement our growth strategy.

Under Israeli law, the export of our products and know-how is subject to approval by the Israeli Ministry of Defense. To initiate sales
proposals with regard to exports of our products and know-how and to export such products or know-how, we must obtain permits from the
Ministry of Defense. We may not be able to receive in a timely manner all the required permits for which we may apply in the future.

Similarly, under foreign laws the export of certain military products, technical designs and spare parts require the prior approval of, or
export license from, such foreign governments. In order to maintain our third party production, certain co-development activities and
procurements required for the performance of certain contracts, we must receive detailed technical designs, products or products parts samples
from our strategic partners or suppliers. We may not be able to receive all the required permits and/or licenses in a timely manner. Consequently,
our revenues may decrease and we may fail to implement our growth strategy.
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We depend on sales to key customers and the loss of one or more of our key customers would result in a loss of a significant amount of our
revenues, which would adversely affect our business, financial condition and results of operations.

A significant portion of our revenues is derived from a small number of customers. Our major customers during the three years ended
December 31, 2008 were as follows:

Percentage of Revenues

2006 2007 2008
GE Aviation 38% 17% 16%
Israeli Ministry of Defense 5% 5% 15%
Israel Aerospace Industries 20% 17% 11%
RAFAEL Advanced Defense Systems 2% 10% 9%
Hindustan Aeronautics Ltd 10% 14% 29%

We anticipate that a significant portion of our future revenues will continue to be derived from sales to a small number of customers. If
our principal customers do not continue to purchase products from us at current levels or if such customers are not retained and we are not able
to derive sufficient revenues from sales to new customers to compensate for their loss, our revenues would be reduced and adversely affect our
business, financial condition and results of operations.

We depend on a limited number of suppliers of components for our products and if we are unable to obtain these components when needed,
we would experience delays in manufacturing our products and our financial results could be adversely affected.

We acquire most of the components for the manufacturing of our products from a limited number of suppliers and subcontractors, most of
whom are located in Israel and the United States. Certain of these suppliers are currently the sole source of one or more components upon which
we are dependent. Suppliers of some of the components for manufacturing require us to place orders with significant lead-time to assure supply
in accordance with our manufacturing requirements. Inadequacy of operating funds may cause us to delays placement of such orders and may
result in delays in supply. Delays in supply may significantly hurt our ability to fulfill our contractual obligations and may significantly hurt our
business and result of operations. We may not be able to continue to obtain such components from these suppliers on satisfactory commercial
terms. Temporary disruptions of our manufacturing operations would ensue if we were required to obtain components from alternative sources,
which may have an adverse effect on our financial results.

Rapid technological changes may adversely affect the market acceptance of our products and could adversely affect our business, financial
condition and results of operations.

The defense electronics market in which we compete is subject to technological changes, introduction of new products, change in
customer demands and evolving industry standards. Our future success will depend upon our ability to keep pace with technological
developments and to timely address the increasingly sophisticated needs of our customers by supporting existing and new technologies and by
developing and introducing enhancements to our current products and new products. We may not be successful in developing and marketing
enhancements to our products that will respond to technological change, evolving industry standards or customer requirements. In addition, we
may experience difficulties that could delay or prevent the successful development, introduction and sale of such enhancements and such
enhancements may not adequately meet the requirements of the market and may not achieve any significant degrees of market acceptance. If
release dates of our new products or enhancements are delayed or, if when released, they fail to achieve market acceptance, our business,
operating results and financial condition would be materially adversely affected.
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We may encounter difficulties with our international operations and sales.

Exports accounted for 55% of our sales in 2008, 61% of our sales in 2007 and 67% of our sales in 2006. This subjects us to many risks
inherent in engaging in export international business, including:

. Limitations and disruptions resulting from the imposition of government controls;
. Changes in regulatory requirements;

. Export license requirements;

. Economic or political instability;

. Trade restrictions;

. Changes in tariffs;

. Currency fluctuations;

. Longer receivable collection periods and greater difficulty in accounts receivable collection;
. Greater difficulty in safeguarding intellectual property;

. Difficulties in managing overseas subsidiaries and international operations; and

. Potential adverse tax consequences.

We may not be able to sustain or increase revenues from international operations and may encounter significant difficulties in connection
with the sale of our products in international markets. Any of those events will have a material adverse affect on our business, operating results
and financial condition.

Currency exchange rate fluctuations in the world markets in which we conduct business could have a material adverse effect on our
business, results of operations and financial condition.

We may be adversely affected by fluctuations in currency exchange rates. While our revenues are generally denominated in U.S. dollars, a
significant portion of our expenses is incurred in NIS. We do not currently engage in any currency hedging transactions intended to reduce the
effect of fluctuations in foreign currency exchange rates on our results of operations. If we were to determine that it was in our best interests to
enter into any hedging transactions in the future, we may not be able to do so. Furthermore, such transactions, if entered into, may not materially
reduce the effect of fluctuations in foreign currency exchange rates on our results of operations. In addition, if for any reason exchange or price
controls or other restrictions on the conversion of foreign currencies into NIS were imposed, our business could be adversely affected. In the
future, such fluctuations may have a material adverse effect on revenues from international sales, operating expenses and consequently, on our
business, operating results and financial condition.

We are dependent on our senior management and key personnel, in particular Herzle Bodinger, the chairman of our Board of Directors,
and our president, and Mr. Zvi Alon our chief executive officer, whose loss could adversely affect our business.

Our future success depends in large part on the continued services of our senior management and key personnel. In particular, we are
dependent on the services of Herzle Bodinger, the chairman of our Board of Directors and our president, and Mr. Zvi Alon our chief executive
officer. Any loss of their services other members of senior management or other key personnel could negatively and materially affect our
business.

Our products may infringe on the intellectual property rights of others.

Third parties may assert infringement claims against us or claims that we have violated a patent or infringed on a copyright, trademark or
other proprietary right belonging to them. In addition, any infringement claim, even one without merit, could result in the expenditure of
significant financial and managerial resources to defend.
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The status of our Chinese subsidiary and its joint venture with Beijing Tianzu Forestry Company is uncertain and we may be required to
initiate litigation in order to enforce our rights.

Beijing Huarui Aircraft Components Maintenance and Services Co., Ltd. or CACS, our Chinese subsidiary, conducts its business in an
approximately 16,000 square foot facility in Beijing that includes offices and test and repair facilities. The land for this facility was leased by
Beijing Tianzu Forestry Company or Tianzu, the minority shareholder in CACS, from the Chinese government for 30 years. Under a joint
venture agreement, and in consideration for its equity investment in CACS, Tianzu granted CACS usage rights in the land, constructed the
buildings and granted CACS the ownership of these buildings. However, the transfer of the title to the land and the buildings has not been
completed. Although Tianzu is legally obligated to complete such transfer of title to the land and the buildings, such transfer may not be
completed and we may be required to initiate litigation in order to enforce our rights to receive title to the land and buildings. We have reached
an understanding with our Chinese partner pursuant to which the Chinese partner will surrender its shares in CACS in consideration for retaining
title to the land and the building. The agreement between the parties has not been finalized yet and it is subject to approval from the various
Chinese regulatory authorities and other legal procedures.

