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Pursuant to the requirements of the Securities Exchange Act of 1934, the
Registrant has duly caused this report to be signed cn its behalf by the undersigned, thereunto
duly authorized.

ELRON ELECTRONIC INDUSTRIES LTD.

Re glstrant)i }{y /Z\

Rithard Glldﬂor Tal Raz,
Vice President and Chief Financial Ofﬁcer,
pursuant to due authorization
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OUR VISION

TO BUILD SHAREHOLDER VALUE BY
IDENTIFYING AND DEVELOPING LASTING,

PROFITABLE TECHNOLOGY COMPANIES

WITH A FOCUS ON DEFENSE, IT SCFTWARE,

COMMUNICATION, MEDICAL DEVICES,
SEMICONDUCTORS, AND AMORPHOUS

METALS.

VISION
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COMBINATION
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INTEGRATION

RELIABILITY

UNIFICATION

GROWING WITH ISRAELI KNOW-HOW

Elron strives to identify potential technology leaders and to create and build

Israeli technology companies with global potential.

BUILDING ON EXPERIENCE

We take an active role in the development and growth of our subsidiaries and
affiliates. We work to create strategic partnerships, to secure financing, and

to recruit the best possible management team.

WORKING TOWARD THE FUTURE

Qur accomplished team is dedicated to helping our companies realize their
full potential, working to develop step-ahead technologies for today’'s

competitive marketplace.

RESTRUCTURING FOR GROWTH

Elron today, having merged with its two holding companies Elbit Ltd. and DEP,
is well positioned for the future: a sound group with increased resources to

enhance sharehotder value.

MOVING AHEAD

Our sights are clearly set on building long-lasting companies and creating

shareholder value,




Dear Shareholders,

The high-tech industry during 2002 continued its overall decline for a second straight year, Many
high-tech companies struggled to survive, investments in high-tech companies were low, and the
Nasdaq continued its downward trend.

As a mature, 40-year-old company, Elron has successfully weathered many economic cycles, and
we undersiand what it takes to build technology companies. Therefore, in spite of last year's tough
investment environment, we continued our intensive etforts to sirengthen the company. We merged
our two group holding companies, Elbit Lid. and DEP, into Elron; proceeded to develop our group
companies; invested and increased holdings in our promising private holdings; completed private
placements in some of our privately held group companies; and expanded our holdings by entering
a new field, amorphous metals.

In 2002, as in previous years, Elron’s group companies benefited from our expertise and gained
from our value-added activities — providing corporate direction and strategic guidance, offering
access to contacts and technical know-how, placing key personnel, and locating strategic investors
and partners. In light of the economic conditions, we helped our group companies make the
necessary changes in order to secure their future growth when the economic conditions brighten.
A testimony to the quality of our decisions lies in the strength of our companies and their management
teams.

Merging Eibit Ltd. and DEP to Elron

In May 2002, we completed a major restructuring by merging our two group holding companies
— Elbit Ltd. (previously traded on the Nasdaq and the Tel Aviv Stock Exchange) and DEP — into
Elron in a $103.4 million share-for-share deal. As a result, we created a stronger, more efficient
group with greater financial resources, saved on an annualized basis more than $3 million in
headquarter costs, and gained increased liquidity of our shares. Taken together, these changes create

a real opportunity to enhance shareholders’ value.

Our publicly traded group companies
Our three publicly wraded companies, leaders in their respective fields, sustained growth throughout 2002:

Elbit Systems (20% held by Elron), Israel's largest non-government defense electronics company,
had revenues in 2002 of $827.5, compared to $764.5 in 2001. The company’s backlog of orders
otaled $1,689 million at the end of 2002. Elbit Systems, less affected by the downward trend in high
tech, provides a stable base for Elron.

With its GSM technology, Paitner Communication (12.4% held by Elron), became the second largest
Israeli mobile provider in 2002. The number of users increased to 1,837,000, up from 1,458,000 at
the end of 2001. In 2002, Partner marked the first year of positive EBITDA and net income (during
the second half of the year). The company’s revenues in 2002 were $855.9 million, compared to
$685.9 million in 2001.
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In its first full year of selling, Given Imaging (19% held by Elron, directly and indirectly) sold $28.9
million. Its 2001 revenues were $4.7 million. The system uses a disposable miniature video camera
contained in a capsule which is ingested by the patient. The company’s proprietary M2A capsule
passes naturally through the digestive tract transmitting high-quality color images without interfering
with the patient's normal activities. Cumulatively, approximately 30,000 M2A capsules have been sold
to date. Given's system and video capsules have become the gold standard in the field of gastrointestinal
imaging.

Qur promising mature privately held companies

Chip Express (33% held by Elron) successfully completed a private placement of $17 million from
Elron and U.S. Venture Capital funds, even in the face of the downturn in the semiconductor industry.
With its innovative ASIC production technology and an infusion of cash, Chip Express is well positioned
for growth in 2003.

