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This year, | am addressing you against a
background of continuing market
challenges. Our company’s determination
and resolve to realize its long-term
potential have been the cornerstone of
our activities in 2001, and | believe this

potential will be revealed in its true light

in the coming years.

As investments in new communications networks were substantially
lower and deployments of VoIP networks suffered considerably, the
effect on our financial results was significant. Despite this downturn,
we believe that our company remains the preferred choice in our
markets, and continues to achieve important design wins. We
remain dedicated to continuing our growth as a company through
internal expansion. Funds raised in our public offerings in 1999
have continued to be utilized for this.

We entered into this difficult period with strong cash reserves and
no debt on our balance sheet. This helped us to maintain R&D
activity and expand our product lines, while regrouping and refocusing
to fulfill our long-term strategy. As of December 31, 2001, cash
reserves totaled $130 miltion.




Adapting to Changing Markets

While our competitors and customers reacted to the market downturn by reducing
staff and investment, we adopted a different approach, based on our belief in the
potential for long-term growth of the Voice over Packet (VoP) market. We made the
strategic decision to retain our development staff and even increase R&D and
marketing expenditures. We leveraged our strong financial position to continue
development of core competencies and to position the company to be able to take
advantage of market opportunities when packet-enabled voice infrastructure investments
begin anew.

In addition, in this past year, many large Network Equipment Providers (NEPs) and
Original Equipment Manufacturers (OEMs) restructured, prioritized development, and
recognized that they could no longer provide all the network elements and technologies
required in the migration to VoP. As a result, many of these large NEPs and OEMs
are now outsourcing major R&D projects. AudioCodes is well positioned to meet
these needs, and this is reflected in our design win activity.

Embarking on an OEM System Business Strategy

The consensus of industry leaders regarding future depioyments of VoP in building
the new voice infrastructure in both fixed and wireless networks remains optimistic.
New services, operational efficiency and capital cost expenditure savings promised
by VoP are expected to continue to drive long-term deployment of new and converged
voice and data networks.

As a technology leader, AudioCodes has evolved to offer more and more of the vital,
and increasingly highly integrated, system components in VoP networks. We enabled
VoP products by offering chips, followed by boards and modules. Our company
emerged as an industry leader by supplying superior enabling technologies to NEP
and OEM companies.

Today our markets are undergoing a complete metamorphosis. Substantial consolidation
is leading to fewer market players. Current business models of leading telecom
operators now rely on suppliers who can deliver economies of scale and stability.




Shabtai Adlersberg

Beyond that, these suppliers, including large NEPs and telecom equipment vendors,
need to provide service providers with complex wireless, cable or fixed network
solutions at a time when they lack the resources to develop a complete product
portfolio internally. In order to better control our future, and help our NEP customers
meet the challenge of deploying full network solutions, we enhanced our offerings
to highlight full system VoP media gateways based on AudioCodes' proven enabling
technologies.

With our new focus on offering complete VoP media gateway products and systems,
we are better positioned to support NEPs and leading telecom OEMs, and to enable
their new voice infrastructure offerings. Leading NEPs, who are already familiar with
our superior enabling technologies, are open to incorporate AudioCodes' media
gateway systems solutions into their network solutions. The Stretto™ line of high-
density media gateways for wireless applications, introduced to the market at the
end of 2001, has recently completed a successful beta program.

A Multifaceted Product Development Strategy

The move toward full system media gateway solutions is a natural progressiori. We
realize that the potential and strength of our new soiutions lie in the underlying
enabling technologies we have developed, and will continue to develop and sell.

Qur product development strategy is based on a flexible and open platform that can
be deployed in a wide variety of new voice infrastructure networks. Our open architecture
allows new features, as they are developed, to be adapted easily and quickly to other
market applicatiohs. Currently, our team is working on adapting the Stretto™ wireless
platform for rapid delivery and deployment in VolP access and trunking markets, and
for the enhanced services market.

A Growing Base of New Customers

While our 1999 and 2000 customer base has eroded due to decreased capital
expenditures and financing difficulties, a more diversified product mix is allowing us
to build a renewed customer base. Given that sales cycles in our markets are quite
long, we expect revenue to be realized no sooner than nine to twelve months, or




more, once we are designed in with OEM or NEP partners. As a result, we believe
we will return to a growing revenue pattern towards the end of 2002. Our objective
in this environment remains to achieve as many design wins as possible and our
marketing and business development efforts are focused on this. Achieving this
objective is expected to enable us to emerge from the current market downturn a
stronger company that is well positioned to grow and maintain our competitive edge.