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

The Sarbanes-Oxley Act of 2002 imposes certain duties on us and our executives and directors. Our efforts to comply with the requirements of
Section 404 of the Sarbanes-Oxley Act of 2002 governing internal controls and procedures for financial reporting, which started in connection
with this Annual Report on Form 20-F, have resulted in increased general and administrative expense and a diversion of management time and
attention, and we expect these efforts to require the continued commitment of significant resources. To comply with this statute, we will be
required to document and test our internal control procedures, and our management will be required to assess and issue a report concerning our
internal controls over financial reporting. The rules governing the standards that must be met for management to assess our internal controls over
financial reporting are relatively new and complex and require significant documentation, testing and possible remediation to meet the detailed
standards under the rules. We may identify material weaknesses or significant deficiencies in our assessments of our internal controls over
financial reporting. Failure to maintain effective internal controls over financial reporting could result in investigation or sanctions by regulatory
authorities and could have a material adverse effect on our operating results, investor confidence in our reported financial information and the
market price of our ordinary shares may suffer.

Risk Factors Related to Our Ordinary Shares
Our share price has been volatile in the past and may decline in the future.

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

. Quarterly variations in our operating results;

. Operating results that vary from the expectations of securities analysts and investors;

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

. Announcements of technological innovations or new products by us or our competitors;

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

. Changes in the status of our intellectual property rights;

. Announcements by third parties of significant claims or proceedings against us;

. Additions or departures of key personnel;
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. Future sales of our ordinary shares;
. Delisting of our shares from the NASDAQ Capital Market; and

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

In the past, securities class action litigation has often been brought against companies following periods of volatility in the market price of
its securities. We may in the future be the target of similar litigation. Securities litigation could result in substantial costs and divert
management s attention and resources both of which could have a material adverse effect on our business and results of operations.

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

If our principal shareholders sell substantial amounts of their ordinary shares, including shares registered under effective registration
statements and shares issuable upon the exercise of outstanding warrants, or convertible notes, or if the perception exists that our principal
shareholders may sell a substantial number of our ordinary shares, the market price of our ordinary shares may fall. Any substantial sales of our
shares in the public market also might make it more difficult for us to sell equity or equity related securities in the future at a time, in a place and
on terms we deem appropriate.

We may be delisted from the Nasdaq Stock Market if we fail to meet its listing maintenance requirements.

Our shares have traded on the Nasdaq Stock Market since 1985 and on the Nasdaq Capital Market since June 10, 2002. During the last
twelve months, we have from time to time not been in compliance with Nasdaq s continued listing requirement that the share price of our
ordinary shares exceed $1.00. While we met this requirement as of December 31, 2008 and March, 2009, we cannot assure you that our share
price will continue to be greater than $1.00 per share or that we will be able to satisfy the other listing maintenance requirements. Should we fail
to satisfy such requirements, our ordinary shares may be delisted from the Nasdaq Capital Market and transferred to the OTC Bulletin Board.

The Securities and Exchange Commission has adopted regulations which generally define Penny Stocks to be an equity security that has a
market price less than $5.00 per share, subject to certain exemptions. If we were delisted from the Nasdaq Capital Market we would lose our
exemption. As a Penny Stock, our ordinary shares may become subject to Rule 15g-9 under the Securities Exchange Act of 1934, as amended
( Exchange Act ), or the Penny Stock Rule. This rule imposes additional sales practice requirements on broker-dealers that sell such securities to
persons other than established customers and accredited investors (generally, individuals with a net worth in excess of $1,000,000 or annual
incomes exceeding $200,000, or $300,000 together with their spouses). For transactions covered by Rule 15g-9, a broker-dealer must make a
special suitability determination for the purchaser and have received the purchaser s written consent to the transaction prior to sale. As a result,
this rule may affect the ability of broker-dealers to sell our securities and may affect the ability of purchasers to sell any of our securities in the
secondary market.

We do not intend to pay dividends.

We have never declared or paid cash dividends on our ordinary shares and do not expect to do so in the foreseeable future. The declaration
of dividends is subject to the discretion of our board of directors and will depend on various factors, including our operating results, financial
condition, future prospects and any other factors deemed relevant by our board of directors. You should not rely on an investment in our
company if you require dividend income from your investment in our company. The success of your investment will likely depend entirely upon
any future appreciation of the market price of our ordinary shares, which is uncertain and unpredictable. There is no guarantee that our ordinary
shares will appreciate in value or even maintain the price at which you purchased your ordinary shares.
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Risks Relating to Our Location in Israel

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

We are incorporated under the laws of the State of Israel, and our principal executive offices and manufacturing and research and
development facilities are located in Israel. Political, economic and security conditions in Israel directly influence us. Since the establishment of
the State of Israel in 1948, Israel and its Arab neighbors have engaged in a number of armed conflicts. A state of hostility, varying in degree and
intensity, has led to security and economic problems for Israel. Major hostilities between Israel and its neighbors may hinder Israel s international
trade and lead to economic downturn. This, in turn, could have a material adverse effect on our operations and business. There has been an
increase in unrest and terrorist activity in Israel, which began in September 2000 and which has continued with varying levels of severity
through 2008. In December of 2008 the IDF has operated in Gaza strip in response to continuing attacks over the Southern settlements of Israel
by Hamas activists. The operation has ended in the beginning of 2009, however, the cease fire has not entered into effect to this time. Ongoing
violence between Israel and the Palestinians as well as tension between Israel and the neighboring Syria and Lebanon may have a material
adverse effect on our business, financial conditions and results of operations.

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

Fluctuations in the exchange rate between the U.S. dollar and foreign currencies may affect our operating results.

A significant portion of the cost of our operations, mainly personnel and facility-related, is incurred in NIS. Therefore, our NIS related
costs, as expressed in U.S. dollars, are influenced by the exchange rate between the U.S. dollar and the NIS. In addition, if the rate of inflation in
Israel will exceed the rate of devaluation of the NIS in relation to the U.S. dollar, or if the timing of such devaluations were to lag considerably
behind inflation, our cost as expressed in U.S. dollars may increase. NIS linked balance sheet items may create foreign exchange gains or losses,
depending upon the relative dollar values of the NIS at the beginning and end of the reporting period, affecting our net income and earnings per
share. Although we may use hedging techniques we may not be able to eliminate the effects of currency fluctuations. Thus, exchange rate
fluctuations could have a material adverse impact on our operating results and share price.

Service and enforcement of legal process on us and our directors and officers may be difficult to obtain.