Galil Medical received additional FDA approval in 2002 for the treatment of kidney cancer using the
company’s minimally invasive cryvosurgery therapies. The company is poised to increase revenues
in 2003 as its pioneering treatments of benign and malignant diseases of the prostate and other
urological diseases becomes more widely available. Elron invested $2.8 million in Galil Medical in
2002, increasing its direct and indirect holdings to 33%.

Oren Semiconductor (17% held by Elron), a developer of digital receiving products, focused on
product development and building relationships with strategic partners.

Israel's largest Internet solution provider, NetVision (50% held by Elron), continued to post a profitable
net income in 2002 of $2.8 million, a trend that started during the second half of 2001. The company
began providing fast Internet to residential users, and by year’s end had tens of thousands of fast
Internet users. '

K.I.'T. eLearning (28% held by Elron), the online academic learning arm of the University of Liverpool
(England), reached more than 1,000 paying students at the end of 2002. Revenues in 2002 amounted
to $2.6 million. K.I.T. offers two masters’ degree programs to professionals working in IT.

Our other mature companies — Elron Software, Elron Telesoft, and Mediagate — reduced their losses
significantly during 2002,
Our promising start-ups

Our promising start-ups, Wavion, developer of smart antennas for wireless LAN and efficient solutions
for hot spots and hot zones; Pulsicom, developer of UltraWide Band (UWB) technology; and 3DV,
developer of a three-dimensional video camera; continued to progress in 2002, Their challenge in
2003 will be to raise additional funds from strategic partners in order to secure their future growth.

Entering a new field

In 2002, we entered a new field — amorphous metals — with our $5 million investment in A M.T.




Advanced Metal Technologies Ltd. (AMT) for a 29% share of the company. AMT’s initial focus is on
the heating market and on the authentication and shoplifting prevention markets. The company
started to sell its products at the end of 2002.

Financial highlights

In 2002, we maintained our position as one of Israel's leading investors in technology through our
$29.5 million investment primarily in our promising group companies, as well as our investments

in new companies. At year’s end, our strong balance sheet showed shareholders’ equity of approximately
$266.5 million, representing 65% of our balance sheet with cash and liquid investments of $94.1
million and $69.7 in bank loans in our wholly owned subsidiaries Elron Telesoft and Elron Softwure.

Our losses in 2002 totaled $39.3 million compared to $50.8 million in 2001. The losses reflect both
the general global trend in the high-tech industry and mutable market conditions. This trend also
affected one of our primary sources of income: our ability to complete successful exits. However,
our losses on a proforma basis (which gives effect to the merger with Elbit and DEP and the acquisition
of a controlling interest in Galil Medical and in Mediagate, as if these transactions had occured at
the beginning of each reporting period) showed a considerable reduction in losses as compared to
2001. Proforma losses in 2002 were $52.4 million as compared to $90.2 million in 2001.

Outlook for 2003

We are optimistic in our outlook for 2003. Our group of healthy and growing public companies,
promising private holdings, other mature private companies, and innovative, high-potential start-ups
gives us a solid financial footing. We begin 2003 with a strong balance sheet and sufficient cash
resources to enable us to foster growth in our group companies. This year we will continue to invest
in promising new Israeli technologies and we look to our group companies as a potential for building
value.

We thank our employees for their continuing contribution and effort in promoting the company’s
business endeavors and extend our gratitude to our shareholders for their ongoing support and
confidence.

-

/700\04/ D
Doron Birger Ami Erel /

President and CEO Chairman of the Board
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Elbit Systems Ltd. is an international defense electronics company and a world
leader in large-scale defense projects and upgrade programs for air, sea, and
ground-based military platforms. A principal developer of advanced electronics

and electro-optical systems for the defense market, Elbit Systems develops
core technologies and provides integrated solutions.

=
@

Elbit Systems’ advanced technologies and programs encompass the full range
of defense operations:

—f ==

= =

Aerospace Aircraft and helicopter upgrades, state-of-the-art avionics, helmet-
mounted systems, head-up displays, digital maps, space and aerial

reconnaissance, guided weapon systems, and unmanned airborne vehicles
(UAVSs).

Ground Armored vehicle upgrades, advanced fire control systems, thermal
imaging and laser systems, electrical turret drive, and crew protection systems.

Command, Control, Communications, Computers & Intelligence (C4l})
Information and battle management systems, software intensive ct programs
for ground and naval applications, coastal and border control and various

o | security projects.

VISION |
" Its systems are currently supplied to major military platform manufacturers

« in the United States and Europe, as well as to defense forces in Israel and
'+ other countries. Eibit Systems Ltd. is traded on the Nasdag (ELST) and the Tel
Aviv Stock Exchange.

EXPANSTON

STRENGTH

e A

DEVELOPMENT

COMBINATION !

PROGRESS

CONNECTION
Elbit Systems’ revenues in 2002 amounted to $827 million and its backlog of

INTEGRATION orders as of 31 December 2002 was $1,689 million.
Elbit Systems’ Subsidiaries

RELITABILITY Elbit Systems’ wholly owned subsidiaries include the following key defense-

related industries:




El-Op Eiectro-Optics Industries Ltd. develops and produces advanced electro-optical products
for military and civilian users. Its areas of operation include thermal imaging, lasers, optical
systems, airborne reconnaissance systems, and armored vehicle upgrades and systems. EI-Op
is based in Nes Tziona, Israel.