Building from Within for a Strong Future

As | mentioned earlier, we retained our core development staff over the past year,
and even increased R&D expenditures. We also continued to invest in our marketing
and sales infrastructure, despite the current slowdown. These efforts are part of a
strategic decision to continue to invest in our company, to be better positioned to
continue as a leading force in the industry.

During 2001, we deployed a new Enterprise Resource Planning (ERP) system that is
enabling us to improve operations. The ERP system solidified internal processes and
systems, to prepare for expected increases in production, handle a diversified product
portfolio and service a broad customer base. We expanded our management team,
and continued to refine internal organizational and structural processes. We plan to
continue our strategy of investing conservatively and cautiously, leveraging our financial
position to support the company's future growth.

Our ability to remain strong in this difficult market, and simultaneously continue our
long-term plans for growth, is a credit to our employees. Our staff has always been
the cornerstone and strong foundation of our success. With the continued support
of our employees and customers, and the loyaity and patience of our shareholders,
we are confident in our ability to weather the storm and emerge a stronger company,
positioned to lead in one of the industry's most promising markets.
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Shabtal Adlefsberg,
Co-Founder, Presidert, Chief Executive
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AudioCodes Ltd. (NASDAQ: AUDC) designs,
develops and markets Voice over Packet
media gateway technologies and systems
for converged networks. The company is a
market feader in voice compression
technology and the key originator of the ITU
G.723.1 standard for the emerging Voice
over I[P market. AudioCodes’ product line
includes enabling technology products such
as VolP communication boards, VolP media
gateway modules, and VoP chip processors;
as well as media gateway system solutions
for packet networks in the wireline, wireless,
broadband access and media server markets.
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AUDIOCODES LTD.

NOTICE OF ANNUAL GENERAL MEETING OF SHAREHOLDERS
Tuly 1, 2002

TO THE SHAREHOLDERS OF AUDIOCODES LTD.:

NOTICE IS HEREBY GIVEN that the Annual General Meeting of Shareholders (the “Mecting”) of AudioCodes Ltd., a
company formed under the laws of the State of Israel (the “Company™), will be held on Thursday, July 25, 2002 at 01:00
p.m., local time, at the principal executive offices of the Company located at 4 Hahoresh Street, Yehud 56470, [srael, for
the following purposes:

1. To ratify the appointment of Kost Forer & Gabbay (a member firm of Ernst & Young International)
as the Company’s independent auditors for 2002 and to authorize the compensation of the auditors;

2. To ratify an option grant to Shabtai Adlersberg, Chairman of the Board of Directors, President and
Chief Executive Officer;

3. To ratify an option grant to Leon Bialik, a non-employee director of the Company; and

4. To amend the maximum amount payable by the Company under the Indemnification Agreement with

each of the Company’s directors.
The foregoing items of business are more fully described in the Proxy Statement accompanying this Notice.
Only shareholders who held shares at the close of business on June 24, 2002 (the “Record Date™) are entitled to

notice of and to vote at the Meeting and any adjournments thereof. The vote required to approve the resolutions to be
presented is set forth in the accompanying Proxy Statement.

All shareholders are cordially invited to attend the Meeting in person. Any shareholder attending the Meeting
may vote in person even if such sharcholder previously signed and returned a proxy.

FOR THE BOARD OF DIRECTORS
SHABTAI ADLERSBERG

Yehud, [srael Chief Executive Officer
July 1, 2002

The Annual Report of the Company for the fiscal year ended December 31, 2001, including financial
statements, is enclosed, but is not part of the proxy solicitation material.

WHETHER OR NOT YOU EXPECT TO ATTEND THE MEETING, PLEASE COMPLETE, DATE AND
SIGN THE ENCLOSED PROXY AND MAIL IT PROMPTLY IN THE ENCLOSED ENVELOPE IN
ORDER TO ASSURE REPRESENTATION OF YOUR SHARES.




AUDIOCODES LTD.

PROXY STATEMENT FOR ANNUAL GENERAL MEETING OF SHAREHOLDERS

July 1, 2002

The enclosed proxy is solicited on behalf of the Board of Directors of AudioCodes Ltd. (the “Company™) for
use at the Company’s Annual General Meeting of Sharcholders (the *“Meeting™) to be held Thursday, July 25, 2002 at
01:00 p.m., local time, or at any adjournment or postponement thereof, for the purposes set forth herein and in the
accompanying Notice. The Meeting will be held at the offices of the Company located at 4 Hahoresh Street, Yehud
56470, Israel. The telephone number at that address is 011-972-3-539-4400.