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

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

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

Because we are an Israeli company, the rights and responsibilities of our shareholders are governed by our articles of association and by
Israeli law. These rights and responsibilities differ in some respects from the rights and responsibilities of shareholders in a typical U.S.
corporation. In particular, a shareholder of an Israeli company has a duty to act in good faith towards the company and other shareholders and to
refrain from abusing his, her or its power in the company, including, among other things, in voting at the general meeting of shareholders on
certain matters. Israeli law provides that these duties are applicable to shareholder votes on, among other things, amendments to a company s
articles of association, increases in a company s authorized share capital, mergers and interested party transactions requiring shareholder
approval. In addition, a shareholder who knows that it possesses the power to determine the outcome of a shareholders vote or to appoint or
prevent the appointment of a director or executive officer in the company has a duty of fairness towards the company. However, Israeli law does
not define the substance of this duty of fairness. Because Israeli corporate law has undergone extensive revisions in recent years, there is little
case law available to assist in understanding the implications of these provisions that govern shareholder behavior.
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As a foreign private issuer whose shares are listed on the NASDAQ Capital Market, we may follow certain home country corporate
governance practices instead of certain NASDAQ requirements.

As a foreign private issuer whose shares are listed on The NASDAQ Capital Market, we are permitted to follow certain home country
corporate governance practices instead of certain requirements of The NASDAQ Marketplace Rules. A foreign private issuer that elects to
follow a home country practice instead of such requirements, must submit to NASDAQ in advance a written statement from an independent
counsel in such issuer s home country certifying that the issuer s practices are not prohibited by the home country s laws. In addition, a foreign
private issuer must disclose in its annual reports filed with the Securities and Exchange Commission or on its website each such requirement that
it does not follow and describe the home country practice followed by the issuer instead of any such requirement. As a foreign private issuer
listed on The NASDAQ Capital Market, we may follow home country practice with regard to, among other things, composition of the board of
directors, director nomination procedure, compensation of officers, and quorum at shareholders meetings. In addition, we may follow our home
country law, instead of the NASDAQ Marketplace Rules, which require that we obtain shareholder approval for certain dilutive events, such as
for the establishment or amendment of certain equity based compensation plans, an issuance that will result in a change of control of the
company, certain transactions other than a public offering involving issuances of a 20% or more interest in the company and certain acquisitions
of the stock or assets of another company.

ITEM 4. INFORMATION ON THE COMPANY

A. History and Development of the Company

We were incorporated under the laws of the State of Israel on December 8, 1970. We are a public limited liability company under the
Israeli Companies Law 1999-5759, or the Israeli Companies Law, and operate under this law and associated legislation. Our registered offices
and principal place of business are located at 7 Giborei Israel Street, Netanya 42504, Israel, and our telephone number is 972-9-892-1111. Our
address on the internet is www.rada.com. The information on our website is not incorporated by reference into this annual report.

We develop, manufacture and sell defense electronics (solid-state recorders, computers, inertial navigation systems, and alike) and their
supporting ground systems (automated testers, data debriefing stations). We also provide test and repair services using our CATS testers and test
program sets for commercial aviation electronic systems through our Chinese subsidiary. Our U.S.-based subsidiaries have been inactive since
January 1, 2002.

In April 1985, we completed our initial public offering. Our ordinary shares are traded on the NASDAQ National Market from our initial
public offering in 1985 until June 10, 2002 when the listing of our ordinary shares was transferred to the NASDAQ Capital Market. We are
listed under the symbol RADA.

In February 2005, we purchased certain assets and assumed certain liabilities related to the operations of Vectop, an Israeli company
specializing in the design, development, marketing and sale of electro-optic equipment and debriefing systems. Such assets included the
know-how, intellectual property and patents that were used by, or connected to Vectop s business, as well as full access to customer lists related
to the products acquired.

Our capital expenditures for the years ended December 31, 2006, 2007 and 2008 were approximately $236,000, $353,000 and $498,000,
respectively. These expenditures were principally for machinery equipment and office furniture and equipment.
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B. Business Overview
Industry Overview

Our activity is focused on the defense electronics market. This market has been growing in recent years and is currently a large part of the
defense business reflects two contradictory trends, the proliferation of defense electronics on one hand, which has been offset by the significant
reduction in the price of electronic systems and is reducing the dollar value of the market. Today, new military vehicles of all kinds are equipped
with significantly more electronic systems than they used to carry in the past. The increasing usage of advanced electronics in modern vehicles,
including upgrades of existing technology and the growing use of unmanned vehicles of all kinds, have provided significant growth to the
market.

Advanced defense electronics systems of today, typically try to incorporate components that are derived from the industrial or the
consumer electronics markets, especially from the telecom markets. Most of the defense electronics systems are built with commercial
components and even sub-systems, a fact that reduces the overall price, and at the same time generates complex obsolescence issues.

Customers of defense electronics products are either governments or major integrators. Engagement in business relationships with these
customers is complex, has a long sales cycle and requires long term commitments for future support of delivered hardware. Production batches
of such products are usually small.

Suppliers of defense electronic systems are either providers of sub-systems to major integrators or providers of integrated systems to the
industry or to the armed forces. These companies are typically very large and have diversified product offerings.

New products in the defense electronic market are usually developed utilizing internal and customer research and development funds, and
are tailored to specific customer needs. In many cases, the customer who pays for the design and adaptation, limits the use of intellectual
property that was funded by it for other applications, due to either financial or security reasons.

Products and Services

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

Our current product lines are:

. Data Recording & Management
. Inertial Navigation Systems
. Unmanned Aerial Vehicle (UAV) Avionics

o Avionics Solutions
In addition, we continue to sell and support our legacy products and services, as follows:

U Commercial aviation test stations - CATS

. Test and repair services through our China based subsidiary using our CATS testers and test programs.
14
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Based on our accumulated experience in ruggedized data storage and management for the military market, we began in 2007 to develop a
new and revolutionary information disaster recovery solution for the commercial market. Disaster recovery is the process of regaining access to
the data, hardware and software necessary to resume critical business operations after a natural or human-induced disaster. A disaster recovery
plan, or DRP, is part of a larger process known as business continuity planning, or BCP. Disaster recovery is becoming an increasingly
important aspect of enterprise computing. As devices, systems, and networks become ever more complex, there are simply more things that can
go wrong. As a consequence, recovery plans have also become more complex. Interruption of service or loss of data can have serious financial
impact on current enterprises, whether directly or through loss of customer confidence. In 2008, we completed the development and delivered a
few prototypes to our customer for initial field tests. We see this activity as a potential new line of business and one of the growth engines for
our company in the future, as this business is huge and fast growing.