WWWEL-OP.CO.IL

EFW Inc. is the base of operations for Eibit Systems in the United States. EFW and its subsidiaries’
activities encompass numerous areas, including the design and manufacture of electronic and
electro-optical systems and logistic support for tactical aircraft, helicopters, and ground
vehicles. Among EFW's customers are Lockheed Martin, Boeing, United Defense L.P., and the
United States Air Force, Navy, Army, and Marine Corps. EFW is based in Fort Worth, Texas.

Together with Rockwell Collins, EFW jointly owns Vision Systems International LLC., a leader in
the area of helmet-mounted systems.

WWW.EFW.COM

Silver Arrow is engaged in the development, producticn, and support of UAV systems. Silver
Arrow produces a full range of UAV systems for tactical and medium altitude long endurance
(MALE) uses. It supplies one of the most advanced UAV systems to the Israel Defense Forces.
Its wholly owned subsidiary, UAV Engines Ltd. {in the United Kingdom), produces UAV engines.
Silver Arrow is based in Rishon Lezion, Israel.

WWW.SILVER-ARROW.CO.IL

Cyclone Aviation Products Ltd. is an internationalily recognized design and production center
of structural components and parts for some of the world’s leading aerospace companies.
Cyclone performs overhauls, repairs, and customized upgrades on airplanes and helicopters.
Its advanced helicopter maintenance facilities serve the armed forces — and civilian operations
— of Israel and other countries. Cyclone is based in Karmiel, Israel.
WWW.CYCLONE-AVIATION.COM

In an era of heightened homeland security concerns, Elbit Systems is at the forefront with
unique strengths that come together in comprehensive solutions for diverse scenarios and
applications. Elbit Systems is headguartered in Haifa, [srael.

WWW.ELBIT.CO.IL
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GIVEN [ MAGING
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GALIL MEDICAL
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A 7% ELRON COMPAN
AND A 24% RDC COMPANY

Established in 1998, Given Imaging Ltd. is a global leader in developing and
providing innovative, non-invasive solutions for the gastrointestinal community.

The Given Diagnostic System provides physicians with the first detailed
visualization of the entire small intestine. (The system received FDA approvai
and the CE mark in 2001.) Meeting this complicated medical challenge for
imaging of the digestive tract gives the gastrointestinal community the
potential to locate and diagnose pathologies that might otherwise go
undetected.

The Given Diagnostic System consists of the following components:

o The MZA® capsule endoscope — an ingestible, disposable, miniature video
camera, which glides smoothly through
the digestive tract and transmits up to = ‘ \}
50,000 high-quality color video images :
of the entire small intestine.

= The Given® data recorder — a lightweight B
belt worn by the patient. It receives the
images transmitted from the capsule
through external abdominal sensorsand = . __

gives patients complete mobility during
the examination, so they can continue with their daily activities.

o The RAPID® workstation, equipped with Given's proprietary RAPID™
(Reporting and Processing of Images and Data) application software —
sophisticated software for processing the data, incorporating relevant
data gathered from the M2A capsule, and producing a video of the Gl
tract. The software features options for viewing the video, saving individual
images and short video clips, saving findings, and printing reports.

More than 20,000 capsule endoscopy procedures have taken place throughout
the world, and Given Imaging anticipates that the total number of small
intestine-related procedures will increase over the next several years.

Civen Imaging intends to use this technological platform in the development
of future generation capsules for examining other parts




of the gastrointestinal tract, such as the esophagus, the stomach, and the colon. Given has
submitted and received numerous patents worldwide for the technologies employed in the
Given Diagnostic System and for new capsules to be developed using this advanced technological
platform.

Given Imaging completed a successful IPO in October 2007. Its shares are traded on the Nasdag
(symbol: GIVN). The company maintains its corporate headquarters, R&D laboratories, and
production plant in Yoaneam, Israel. Given's North American headquarters are in Atlanta,
Georgia, and its European headquarters are in Hamburg, CGermany. In addition, Given has an
office in Madrid, Spain, and subsidiaries in Paris, France, and Sydney, Australia. In 2002, Given
established a joint venture with Marubeni (one of the largest trading corporations in Japan)
and Suzuken (the country’s largest pharmaceutical distributor) and opened an office in Tokyo,
Japan.

Given Imaging’s revenues totaled $28.9 million for the fiscal year 2002, the company’s first
full year of sales.
WWW.GIVENIMAGING.COM

Notal Vision |

A 25% ELRON COMPANY

Notal Vision™ has developed the first comprehensive diagnostic solution for the early detection
and freguent monitoring of age-related macular degeneration (AMD]), the leading cause of
blindness in the Western world. (Sixteen million patients in the United States alone suffer from
AMD.) Notal Vision’s Preferential Hyperacuity Perimetery™ (PHP™), an innovative, non-invasive
solution, provides an answer to the surging need for early detection and freguent monitoring
of AMD. Early detection of AMD is critical in slowing or stopping the disease’s deleterious
effects.