These proxy solicitation materials were mailed on or about July 1, 2002 to all sharcholders entitled to vote at
the Meeting.

INFORMATION CONCERNING SOLICITATION AND VOTING
Record Date and Shares Qutstanding

Shareholders of record at the close of business on June 24, 2002 (the “Record Date™) are entitled to notice of,
and to vote at, the Meeting. Also, shareholders who hold Ordinary Shares through a bank, broker ar other nominee
which is a shareholder of record of the Company or which appears in the participant listing of a securities depository, are
entitled to notice of, and to vote at, the Meeting.

At the Record Date, 38,806,815 Ordinary Shares were outstanding {excluding shares held in treasury).
Revocability of Proxies

Any proxy submitted pursuant to this sclicitation may be revoked by the person giving it at any time before its
use by delivering to the Secretary of the Company, at the address set forth herein, a written notice of revocation or a duly
executed proxy bearing a later date, or by attending the Meeting and voting in person. Attendance at the Meeting will
not in and of itself constitute revocation of a proxy.

Quorum, Voting and Solicitation

Pursuant to the Company’s Articles of Association, the prescnce, in person or by proxy, of at least two
shareholders entitled to vote upon the business to be transacted in the Meeting holding shares conferring in the aggregate
at least 50% of the outstanding voting power of the Company is necessary to constitute a quorum at the Meeting. The
vote necessary to approve the resolutions relating to the matters upon which the shareholders will be asked to vote is
specified below immediately following each proposed resolution. Each Ordinary Share is entitled to one vote on each
proposal or item that comes before the Meeting.

Under Israeli law, if a quorum is present in person or by proxy, broker non-votes and abstentions will have no
effect on whether the requisite vote is abtained, as they do not constitute present and voting shares.

Solicitation of proxies may be made by directors, officers and other employees of the Company by personal
interview, telephone, facsimile or other method. No additional compensation will be paid for any such services. Costs
of solicitation, including preparation, assembly, printing and mailing of this proxy statement, the proxy and any other
information furnished to the shareholders, will be borne by the Company. The Company may reimburse the reasonable
charges and expenses of brokerage houses or other nominees or fiduciaries for forwarding proxy materials to, and
obtaining authority to execute proxies from, beneficial owners for whose accounts they hold Ordinary Shares.




INFORMATION REGARDING THE BOARD OF DIRECTORS

The Board of Directors of the Company currently consists of the following directors:

Name Age Class Term Ending
Shabtai Adlersberg 49 T 2003
Leon Bialik 43 I 2003
Dana Gross s I 2004
Dr. Eyal Kishon 42 Independent 2005
Doron Nevo 46 Independent 2003

Under the Isracli Companics Law, Messrs. Kishon and Nevo, our independent directors, are not members of
any class. There are currently no Class II directors.

PROPOSAL ONE
Ratification of Appointment of Independent Auditors
and Authorizing Auditors’ Compensation

Background

The Board of Directors has selected Kost Forer & Gabbay (a member firm of Ernst & Young International) as
its independent auditors to audit the consolidated financial statements of the Company for 2002. Kost Forer & Gabbay
has been engaged as the Company’s auditors since the year ended December 31, 1997. Representatives of Kost Forer &
Gabbay will attend the Meeting and may make a statement if they so desire. They will be available to respond to
appropriate questions raised during the Meeting.

Proposal

Shareholders are being asked to ratify the selection of Kost Forer & Gabbay as the Company’s independent
auditors for 2002 and to authorize the compensation of these auditors.

It is proposed that the following resolution be adopted at the Meeting:
“RESOLVED, that the appointment of Kost Forer & Gabbay as the Company’s
independent public accountants for the fiscal year ending December 31, 2002 be,
and it hereby is, ratified, and that the Board of Directors be, and it hereby is,

authorized to fix the remuneration of such independent public accountants in
accordance with the volume and nature of their services.”

Vote Required
The affirmative vote of the holders of a majority of the voting power represented at the Meeting in person or by

proxy and voting thereon is necessary for approval of this resolution.