Data Recording & Management

RADA is a world leader in the field of mission data recording, management, and post-mission analysis and debriefing. Over the past 25
years we have developed, fielded and supported a wide range of solid-state digital recorders, cameras and debriefing systems for aerospace and
military applications, including:

. Flight Data Recorders for fighter aircraft

U Video/Audio/Data Recorders (with Data Transfer functions)

. High-Rate (no compression) Data Recorders for aircraft and airborne pods
. Airborne Data Servers the latest approach to avionic data management
. A wide range of HUD Video Cameras for fighter aircraft

. A variety of Ground Debriefing Solutions (GDS)

Featuring state-of-the-art technologies, RADA s digital recorders are designed for both airborne and military applications. RADA s
high-performance recorders feature simultaneous, high-capacity video, audio and data recording, high throughput and mass storage handling
capabilities, supporting rapid dissemination and real time playback. RADA s Video Recorders implement MPEG-2 and/or MPEG-4 (H.264)
compression formats, supporting up to 128GB of solid state memory, facilitating continuous recording over extended mission durations.

RADA s Ground Debriefing Stations, or GDS, feature synchronized video, audio, data, and Air Combat Maneuvering Instrumentation
(ACMI) debriefing. GDS solutions vary from personal, laptop-size debriefing units, through robust desktop multi-channel systems supporting
the mission debriefing of four-aircraft formations up to large-scale simultaneous debriefing systems. These network-based systems support large
numbers of participants operating from different locations, and provide advanced data management features.

RADA s products are fully qualified and operational with fixed and rotary-wing aircraft and land vehicles, and are backed by our teams of
experts dedicated to providing global technical and maintenance support. Our customers include leading air forces and prime integrators
worldwide, such as General Electric, Lockheed Martin, Boeing, Hindustan Aeronautics Ltd, Embraer, the Israeli Air Force, Israel Aircraft
Industries and others.

Data Acquisition System - DAS

The DAS is an advanced avionics data acquisition system designed to acquire, process and record data from various aircraft systems. DAS
consists of two sub-systems, a data acquisition unit, or DAU, and an enhanced crash survival memory unit, or ECSMU. The DAU interfaces
with numerous data systems and data channels in the aircraft and acquires, processes and records data, mostly for maintenance purposes. The
ECSMU isa black box capable of recording digital data and digitized audio transferred through the DAU. The DAS is a form fit replacement to
the crash-survivable flight data recording, or CSFDR, system which is currently installed on most of F-16 aircraft worldwide. The DAS is
designed to meet all commercial aviation requirements for black box recorders, thus expanding its market potential beyond the defense
electronics market. DAS is being offered as a substitute in various projects that require a flight data recorder with advanced capabilities and
growth potential.

The DAS is a product of GE Aviation. We have developed significant parts of the DAU as a subcontractor to GE Aviation, and are
assembling and testing the unit in our production plant at Beit She an. To dater, the majority of the DAU units (just under 200 units) were
produced by us and shipped to GE Aviation. While production is ongoing, additional DAS contracts between GE and the U.S. Air force and

other air forces are expected to be signed during 2009 and should contribute to our revenues for the next several years.
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Digital Video & Data Recorder - DVDR

RADA s Digital Video & Data Recorder, or DVDR, is a military-off-the-shelf, or MOTS, mission data recorder. Form and fit to all
common airborne analog recorders, we believe our DVDR has become the replacement-of-choice for these ageing, near-obsolete products. The
video and audio recording functions are empowered by synchronized recording of various data sources, real-time playback, and mass storage
management. The DVDR records up to six video channels, two audio channels, MIL-STD-1553 Mux-Bus channels, and Fast Ethernet channels -
all stamped with precise time for post-mission synchronized debriefing. The system supports two video playback outputs. It incorporates a
removable mass-memory unit, or RMU, which stores up to 128Gbytes of flash memory. The DVDR can be installed in cockpits or equipment
bays, and is qualified to the harshest military environment. It is accompanied by RADA s family of ground debriefing solutions, or GDS,
displaying synchronized playback of the recorded video, audio and data along with ACMI displays.

Our marketing activities have been successful in several programs around the world, especially in our strategic markets of Israel, USA and
India. We have signed a teaming agreement with GE Aviation to jointly market our DVDR in the USA and some other markets, where GE
Aviation is a prime contractor and we produce and deliver the equipment. Through this teaming agreement, Boeing awarded us the U.S. Navy
T-45 advanced trainer digital recorder and processor program at end of 2005 and we delivered recording and ground debriefing system to
Lockheed Martin for its new F-16 production programs in mid-2006. We completed the deliveries to the Chilean Air Force for its modern F-16
fleet in 2006 and recently received a follow-on order for their F-16A/B fleet. We also won a program for the delivery of recorders for the Indian
Navy aircraft. In 2008, we signed a contract with a strategic customer in Southeast Asia to equip most of its fighter aircraft fleet with the
DVDRs, including the transfer of production technology. We are actively pursuing, directly and through our teaming agreement with GE
Aviation, upgrade programs of recorders replacements worldwide.

High-Rate Data Recorder - HRDR

RADA s High Rate Data Recorder, or HRDR, provides a solution for the extremely high data recording rates typically required by modern
reconnaissance and targeting pods. The HRDR provides extremely-high data recording and reading rates, combined with the NATO Standard
STANAG 4575 file system management capabilities. It implements copper fibre channel physical interface per STANAG 4575, along with
SCSI-over-fibre channel data transfer protocol. It can operate as a standard Fibre Channel disk, enabling the user to implement any standard file
system.

The HRDR provides multi-partitions mode, where any access to the first partition is treated according to STANAG 4575, while access to
the second partition is treated as a standard disk access. It possesses a high capacity of up to 256 GBytes of solid-state flash memory, and
supports secure erase according to the AFSSI 5020 standard. The HRDR is packaged in a compact mechanical structure, shaped to fit pods
internal curvatures. It withstands harsh military environment, providing high reliability and operating life.

The HRDR is under production and is being delivered to Zeiss/Rafael for their RecceLite program. The system is being offered to various
producers of pods in Israel and overseas.

Video Recorder & Data Server System - VRDS

RADA s Video Recorder & Data Server System, or VRDS, is a solution for video and data recording and mass-storage management
onboard combat platforms. The VRDS baseline functions of video, audio and multiple data sources recording are complemented by mass storage
management, powerful processing and extremely fast distribution of mass data over Gigabit Ethernet channels, facilitating advanced capabilities
with today s avionics which involve mass data processing.

The VRDS records up to six video channels, two audio channels, MIL-STD-1553 Mux-Bus channel and Gigabit Ethernet channels  all
stamped with precise time for post-mission synchronized debriefing. The system supports two video playback outputs. It incorporates a
Removable Mass-Memory Unit, or RMU, which stores up to 128Gbytes of flash memory and implements an autonomous secure-erase
mechanism. The VRDS is form-fit to the widely-used Data Transfer Equipment or DTE and is qualified for use in cockpit military
environments. It is accompanied by RADA s family of Ground Debriefing Solutions, or GDS, displaying synchronized playback of the recorded
video, audio and data along with ACMI displays.
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The VRDS was ordered by the Israeli Air Force, or IAF, in 2008. Serial deliveries will commence in the second half of 2009 and are
expected to be completed during 2010, with the aim to equip the vast majority of the IAF s aircraft. The system is being actively offered to air
forces globally.