In January 2003, Notal Vision signed an agreement with Carl Zeiss Meditec i

inc., one of the world’s leading manufacturers and distributors of . -

professional ophthalmologic equipment, for the marketing and distribution e

of the device. L B
, S b

Notal Vision has recruited leading ophthalmology specialists and opinion - i 7

leaders from around the world to set PHP as a standard of care in AMD ‘ s~ )

diagnosis and monitoring.

The PHP early detection device has received FDA clearance, and Notal Vision expects to begin
selling in the second quarter of 2003.

Notal Vision’s corporate headquarters and R&D facility are located in Tel Aviv, Israel.
WWWNOTALVISION.COM
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Galil Medical Ltd

A 15% ELRON COMPANY AND A 37% RDC COMPANY

L _n

Calil Medical Ltd. provides minimally invasive temperature-
based therapies for the treatment of both benign and malignant
conditions of the prostate and other urological diseases, such
as kidney tumors. Galil Medical's technology involves freezing
(and thereby ablating) diseased tissue in a technigue commonly
| referred to as cryotherapy. While Galil Medical’s current focus
\ is on developing products to address specific urological diseases, B
. the company has plans to apply its technology to the fields
| of women’s health and cardiology. Through its extensive development efforts, Galil Medical strives
\ to become a market leader in innovative minimally invasive cryotherapy systems.

Galil Medical’s proprietary applications include the SeedNet™ system, which utilizes pioneering
lceSeeds™, ultrathin needles that generate ice balls to destroy diseased tissue without causing
damage to the surrounding area. SeedNet gives physicians an option to standard prostatectomy
and radiation treatments. There are currently over 130 SeedNet systems instalied worldwide.
The company’s MRI-compatible CryoHit® system represents the first and only technology for
real-time ablation of liver and kidney tumeors. It is also well suited for use with ultrasound and
CT scans.

Galil Medical received FDA approval and the CE Mark in 2001, allowing it to sell its products in
the United States, Europe, and other countries.

Galil Medical was founded in 1997 by Rafael Development Corporation Ltd. (RDC). Galil Medical's
R&D and manufacturing facilities are based in Yogneam, Israel. Its U.S. operation is headauartered
in Westbury, New York,
WWW.GALIL-MEDICAL.COM
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Founded in 1994, NetVision has grown to become Israel’s largest Internet
service provider (ISP) for the corporate and retail markzats.

On 31 December 2002, NetVision had 340,000 subscribers. NetVision
pioneered Internet service in Israel and, in part, helped prope!l the
country on its global path. NetVision designs integrated Internet solutions
to match the needs of its customers, to make their lives more efficient,
gasier, and convenient.

NetVision offers a range of Internet-related services: high-speed modem
dial-up, cable and ADSL connections, dedicated lines connecting LAN-
to-LAN, communication servers, data security system installation and
maintenance, private networks for international corporations, application
hosting, and custom online services.

s F

NetVision develops and operates the Nana Internet portal {(www.nana.co.il),
israel’s second most popular portal. Nana appeared on the Net in July
1999 and immediately assumed a leading position in the Israeli internet
content market. It offers visitors a wide range of content channels,
Internet services, and community features. The portal operates more
than 150 different forums and discussion groups as well as Israel's
busiest chat room. The experts in NetVision's content cepartment also
develop a variety of content-based products and premium content
packages for its customers, both in the consumer and business sectors.

NetVision entered the e-commerce arena in 1998, with the launch of
Netaction, Israel’s first auction site. Today, Netaction is Israel’s fargest
and leading e-commerce platform. It not only gives visitors access to
auctions but also features special group-price sales on a wide range of
products from some of the country’s top retailers and distributors.

NetVision is headguartered in Haifa, Israel.
WWW.NETVISION.NET.IL
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Partrner/Ccrange

A 12% ELRON COMPANY

Partner Communications Company Ltd. is a leading Israeli mobile communications operator
known for its GSM/CPRS-based services and the development of wirefree applications under
the preferred international brand, orange™.,

After its founding in 1997, Partner began commercial operations at the beginning of 1999. By
31 December 2002, Partner had 1,837,000 subscribers, an estimated 29% of the Israeli cellular
market. Partner provides a growing array of services to its customer base, both in Israel and
in 104 countries worldwide, through a worldwide network of 250 GSM operators.

Partner has changed the face of the cellular market in Israel through its innovative marketing,
wide selection of services, advanced technology, and value-added applications. Subscribers
benefit from a high-quality network, progressive wireless applications, a range of rate plans,
and efficient customer service.

In 2002, Partner was awarded a license from Israel’s Ministry of Communications for a third-
generation (30) spectrum band, enabling the company to move ahead with its plans to launch
an advanced 3G cellular network in Israel, thereby ensuring that Partner’s subscribers continue
to enjoy superior wireless services.

Partner is listed on the Nasdag (PTNR), the London Stock Exchange (PCCD), and the Tel Aviv
Stock Exchange (PTNR).