Board Recommendation

The Board of Directors recommends that the shareholders vote “FOR” adoption of this proposal.
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PROPOSAL TWO
Ratification of Option Grant to the Company’s
President and Chief Executive Officer

Background

Under the Israeli Companies Law, the compensation terms, including any stock option grants, of any exccutive
officer who also serves as a director requires the approval of the company’s audit committee, board of directors and
shareholders, in that order. Shabtai Adlersberg, the Company’s President and Chief Executive Officer, also serves as
Chairman of the Board of the Company. Accordingly, his compensation, including any grant of stock options, is subject
to ratification by the Company’s shareholders.

The Audit Committee and the Board of Directors have approved the grant to Shabtai Adlersberg of options to
purchase 225,000 Ordinary Shares with an exercise price of $4.18 per share, which is equal to 100% of the closing price
of the Ordinary Shares on the Nasdaq National Market on December 19, 2001, the date of grant.

Proposal
Shareholders are being asked to ratify the option grant to Shabtai Adlersberg.
It is proposed that the following resolution be adopted at the Meeting:
“RESOLVED, that the grant of options to purchase 225,000 Ordinary Shares to
Shabtai Adlersberg, at 100% of the closing price on the Nasdaq National Market
on the date of grant, upon the terms approved by the Company’s Audit
Committee and Board of Directors, be, and it hereby is approved.”
Vote Required
The affirmative vote of the holders of a majority of the voting power represented at the Mecting in person or by

proxy and voting thereon is necessary for approval of this resolution.

Board Recommendation
The Board of Directors recommends that the shareholders vote “FOR” adoption of this proposal.

PROPOSAL THREE
Ratification of Option Grant to a Non-employee Director of the Company

Background

Under the Israeli Companies Law, the compensation terms, including any stock option grants, of any director
requires the approval of the company’s audit committee, board of directors and shareholders, in that order. On June 18§,
2001, the shareholders ratified the grant of options to purchase 10,000 shares at 100% of the closing price on the Nasdaq
National Market on the date of grant to each of the non-employee directors of the Company who served at such time on
the Board of Directors. These options were granted on September 10, 2001 at an exercise price of $2.68 per share
which was equal to the closing price of the shares on the Nasdaq Stock Market on the date of grant.
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Leon Bialik, one of the Company’s co-founders, ceased to be an executive officer of the Company as of April
2001, but continues to serve as a non-employee director of the Company. Because Mr. Bialik has become a non-
employee director, the Audit Committee and the Board of Directors have approved the grant of options to purchase
10,000 Ordinary Shares to Leon Bialik, at 100% of the closing price on the Nasdaq National Market on the date of
grant. These options will be granted, assuming sharcholder approval, in the third quarter of 2002.

Proposal
Shareholders are being asked to ratify the option grant to Leon Bialik.
It is proposed that the following resolution be adopted at the Meeting:
“RESOLVED, that the grant of options to purchase 10,000 Ordinary Shares to
Leon Bialik, at 100% of the closing price on the Nasdaq National Market on the
date of grant, upon the terms approved by the Company’s Audit Committee and
Board of Directors, be, and it hereby is approved.”
Vote Required
The affirmative vote of the holders of a majority of the voting power represented at the Meeting in person or by
proxy and vating thereon is necessary for approval of this resolution.
Board Recommendation
The Board of Directors recomntends that the shareholders vote “FOR” adoption of this proposal.

PROPOSAL FOUR
Amendment to Indemnification Agreement

Background

On June 18, 2001, the shareholders approved the Company’s undertaking to enter into an Indemnification
Agreement with each of the Company’s directors. Under the Indemnification Agreement, the maximum amount payable
by the Company for each event described therein is $10,000,000. The insurance advisors of the Company
recommended to the Company to increase such maximum amount to $20,000,000.

Under Israeli law, an undertaking in advance to provide an indemnity to the directors of a company requires the
approval the company’s audit committee, board of directors and shareholders, in that order. The Company’s Audit
Committee and Board of Directors have approved the amendment to the Indemnification Agreement, such that the
maximum amount payable by the Company for each event described therein will be $20,000,000.

Proposal

Shareholders are being asked to ratify the amendment to the Indemnification Agreement.

It is proposed that the following resolution be adopted at the Meeting:

“RESOLVED, that the amendment to the Indemnification Agreement such that

the maximum amount payable by the Company for each event described therein
will be $20,000,000, be, and it hereby is, ratified.”

15




Vote Required

The affirmative vote of the holders of a majority of the ocutstanding Ordinary Shares of the Company
represented at the Meeting in person or by proxy and voting thereon is necessary for approval of this resolution.