HUD Color Video Cameras - HCVC

With over 1,500 units installed globally, RADA s EyeWitness HUD Color Video Camera, or HCVC, is an advanced, widely-used and
highly affordable MOTS family of products. This mature camera is designed to fit any Head-Up Display, or HUD, which is currently operational
in fighter aircraft cockpits. The HCVC captures the image of the HUD symbols superimposed over the outside world view, as seen by the pilot
during the mission. The color video signal produced by the HCVC is recorded in-flight and used for post-flight ground debriefing.

The EyeWitness HCVC is installed on the HUD mechanical frame either between the pilot s eyes and the HUD combiner, or beyond the
HUD combiner. In the latter installation position, the HUD symbol is superimposed over the camera video by the aircraft display processor prior
to recording. EyeWitness cockpit cameras employ CCD technology to produce perfect images through high video quality, while their
field-of-view is designed to capture the entire HUD display. The HCVCs are highly reliable and are qualified for use in cockpit military
environments.

The EyeWitness HCVC family of products has been sold to numerous customers worldwide, including, Boeing/IAl, Hindustan
Aeronautics Ltd, or HAL, Embraer and Elbit, and air forces such as the IAF, the Indian air force, the Turkish air force, and others. The
production line for the HCVC is active, enabling follow-on sales and support to the majority of our current customers, and deliveries to new
customers to which we are actively marketing these products

Ground Debriefing Stations - GDS

Since 1999, we have offered operational ground debriefing stations complementing our airborne systems. The operational ground
debriefing station is a PC-based application operating in a Windows NT/2000/XP® environment. The solution provides a state-of-the-art
debriefing environment, fully capitalizing on all available digital and video information in a completely synchronized presentation. Further
capitalizing on current technologies, individual stations have a networking capability, providing data sharing, as well as cross-unit and ground
debriefing station inter-air force debriefing.

As part of Lockheed Martin Aerospace Peace Marble V (PM-V) Program, we developed the next generation of our ground debriefing
solutions by advancing it to the digital video era. This development has resulted in significant growth in the system s capability as well as
establishing our system as a major and central device in the day-to-day operation of air force squadrons. We have delivered 24 stations in total to
the PM-V Program.

Currently, all of our DVDR/VRDS programs incorporate this or similar ground debriefing solutions and are being delivered to our
customers worldwide.

Inertial Navigation Systems

Leveraging on our in-depth scientific research and algorithmic expertise, utilizing state-of-the-art Fiber Optic Gyro, or FOG, and
Micro-Electro Mechanical Systems (MEMS) sensors, and taking advantage of its experience in electronic and mechanical design, RADA is
introducing a line of advanced - yet affordable - inertial navigation solutions, or INS. RADA s INS are adaptable to the performance and
interface requirements of multiple combat platforms and weapon systems.

Among RADA s navigation products are:

. R-100F: FOG-based, navigation-grade Embedded GPS-INS (EGI)
. R-200M: Compact, MEMS-based, multiple-sensor aided INS for combat platforms and weapons

. MAVINS Modular Avionics and MEMS-Based INS: Specially-designed compact integrated solution for UAVs and disposable
applications

. Inertial Measurement Unit (IMU)
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RADA s navigation solutions introduce sophisticated and proprietary sensor fusion algorithms, and embed modular design principles
leading to minimal integration efforts into larger mission systems. The compact, reliable, and affordable INS are applicable to manned and
unmanned platforms, as well as to disposable applications.

Our INS line ranges from inertial measuring units, or IMU, through fully-integrated and compact modular avionics and INS/GPS for
UAVs, to navigation-grade, high-performance systems. RADA s navigation products are backed by our global, dedicated, and professional
technical and maintenance services. We are continuing our research and development efforts and intend to design a complete family of
applications that will provide solutions for various manufacturers needs. At the same time, we are marketing our products to our strategic
customers and together with them are working to define the next versions of this family of solutions.

Among RADA s customers for navigation solutions are leading air forces and prime integrators worldwide, including IAI, RAFAEL
Advanced Defense Systems Ltd, Embraer, ADE (India s DRDO) IAF, and others.

R-100F Embedded GPS/INS (EGI)

The R-100F is a high performance, navigation-grade Inertial Navigation System, based on advanced FOG technology. It integrates
navigation sensors with an embedded 16-channels CA-code GPS receiver, providing independent INS-only and blended INS/GPS solutions. The
R-100F characteristics and performance make it suitable for a broad spectrum of INS applications, including mission control and flight control
systems. The system is qualified to military environment.

The R-100F advantages are: usage of advanced FOG sensor technology; implementation of three independent navigation solutions (INS
Only, Blended INS/GPS, GPS Only); steering calculations for various coordinate systems and datum; powerful interface capabilities; low weight
and volume; high reliability; and affordability.

RADA received a contract in 2008 from one of its strategic customers to install the R-100F on board fighter aircraft. Serial production is
scheduled to commence at the end of 2009.

R-200M MEMS-Based INS

The R-200M is an extremely compact, highly reliable and affordable INS, embedding inertial MEMS sensors, 16-channel GPS, air
pressure sensors and a magnetic heading sensor, providing multi-sensor aided navigation solution. The characteristics and performance of the
R-200M make it suitable for a broad spectrum of inertial data applications in Unmanned Aircraft Vehicles, or UAV, and weapon systems, as a
full INS solution, as an Attitude and Heading Reference System, or AHRS, as a data source for stabilization functions onboard combat
platforms, and other utilizations.

The R-200M advantages are: usage of calibrated low-cost MEMS sensors, high accuracy INS data in blended INS/GPS mode, accurate
attitude data with baro aiding (for non-GPS navigation), stable INS data during GPS outages, low weight and volume, high reliability and
affordability.

The R-200M is being offered to UAV manufacturers and weapon producers in our strategic markets.
Modular Avionics and INS - MAVINS

The MAVINS is an all-in-one, dual-redundant and compact modular avionics system, providing a complete core-avionics solution for
small-size UAVs, disposable applications and back-up solutions for manned platforms. It integrates MEMS-based sensors, GPS receivers,
powerful processors and extended I/O channels to facilitate platform flight control, mission management, navigation functions and payload
control applications.

The MAVINS can perform in any combination of the following core-avionics applications:

. Flight Control ~computations and flight surfaces control

. Mission Computing and Management
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. Inertial navigation full solution, AHRS sub-functionalities
. Air Data Center (ADC)
o Magnetometer

. Payloads and data-link control through extended I/O
In addition to its inherent, by-design high reliability, the MAVINS introduces full dual-redundancy, thus ensuring increased mission
reliability for all its functionalities.

In 2007 we received our first order for the MAVINS from an Asian customer and signed an agreement with IAI during 2008. Deliveries
for both customers will commence in 2009.