Partner is headquartered in Rosh Ha'ayin, Israel.
WWW.PARTNERCO.IL

. orange”

partner-communications:
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K.L.T. eLearning provides high-quality online education to professionals around the world. For
those looking to further their education or enhance their professional standing without
interrupting their careers, K.1.T.'s exceptional degree programs offer 2 robust collaboration
between educators, educational service providers, training companies, and industry. Studying
online presents additional advantages: students study at their convenience and learn what
they need when they need it. The prestigious University of Liverpool awards K.I.T.'s M.Sc. in
Information Technology or M.B.A. degrees.

K.I.T. tailors solutions not just for busy individuals but also organizations in the public and
private sectors. K.I.T. signed agreements with strategic regional partners in China, Thailand,
and Hong Kong. K.I.T. also reached corporate sponsorship agreements with global companies,
including the veteran IT services company EDS and banking group ABN AMRO.

KI.T." s first group of students began studying in April 2000, shortly after the company’s
founding. As of 31 December 2002 K.I.T. reached more than 1,000 paying students from more
than 65 different countries in K.I.T.'s virtual classrooms.

K.I.T. is headguartered in Amsterdam, Holland.
WWW.KITCAMPUS.COM

A 45% ELRON COMPANY |

Founded in 2000 by veterans of Rafael, the Israel Defense Forces, and other technology
powerhouses, Wavion develops and delivers the gains of antenna array technology to all types
of wireless systems. Wavion's proprietary signal processing algorithms provide significant
performance gains in system capacity, operating range, data rate, interference mitigation, and
multipath mitigation. The modular technclogy can be customized to meet the requirements
of most equipment vendors and integrates easily into any wireless communication system.

A broadband wireless system demonstrating these capabilities is now operational in Yogneam,
Israel. Wavion is testing an array antenna 802.11b access point designed for outdoor wireless
access, and an enhancement chip for 80211a/g indoor access points is currently in development.

Wavion is headquartered in Yogneam, Israel.
WWW.WAVION.CO.IL
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Witcom

[AN 8% ELRON COMPANY AND A 26% RDC COMPANY |

Witcom aims to become an international leader in broadband wireless networking solutions for
the telecom, datacom, and Internet access markets. Witcom addresses the wireless market
opportunity with a portfolio of point-to-point digital microwave radio links using cutting-edge
technology and offering superior performance at competitive prices.

O .

Products available support the range of capacities from low |
(E1/T1) to medium (E3/T3) to high (100 Mbps and beyond) "
in a wide range of freguencies. An ultrahigh capacity product
is currently under development. Low-cost design, modular
architecture, and superior performance give Witcom the
competitive edge.

Witcom is headquartered in Yogneam, |srael.
WWW.WIT-COM.COM

Pulsicom Techrologies

SN

QO

“TA 17% ELRON COMPANY

Pulsicom develops high-accuracy real-time location and tracking systems (RTLS) for confined
spaces. The company’s products employ short-pulse technologies (very wideband and ultra
wideband) along with sophisticated position-determination algorithms and application software.
Pulsicom’s team brings a unigue blend of experience and expertise to diverse areas such as
ultra wideband antenna design; low-power, high-speed, and radio frequency electronics; pesition
determination algorithms; communications; and application-specific system architecture.
Pulsicom has demonstrated the feasibility cf its technology in real-worid environments and
completed its first prototype in 2002.

Pulsicom is headguartered in Or Yehuda, lsrael.
WWW . PULSICOM.COM
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Chip Exp

| A 34% ELRON COMPANY |

Chip Express designs, develops, and manufactures application-specific integrated
circuits (ASICs) for electronic systems companies, fabless semiconductor
companies, and design houses. Chip Express’ patented modular array technology

offers much lower nonrecurring engineering (NRE) costs than other forms of

hard-wired ASICs such as standard cells, significantly higher performance, and
a lower per unit cost than field-programmable gate arrays (FPGAS).

This technology enables the best overall batance of cost, performance, and

time to market for applications with medium volumes, when compared with

the solutions offered by standard cell ASIC vendors and FPCA manufacturers

serving the logic market. Chip Express’ products are used in a wide variety of

end-market applications across industries as diverse as automotive, computer,

consumer, industrial, military/aerospace, and communications.

Chip Express’ customers include ADC

| , L Telecommunications, AMCC, Cisco, Emulex, GE

| s Medical, Hughes Network Systems, Lockheed,

' Lucent, Motorola, Raytheon, and Rockwell.
Chip Express is headgquartered in Santa Clara,

i California.

| WWW.CHIPEXPRESS COM
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A 17% ELRON COMPANY

Oren Semiconductor Inc. designs, develops, and markets advanced
semiconductor solutions for analog and digital television. The company has a
proven track record in the development and sales of digital communication
integrated circuits (ICs) for use in digital TV products. Its products enable
reception of rich digital media to consumer electronics (digital set-top boxes,
Integrated digital TVs, PCs) and other broadband appliances.