Board Recommendation

The Board of Directors recommends that the shareholders vote “FOR” adoption of this proposal.
By Order of the Board of Directors
Shabtai Adlersberg

Chief Executive Officer

Dated: July 1, 2002

16




NIVLiSdV LSNIVOV JOA

. "SYOLOTIIA S(ANVINOD dHL A0 HOVH
HLIM INHINHTIOV NOLLVOIAININGANI THL ¥HANN ANVJNOD HHL Ad dT1dVAVd INNOIWV WANIXVIN HHL ANFAV OL v

NIVLSdV LSNIVOV R (O£
MOLOTIIA FHAOTIAH-NON V OL INVID NOILJO NV AALLVI OL 't

NIV.LSdV LSNIVOV Jod

R:COIEE(0]
HALLNOIXA J4THD ANV INIAISTI ‘SYOLOTIIA 40 AIVOL FHL 40 NVINIIVHO HHL OL INVIO NOLLJO NV AJILVIOL T

NIV.LSdV ISNIVOV H0d

"SYOLIANY HHL 40 NOILVSNIdNOD FHL 4ZIIOHLAOY OL ANV 7007 404 SYOLIANY INJFANAdIANI S.ANYVJINOD HHL
SV (TYNOILVNYALNI ONNOA % LSNIH A0 WAL YTINTN V) AVAAVD 29 YTI0d LSO A0 INHWINIOIIY THL AJLLVIOL 1

b pue € ‘7 ‘1 Sw) YOI PAIoa aq [[1a Axoad snup apewr
ST UOIJIIIP OU J] “J3pjogaueys pausdISIapun 3y} £q U213y Pajda.IIp JUuew ) Ul Pajoa 3q [pa paznaaxa Ap1adoad wayam Axouxd syy g,

‘J0312Y} Justuwanolpe Aue
12 pue ‘(aw [eoo]) "wrd gQ:10 38 ‘7007 ‘ST AIN[ ‘Aepsiny ] uo [aBIS] ‘0LF9S PNYI A 12211§ YsaloyeH § ‘Auedwo)) ay) Jo saoijjo aANN09xa [edround
s 1e p[ay aq 01 Auedwro)) ayj Jo SIAP[OYaIeysS JO FulI]A [BIUIL) [ENUUY 31 3B JJ0A 0} PI[INIUL S1 paudisiapun 2yj Jel) Auedwio)) ay3 Jo saIeys o)
JO [jB ;A0[9q PIQLIISIP S 9)0A 0] ‘Uonmusqns jo 1amod [[n] Yim ‘paudisispun ayj jo Axoid pue juade ‘Asulojie [njaey pue any 3yl ‘OI1T AN
‘puane 03 9[qeun JI 10 ‘OYFESYTIAV IV.LAVHS smodde Aqaiay ( Auedwo)),, ay3) "prT SSpo)oIpny JO Jopjoyaieys paudisiopun 2],

200T ST A'1NL NO d'T9H 99 OL
SYIATOHAIIVHS J40 ONILFIN TVIANTD TVANNY dHL LV 35S 404
SYO0LOIYIA 40 d¥4vVOd JHL JO ATVHII NO ALIOITOS SI AXOdd STHL
AXOdd

‘ALT SHaod01dany

\t




‘ug1s yoes pnoys siaumo jurof “Ajoedes 10 3111 [[1Y
2)BIS PINOYS '013 ‘SIIISNL ‘SIOJBNSIUIWPE ‘SIANNOIXT "I3J1JJO pazuoyine
Anp Aq sweu srerodiod [y udis aseajd ‘uonerodiod B S Iougls
ay) j1 -ado[aAua pasorous ayy Suisn Apdwold pres Axoid sty; wmnjal pue
Axoxd snp1 uo (s)ieadde (s)owreu se Appoexa ugis pue djep “lew IsedJ

ERAC
(S)TINLVYNDOIS
(S)TINLVNOIS

10213} anLIA £q op A[[nyase] Az ‘way) Jo Aue 10 ‘saymnsqns 13y} ‘sarxoxd pres Jey) [[e SULIYUOD pue saynel Aqa131] put saaeys
s pauSisiopun af) 0) 122dsax YA 198 10 uodn 2304 03 UIAIS 210§032.19Y sarxoad 10 £xoxd Lue $3)0A3X IMON Yons Suifuedwodde Juawanels
AX01J ) pue SIIP[oYaieyS JO SUPII\ [EIAUID) [ENUUY Y} JO 3ON Y} Jo AL sagpajmounde Agaiay paugisiapun Yy,

|&