Inertial Measurement Unit - IMU

The Inertial Measurement Unit, or ISU, is a FOG-based replacement for ageing mechanical-gyro based units, used in pods and combat
vehicles. It provides inertial data (attitude angles and accelerations) to mission/navigation computers onboard the vehicles or pods. The system is
qualified for use in military environments and introduces high reliability and affordability compared to its predecessors.

In 2007 we received the first order for the IMU from RAFAEL Advanced Defense Systems, or RAFAEL. We expect to start serial
deliveries of the system at the end of 2009.

Unmanned Aerial Vehicle Avionics

Based on 30 years of defense electronic systems development experience, RADA has taken its core avionics expertise a step further,
offering a wide spectrum of avionic products optimized for UAVs of all sizes.

RADA s UAYV Avionics offer:

Extremely compact through modern board connectivity solutions
Innovative conductive cooling techniques

Withstanding extreme environmental conditions

Very high reliability

Affordability

RADA s UAYV avionics product family comprises:
. Interface Control Processors (ICP)
U Engine Control Computers (ECC)
. Payload Management Computers (PMC)
. Payload Interface Units (PIU)
[ All-in-one Modular Avionics and INS (MAVINS)
U] Electrical Power Management Units (EPMU)
RADA s MOTS UAYV avionics solutions are operational onboard tactical and medium altitude long endurance and high altitude long

endurance aerial vehicles. RADA s extremely-compact MAVINS provides a complete core-avionics single unit solution for miniature aerial
vehicles. Our solutions can be easily adapted to specific built-to-spec requirements for all types of Unmanned Aerial Systems, or UAS.
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RADA s UAYV avionics solutions are provided to world leading UAS manufacturers, and are supported by our globally-available,
dedicated, and professional technical and maintenance services.

There are up to 26 units of all of the abovementioned units installed onboard IAI s next-generation UAV. Serial production of these units is
expected to commence during 2009.

Avionics Solutions

RADA, a developer and manufacturer of core avionics systems for over 30 years, currently offers a wide spectrum of military avionics
systems designed for integration in new and upgraded aircraft and unmanned systems worldwide.

RADA offers the following solutions:

. Complete Integrated Avionics Upgrade Suits

. Mission and Display Computers

. Weapon Management Systems

. Data Interface and Processing Computers

. Mission Data Recorders and Debriefing Solutions

. HUD Video Cameras
o Inertial Navigation Systems

o Air Data Sensors
RADA s avionics solutions range from fully integrated avionics suites, MOTS core avionics subsystems, to tailor-made built-to-spec  units,
backed by our teams of experts dedicated to providing global technical and maintenance support.

Our avionics systems are easily adapted to Western, Eastern, and indigenous-origin platforms of all kinds. We provide our avionic
expertise as team members and subcontractors, and as prime contractors for avionic upgrades.

Our avionics are currently onboard the F-16, F-15, A-4, Jaguar, MiG-27, Su-30MKI, Dhruv Helicopter, and a growing number of UAVs.

RADA s avionics solutions are accepted by leading air forces and prime integrators worldwide, such as Lockheed Martin, Boeing, General
Electric, HAL, Embraer, IAF, IAI, Rafael and many others.

Integrated Avionics Upgrade Suit

We conducted an avionics upgrade program of all of the avionics systems of the A-4 Skyhawk fleet of the IAF. The aging avionics of the
A-4 aircraft were completely replaced by a new, upgraded avionics package designed by us. Our new avionics package replaced the legacy
weapon delivery and navigation system of the aircraft with a new state-of-the-art system that significantly improved the capabilities of the A-4,
increased its reliability and provided advanced training capabilities. The upgrade package includes an INS, GPS, HUD, HUD Camera, central
Mission and Display Computer, and a control and display unit. The A-4 upgrade program was completed in 2005.

We believe that this program places RADA among the few companies worldwide that have performed a complete aircraft avionics system
upgrade. The A-4 avionics package provides, at a very affordable price, a complete and modern avionics package. We are actively marketing

this solution to several international customers.
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Commercial Aviation Test Stations - CATS™

CATS is a family of multi-purpose, computerized automatic test equipment that meets the specific needs of airlines and third party
maintenance companies. The CATS stations, which were developed in the 90 s, test a variety of electronic units installed onboard commercial
aircraft, incorporating tools for testing, troubleshooting, and performing diagnostic procedures. We are continuing to support our CATS
customers by providing maintenance and repair services through product support agreements.

Test and Repair Services

We operate a test and repair shop based on the use of our CATS tester in Beijing, China through CACS, our 80% owned Chinese
subsidiary. CACS was established as a joint venture company with Tianzu Forest Development Company, which owns the remaining 20%
equity interest. Pursuant to the joint venture agreement, Tianzu Forest Development provided the facilities for CACS operations while we
provided CATS testers and test program set services.

Sales and Marketing
Strategy

Our sales and marketing strategy is based on the following principles:

. Maintaining our business focus on electronic systems for the defense market;

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

. Expanding our customer base by including our products in solutions and integrated systems for airborne and land vehicles;

. Establishing marketing channels with system integrators and major manufacturers such as The Boeing Company, Lockheed

Martin Aeronautics, GE Aviation, IAI, RAFAEL, HAL, Embraer and others; and

. Expanding our products base and marketing activities to large potential markets, especially in the land systems and the UAV's
segments, thru identification of current and future applications that may become affordable by the injection of advanced COTS
technologies that offer superior performance and/or significant price savings, and developing new marketing channels aimed
directly at these segments.

Strategic Relationships and Customers

As part of our strategy, we have entered into a number of strategic relationships with Lockheed Martin Aeronautics, GE Aviation, Israel
Aerospace Industries, Hindustan Aeronautics Ltd., Embraer and Rafael Advanced Defense Systems Ltd. and have focused our marketing and
sales efforts to support these relationships.

Lockheed Martin Aerospace. Our sales of avionics products focus mainly on the F-16 aircraft manufactured by Lockheed Martin
Aerospace, the most popular fighter aircraft in the western world today. In cooperation with GE Aviation, we are supplying the data acquisition
system that includes the advanced data acquisition unit which is manufactured in our Beit She an production facility. In 2006 Lockheed Martin
chose the GE Aviation - RADA team to supply our DVDR and GDS to its U.S. Sponsored F-16 Foreign Military Sales, or FMS, and upgrades.

GE Aviation. GE Aviation is a worldwide leader in avionics systems for fighter and commercial aircraft. In October 2003, we signed a
teaming agreement. The teaming agreement establishes cooperation in connection with the products for the PM-V Program and its derivatives.
In addition, the agreement details commitments made by GE to purchase production services from RADA. During 2004, we expanded our
cooperation to include our newly developed DVDR and have jointly offered this advanced product to potential customers. In late 2006, we
entered into a contract with GE for the adaptation and production of the DVDR in the U.S., for various platforms, including the U.S. NAVY
T-45 and for foreign military sales of F-16. Together with GE Avionics we are currently exploring several additional opportunities in the U.S.
for this product. In 2007, and after fruitful and successful cooperation in recent years, the teaming agreement was extended by three more years.
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Israel Aircraft Industries. We are actively supplying avionics and test equipment to four different divisions of IAI. In particular, the Lahav
and Malat divisions of IAI, major aircraft integrators, require our services as an avionics and test equipment provider.