Oren has integrated digital and analog television standards into a single digital
signal processing (DSP) core. Their unigue, patented DSP architecture allows
the company's products to manage the complexities of receiving digital TV
transmissions, while offering flexibility and programmability. its digital TV
demodulator ICs incorporate front-end receiver functions that reproduce
digital data transmitted by air, satellite, or cable. Sony, Mitsubishi, JVC, Hughes,
and other leading companies are among Oren’s customers. Oren Semiconductor
is headquartered in Yogneam, Israel.

WWW.OREN.COM
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3DV Systems develops and markets innovative depth image sensors that enable three-dimensional
definition of objects and scenes using a single camera — in real time and at video rate.

3DV's image sensor technology can be integrated into any camera —
high-end studio models or inexpensive low guality, mass-produced
versions, and everything in between — to enable the capture of depth
information.

3DV has introduced ZCam™, the world’s first depth studio camera add-
on. It segments objects in the scene to foreground and background,
giving studio cameras the capability to add video graphics during a live
production without using the chromakey effect — and all at broadcast
guality in real time. 3DV Systems has also introduced the Zmini, a compact single camera development
system, intended for application developers who want to utilize depth information for mass market
applications (gaming or automotive, for example) as well as other vertical markets {security and surveillance,
face recognition, biometrics, endoscopes, and machine vision applications).

3DV Systems is headquartered in Yogneam, Israel.
WWW.3DVSYSTEMS.COM

| A 49% RDC COMPANY |

SELA develops and manufactures yield-enhancing and automation eguipment for the semiconductor and
optical components industries. Viewed as a technology leader and innovator, SELA’s success is based on
its breakthrough, patented technologies that overcome bottlenecks in the failure analysis (FA) process
in the semiconductor industry. SELA’s automated sample preparation systems are used to prepare
samples for scanning electron microscopy (SEM) and transmission electron microscopy (TEM). SELA’s
large and distinguished customer base includes most of the world’s leading semiconductor fabrication
facilities. The company has over 200 installed systems worldwide.

SELA is headquartered in Yogneam, Israel.

WWW.SELA.COM
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| A 96% ELRON COMPANY |

Since 1997, Elron Software’s family of Internet Policy Management (IPM)
solutions has helped more than 4,600 organizations safeguard confidential
information, boost productivity, limit legal liability, and enforce Internet
acceptable policies.

Eiron Software’s IPM solutions let organizations monitor and manage employee
Web and e-mail usage. Its Internet Manager® product line — IM Web Inspector™,
IM Message Inspector™, and IM Anti-Virus™ — provides a comprehensive set
of solutions for Web access control, e-mail content filtering, and virus

protection. These award-winning security

|l T SOFTWARE

products maximize the productive use of the
Internet and minimize the associated risks:
confidential data loss, reduced productivity,
legal liability, network congestion, and virus
attacks. Elron Software is headguartered in
Burlington, Massachusetts.

ELRON SOTTWARE

ELRON TELEFESORT

MEDIAGATT

INGENLEO

WWW.ELRONSOFTWARE.COM

Eiron Telesofr:

| A 99% ELRON COMPANY

Elron Telesoft develops and markets innovative network management solutions

for telecom carriers and service providers. Elron’s Revenue Assurance suite

— based on its call detail record (CDR} applications, network management

systems (NMS), and IP service delivery solutions — enables telecom carriers to

protect their revenues and deliver value-added, customized services to their

customers. As a result, the Elron Telesoft solution ensures reliable delivery,

transforms network data into useful knowledge, lowers operating costs, and

generates new revenue streams. The Elron Telesoft family of solutions:

° Call Performance Manager — a line of products for analyzing network
perfarmance and service quality for wireline and wireless operators

e Revenue Assurance — a software package consisting of several products:
ESSB (billing verification with CDR and inter-carrier reconciliation capabilities),
Fixer (reproducing jost CDR data), and Data Conformity

°  AMOS (NMS) — a network management platform enabling efficient control
of network resources, traffic, performance, and fault monitoring

o Intertools — an IP service platform for managing broadband Internet access

Elron Telesoft is headquartered in Petach Tikva, Israel.
WWW.ELRONTELESOFT.COM
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Mediagate develops and sells iPost® voice mail, an advanced messaging platform for telephony
operators. This carrier-class, IP-based, e-mail/MMS store-centric solution combines voice, fax,
and e-mail messaging. iPost gives service providers revenue-generating basic and advanced
messaging capabilities all on one standards-based platform. This provides for low capex and
TCO, increases revenues due to new and advanced services, and guarantees faster ROl - a
winning combination. Mediagate’s complete system approach offers service providers a highly
reliable and scalable, Internet standard-based open system architecture that is fully customer-
branded. iPost lets users manage all types of messages (voice, fax, e-mail, image, or video)
through a single “e-mail-centric” server-based account. Messages can be accessed from landline,
mobiie, WAP or 3G telephones; pagers; fax machines; and e-mail and Web applications.

Mediagate voice mail, fax mail, and advanced messaging systems serve millions of subscribers
around the world. Mediagate’s primary focus is on large-scale voice mail systems for telecom
companies. In conjunction with network service providers, Mediagate also provides a strong
solution for small and medium enterprises and small office-home offices (SMEs and SOHOs).
With this arrangement, operators preserve their investment, maintain their customer base, and
offer new and corporate services to a rapidly growing and demanding market.

Mediagate is headqguartered in Ra‘anana, Israel.
WWW.MEDIAGATE.COM

lnogeneo

|
< |A 9% ELRON COMPANY AND 24% RDC COMPANY

Ingeneo enables organizations to turn incoming customer service calls into business opportunities
by delivering customer-centric marketing. Ingeneo identifies the optimal offers for each customer
in real time and effectively promotes the offers by displaying all the materials that constitute
the "best practices” promotion. Ingeneo constantly revises and adapts its recommendations
based on customer reactions.

With Ingeneo integrated into its operation, a large commercial bank’s telephone banking operation
achieved a 33% positive response rate to Ingeneo offers (10 times the rate of conventional

marketing). The bank's overall business volume increased by 15%. Ingeneo works across multiple
service channels and can be easily merged into call centers and self-service websites.

Ingeneo is headguartered in Herzliya, Israel.
WWW.INGENEQ.COM
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Advanced Metal Technologies Ltd. Group (AMT) focuses on developing and
processing technologies related to embedding amorphous raw materials for

use in a variety of commercial applications. AMORPHOUS METALS
AMT is headquartered in Even Yehuda, Israel.

AMT
T o atine Tec e Trel AHT
[o?
A 72% AMT COMPANY ACS
Advanced Heating Technologies Ltd. (AHT) specializes in the development
of new heating technologies and applications based on amorphous ribbons
and powders. The novel technologies can be used for indoor, outdoor,
agricultural, and industrial heating applications and offer cost-effective
advantages over existing heating alternatives.
AHT, founded in 1999, holds a global patent on using amorphous metal for
heating products. The use of amorphous ribhons makes heating elements
significantly more effective than conventional crystailine wires due to the
ribbon’s large transfer area, the element’s low mass, and low temperature ]
and insulation requirements. The high surface-to-mass ratio of the heating VISION
element enables even heating with low temperature differences between
the element and the heated object. EXPANSION
Utilizing amorphous powder, AHT has developed a heating element with
superior electrical resistance. A special heating element made of amorphous STRENGTH
ribbons or powders can be used in the electrical fusion of plastic. AHT's
underfioor heating is the only heating system that can be inatalled directly DEVELOPMENT
under all types of floor coverings.
COMBINATION

AHT is headqguartered in Netanya, Israel.
WWW AHT-HEATING.COM PROGRESS
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[ A 58% AMT COMPANY |

Founded in 1999, ACS develops commercial products based on unigue glass-coated microwire
(CMW). Combining advanced technology and proprietary know-how, the metallurgists and
engineers at ACS can embed GMW in various substances to produce “smart” tags, labels, and
detectors for a range of industries. These leading-edge, cost-effective identification
authenticaticn and anti-sheoplifting solutions provide increased security and absolute identification.

Innovative CMW products represent a superior solution as they resist strong magnetic fields
and are impervious to temperature changes and other environmental conditions.

ACS provides a compiete security solution from production of the wires to completion of the
finished labels, tags, and detectors. ACS microwire seamlessly integrates with existing
electromagnetic systems and interfaces with standard customer logistics/ERP databases.

ACS is headquartered in Caesareaz, Israel.
WWW.A-C-SCO.IL
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1 N Rafeel Develapment Corporation Lid ]
A 48% ELRON COMPANY |

RDC's mission is to apply Rafael’s proven technologies, extensive industrial
infrastructure, and experienced team of scientists, engineers, and technicians
to commercial applications in high-growth market sectors. RDC's impressive
competitive advantage is the result of advanced technology combined with
a solid financia! base.

Picture a video-imaging capsule that once swallowed takes color images of
a patients digestive tract to aid in the diagnosis of gastrointestinal disorders.
This cutting-edge technology developed by Given Imaging is just one of
many innovative products to arise from RDC know-how. Another company,
3DV Systems, develops next-generation three-dimensional miniature video
cameras for use in video-enabled applications. Other RDC companies: Galil
Medical, provider of minimally invasive medical product; SELA, producers
of failure analysis systems for the semiconductor industry; Ingeneo, dealing
in transforming service contacts into sales ocpportunities; Witcom, a
broadband wireless networking solution developer; and Starling, producers
of advanced airborne technologies.

RDC is headquartered in Haifa, Israel. V1 sTg\;

WWW.RDC CO.IL
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AND ITS SUBSIDIARIES

Management Report for 2002

The following management report should be read in
conjunction with our Consolidated Financial Statements and
Notes thereto. This report contains forward-looking
statements that involve risks and uncertainties. Such forward-
looking statements may be identified by the words
"anticipate”, “believe”, "estimate”, “expect”, “plan” and similar
expressions. The Company’s actual results could differ
materially from those anticipated in these forward-looking
statements as a result of certain factors, inciuding, but not
limited to, those discussed in our filings with the Securities
and Exchange Commission from time to time.