Hindustan Aeronautics Ltd. HAL is the major aerospace integrator in India. We are cooperating with four divisions of HAL, and are
supplying DVDRs, HCVCs, debriefing stations, support equipment and other services to HAL in growing figures.

Embraer. The Military Aircraft Division of the Brazilian world-known aircraft manufacturer is gradually becoming a strategic customer
for RADA as a result of our marketing efforts and applicability of our product range (HCVC, DVDR, INS, and general avionics solutions).

RAFAEL Advanced Defense Systems Ltd. RAFAEL is a world leader in the development and supply of missiles, smart weapons and pods
of various types. RAFAEL has gradually become a strategic customer for us as a result of our development and production of a few advanced
built-to-spec products in recent years to both divisions of RAFAEL.

Marketing

Our chairman, Herzle Bodinger, our chief executive officer, Zvi Alon, and our vice president of Marketing & Sales, Dov Sella, lead our
business development and marketing efforts. We currently employ four additional persons in marketing of our core business products. Our chief
technology officer and our engineering department support our marketing efforts with respect to product pricing, technical and management
proposals preparations, and technical demonstrations. In addition, we have sales consultants, agents and representatives in Europe, South
America, and Asia who receive commissions for sales affected through them.

The Israeli Ministry of Defense has historically supported and continues to support our marketing efforts through its Defense Export
Assistance branch, or SIBAT, and various projects for the Israeli Defense Forces and its related divisions. The Israeli Ministry of Industry and
Commerce supports our marketing efforts through its Industrial Cooperation Authority by the exploitation of offset commitments by Lockheed
Martin Aerospace and the Boeing Company to the State of Israel. There is no guarantee that this kind of assistance will be available to us in the
future.

Fixed Price Contracts

The vast majority of our contracts are fixed-price contracts. Under fixed-price contracts, the price is not subject to adjustment by reason of
the costs incurred in the performance of the contracts, as long as the costs incurred and work performed fall within governmental guidelines.
Under our fixed-price contracts, we assume the risk that increased or unexpected costs may reduce our profits or generate losses. This risk can
be particularly significant under a fixed-price contract for research and development involving new technologies.

Our books and records may be subject to audits by the Israeli Ministry of Defense and other governmental agencies, including the U.S.
Department of Defense. These audits may result in adjustments to contract costs and profits. To date, we have not incurred any liability as a
result of such audits.

Principal Customers

Generally, we complete a few major transactions each year, each in an amount comprising approximately 10% of our revenues for such
year. As a result, each year a significant portion of our revenues is derived from a small number of customers. The following table sets forth our
principal customers in 2007 and 2008:

2008 2007
GE Aviation 16% 17%
Israeli Ministry of Defense 15% 5%
Israel Aerospace Industries 11% 17%
Hindustan Aeronautics Ltd 29% 14%
RAFAEL Advanced Defense Systems 9% 10%
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Although we are striving to increase the number of our customers, we anticipate that a significant portion of our future revenues will
continue to be derived from sales to a small number of customers.

Like many companies deriving a substantial portion of their revenues from government contracts, we are subject to business risks,
including changes in governmental appropriations and changes in national defense policies and priorities. Although many of the programs in
which we participate as a contractor or subcontractor may extend for several years, our business is dependent upon annual appropriations and
funding of new and existing contracts. Most of the contracts are subject to termination for the convenience of the customer, pursuant to which
the customer pays only for reimbursement of costs incurred and the applicable profit on work performed. The Israeli Government or any other
government may discontinue funding the purchase of our products over the long term.

Markets

We sell our products to various air forces and companies worldwide. The following table presents our revenues by geographical market
for the periods indicated:

2008 2007 2006
Israel 45% 39% 33%
Asia (mainly India) 32% 21% 11%
North America 21% 32% 48%
Europe 1% 5% 6%
Other (mainly Central America) 1% 3% 2%

Competition

The markets for our products are highly competitive. Our principal competitors in the avionics and military electronics market are GE,
Rockwell Collins, Honeywell, Elbit Systems, Israel Aircraft Industries Ltd., Goodrich (thru the acquisition of TEAC Aerospace), the Zodiac
group (thru the acquisition of Enertec), Astronautics C.A., AlTech Defense Systems, and others. We expect to continue to face competition from
these and other competitors. Most of our competitors are larger, have greater resources including financial, technological, marketing and
distribution capabilities, and enjoy greater market recognition than we do. These competitors may be able to achieve greater economies of scale
and may be less vulnerable to price competition than us. We may not be able to offer our products as part of integrated systems to the same
extent as our competitors or successfully develop or introduce new products that are more cost effective or offer better performance than those of
our competitors. Failure to do so could adversely affect our business, financial condition and results of operations.

Export Policy

Exports of military related products are subject to the military export policy of the State of Israel. Current Israeli Government policy
encourages export to approved customers of military products similar to those manufactured by us, provided that such export does not run
counter to Israeli policy or national security considerations.

We must obtain a marketing license to initiate a sales proposal and ultimately an export license for each product delivery. We may not
obtain marketing or export licenses in the future and the Israeli governmental policy with respect to military exports may be altered. However, to

date we have not encountered any significant difficulties in obtaining necessary licenses for sale of our products.
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Proprietary Information

We hold a patent for our ACE system in Israel and the U.S., U.S. Patent No. 5467274. We generally do not consider patent protection
significant to our current operations and rely upon a combination of security devices, copyrights, trademarks, trade secret laws and contractual
restrictions to protect our rights in our products. Our policy is to require employees and consultants to execute confidentiality agreements upon
the commencement of their relationships with us. These measures may not be adequate to protect our technology from third-party infringement,
and our competitors might independently develop technologies that are substantially equivalent or superior to ours. Additionally, our products
may be sold in foreign countries that provide less protection for intellectual property rights than that provided under U.S. or Israeli laws.

The Israeli Government usually retains certain rights in technologies and inventions resulting from our performance as a prime contractor
or subcontractor under Israeli Government contracts and may generally disclose such information to third parties, including other defense
contractors. When the Israeli Government funds research and development, it may acquire rights to proprietary data and title to inventions; we
may retain a non-exclusive, royalty-free license for such inventions. However, if the Israeli Government purchases only the end product, we may
retain the principal rights and the Government may use the data and take an irrevocable, non-exclusive, royalty-free license.

Manufacturing and Supply

Our production plant is located in Beit She an, Israel. The plant is equipped to handle most of our manufacturing processes and testing
requirements. For several specific processes we utilize subcontractors. This structure allows us flexibility and versatility.

We place great emphasis on quality control in our production processes. Commencing with customer requirements and expectations via
raw material inspection through completion, specifications are repeatedly checked. We maintain a quality assurance team that participates in
every stage of the design and manufacturing of the products. Our quality management system is certified by the Standards Institute of Israel, or
SII, pursuant to ISO 9001:2000 for hardware design and production and ISO 90003:2004 for software design. SII performs quality system audits
twice a year and various customers perform audits four to six times a year. Our environmental management system is certified by SII to ISO
14001 Our quality management system is certified also according to AS-9100B, a quality management system for aerospace requirements.

According to the standard warranty incorporated in most of our sales contracts, we warrant that our products will be free from defects in
design, materials or workmanship, and guarantee repair or replacement of defective parts for a typical periods between one year to year and a
half, following delivery of a product to a customer. We also provide maintenance services to customers who sign maintenance contracts.

Source and Availability of Raw Materials

We acquire most of the components for the manufacturing of our products from a limited number of suppliers and subcontractors, most of
whom are located in Israel and the U.S. Some of these suppliers are currently the sole source of one or more components upon which we are
dependent. Since many of our purchases require long lead-times, a delay in supply of an item can significantly delay the delivery of a product.
To date, we have not experienced any particular difficulty in obtaining timely deliveries of necessary components. See Item 3D Risk Factors.
We depend on a limited number of suppliers of components for our products and if we are unable to obtain these components when needed, we
would experience delays in manufacturing our products and our financial results could be adversely affected.

C. Organizational Structure
We had one active subsidiary in 2008, Beijing Huarui Aircraft Components Maintenance and Services Co., an 80% owned subsidiary that
is based in China that is engaged in aircraft repair services.

D. Property, Plants and Equipment

We own a 30,000 square feet building in Beit She an, Israel. The building, which includes manufacturing facilities and warehouse space, is
situated on land leased from the Israel Land Authority for a period of 49 years until 2034. The plant has sufficient capacity to meet our current
requirements. If volume was to increase significantly, we believe that we will be able to increase the number of workers or shifts at the plant, or
use more subcontractors.
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Our executive offices and research and development facilities are located in a 17,200 square feet office facility in Netanya, Israel. The
lease for this facility expires in January 2010. The aggregate annual rent for our offices in Israel was approximately $268,000 in 2008.

Our Chinese subsidiary, CACS, conducts its business in an approximately 16,000 square feet facility in Beijing that includes offices and
test and repair facilities. The land for this facility was leased by Beijing Tianzu Forestry Company or Tianzu, the minority shareholder in CACS,
from the Chinese government for 30 years. Under a joint venture agreement, and in consideration for its equity investment in CACS, Tianzu
granted CACS usage rights in the land, constructed the buildings and granted CACS the ownership of these buildings. However, the transfer of
the title to the land and the buildings has not been completed. Although Tianzu is legally obligated to complete such transfer of title to the land
and the buildings, we can not guarantee that such transfer will be completed, or that we will not be required to initiate litigation in order to
enforce our rights to receive title to the land and buildings. We have reached an understanding with our Chinese partner pursuant to which the
Chinese partner will surrender its shares in CACS in consideration for retaining title to the land and the building. The agreement between the
parties has not been finalized yet and it is subject to approval from the various Chinese regulatory authorities and other legal procedures.

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 operations should be read together with our consolidated financial statements and the related
notes, which appear elsewhere in this annual report. The following discussion contains forward-looking statements that reflect our current
plans, estimates and beliefs and involve risks and uncertainties. Our actual results may differ materially from those discussed in the
forward-looking statements. Factors that could cause or contribute to such differences include those discussed below and elsewhere in this
annual report.

Overview

We develop, manufacture and sell defense electronics (solid-state recorders, computers, inertial navigation systems, and alike) and their
supporting ground systems (automated testers, data debriefing stations). We also provide test and repair services using our CATS testers and test
program sets for commercial aviation electronic systems through our Chinese subsidiary.

General

Our consolidated financial statements appearing in this annual report are prepared in U.S. dollars and in accordance with generally accepted
accounting principles in the United States, or U.S. GAAP. All references in this annual report to dollars or $ are to U.S. dollars and all references
in this annual report to  NIS are to New Israeli Shekels. Transactions and balances originally denominated in dollars are presented at their
original amounts. Transactions and balances in other currencies are remeasured into dollars in accordance with the principles set forth in
Financial Accounting Standards Board Statement No. 52. The majority of our sales are made outside Israel and a substantial part of them are in
dollars. In addition, a substantial portion of our costs are incurred in dollars. Since the dollar is the primary currency of the economic
environment in which we operate, the dollar is our functional and reporting currency and, accordingly, monetary accounts maintained in
currencies other than the dollar are remeasured using the foreign exchange rate at the balance sheet date. Operational accounts and non monetary
balance sheet accounts are measured and recorded at the exchange rate in effect at the date of the transaction. All monetary balance sheet
accounts have been remeasured using the exchange rates in effect at the balance sheet date. Statement of operations amounts have been
remeasured using the average exchange rate for the period. The financial statements of the Company s foreign subsidiary, whose functional
currency is not the U.S. dollar, have been translated into dollars. All balance sheet amounts have been translated using the exchange rates in
effect at balance sheet date. Statement of operation amounts have been translated using the average exchange rate prevailing during the year.
Such translation adjustments are reported as a component of accumulated other comprehensive income (loss) in shareholders equity.
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On February 14, 2007, we effected a 3 to 1 reverse stock split with respect to our ordinary shares. All share and per share amounts in this
report have been restated for all prior periods to reflect the reverse stock split.

Discussion of Critical Accounting Policies and Estimations

Our critical accounting policies, including the assumptions and judgments underlying them, are disclosed in the notes to our consolidated
financial statements. These policies have been consistently applied in all material respects. While the estimates and judgments associated with
the application of these policies may be affected by different assumptions or conditions, we believe the estimates and judgments associated with
the reported amounts are appropriate in the circumstances.

We believe the following accounting policies are the most critical in fully understanding and evaluating our financial condition and results
of our operations under U.S. generally accepted accounting principles.

Revenue Recognition. Our revenues mainly derived from sales of defense electronics (solid-state recorders, computers, inertial navigation
systems, and alike) and their supporting ground systems (automated testers, data debriefing stations). In addition, we lease ATE and provide
manufacturing, development and product support services. Product revenue is recognized when there is persuasive evidence of an arrangement,
the fee is fixed or determinable, delivery of the product to the customer has occurred and the collection of the fee is probable. If the product
requires specific customer acceptance, revenue is deferred until customer acceptance occurs or the acceptance provisions lapse, unless we can
objectively and reliably demonstrate that the criteria specified in the acceptance provisions are satisfied.

Revenues from long-term fixed price contracts are recognized by the percentage-of-completion method in accordance with the Input
Method. We apply this method when the total of the costs