GENERAL

We are a muiti-national high technology operational holding
company that operates through subsidiaries and affiliated
companies, referred to as our group companies. Founded in
1962, we have been a major force in the development of the
Israeli high technology industry by building israeli and Israeli-
related companies with technologies in the fields of advanced
defense electronics, communications, semiconductors and
medicat imaging. In recent years, we have pursued a strategy
of focusing our holdings, and increasing our direct involvement
in defense electronics, information technology, software
products and services, communications, medical devices and
semiconductors. In addition, we have recently invested in the
field of amorphous metals (see below under “Recent
Developments”). Our group companies include both publicly
traded and privately held companies.

Our activities range from complete operational control over
the business of our group companies to involvement in the
management of our grcup companies in which we maintain
controlling or significant holdings, and, in a limited number
of cases, minority holdings. We participate in the management
of most of our group companies by means of active
membership on their boards of directors and board
committees. As a result, we are involved in matters of policy,
strategic planning, marketing, setecting and manning senior
management positions, approving investments and budgets,
financing and the overall ongoing monitaring of our group
companies' performance. In addition to our representation
on the boards of directors of our group companies, we
provide hands-on assistance to the group companies'
management in support of their growth. We view our hands-

on involvement in the operations of our group companies as
2 key element of our business. Our group companies therefore
benefit from the experience of our management team in
various areas in which they need support and leadership,
including, but not limited to, budgetary control, market
analysis, risk management, identifying joint venture
opportunities, introductions to potential customers and
investors, business plan preparation, strategic planning and
research and development guidance.

We expect to continue to build and realize value to our
shareholders from our group companies and simuitaneously
pursue the acquisition of, or investment in, new and existing
companies. However, as we hold interests in early-stage
technology companies, which invest considerable resources
in research and development and marketing and which have
not reached the income-producing stage, we have
experienced, and expect to continue to experience, losses in
respect of these companies. Therefore, our net income (or
loss) in any given period is due, in the most part, to the
results of operations of our group companies and dispositions
and changes in our hoidings of group companies.

Elron's shares are publicly traded on Nasdag National Market
under the symbol “ELRN" and on the TASE. Elron's corporate
headquarters are located at 3 Azrieli Center, 42nd Floor, Tel-
Aviv 67023, Israel, Tel. 972-3-607-5555, Fax. 972-3-607-5556,
e-mail: elron@elron.net. Our web site address is www.elron.com.
information contained on our web site is not part of the
management report.

RECENT DEVELOPMENTS

Merger with Elbit. On May 15, 2002, we completed our
merger with Elbit Ltd. ("Elbit"). Pursuant to the merger
agreement signed on October 31, 2001, we issued 5,617,601
ordinary shares to Elbit’s shareholders {(other than Elron),
based on an exchange ratio of 0.45 ordinary shares of Elron
for each ordinary share of Eibit, and assumed options to
purchase Elbit ordinary shares, which, after the merger,
entitled the holders to purchase 240,525 ordinary shares of
Elron. As a result of the merger, Elbit became a wholly owned
subsidiary of Elron. The transaction was accounted for as a
purchase, and accordingly, our results of operations include
the revenues and expenses of Elbit subsequent to the
acquisition date. For more details regarding the accounting




Management Report for 2002 (Cont.)

treatment see: “Critical Accounting Policies, Merger
Accounting”.

Share Purchase of DEP. On May 6, 2002, we issued 2,261,843
ordinary shares to Discount Investment Corporation Ltd.
("DIC") (which at that time held 42% of the shares of Elron),
pursuant to the share purchase agreement signed on
November 19, 2001 with DIC, in exchange for all of the shares
held by DIC in DEP Technology Holdings Ltd. ("DEP"), including
DIC’s rights to loans provided by DIC to RDC Rafael
Development Corporation Ltd. {("RDC"), a subsidiary of DEP.
RDC is a joint venture, controlled by and consolidated with
DEP, in which DEP holds 48% of the outstanding shares. DEP
is a technology holding company in which Elron previously
held 33% of the outstanding share capital and in which DIC
held the remaining 67%. Following the closing of the
transaction, DEP became a wholly owned subsidiary of Elron.
The transaction was accounted for as a purchase, and
accordingly, our results of operaticns include the revenues
and expenses of DEP subsequent to the acquisition date. For
more details regarding the accounting treatment see: “Critical
Accounting Policies, Merger Accounting”.

These transactions enabled us to further enhance our position
in the high technology markets, allowed us to pursue additional
investment opportunities, optimized our holding structure,
combined resources, benefited our group companies with
potential synergies and demonstrated our ability to achieve
Cost savings in respect of our carporate aperations.

Following the two transactions, our holdings include direct
and indirect holdings through Elbit, DEP and DEP’s subsidiary,
RDC. As most Elbit, DEP and RDBC group companies are
technology-related companies which have not yet generated
significant revenues and earnings, we expect that they wil