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PRELIMINARY NOTE

This Annual Report contains “ forward-looking statements’ within the meaning of
Section 27A of the Securities Act of 1933, or the Securities Act, and Section 21E of the
Exchange Act. These forward-looking statements can generally be identified as such because
the context of the statement will include words such as“ may,” “ intends,” “ plans,”
“believes,” * anticipates,” “ expects,” “ estimates,” “ predicts,” “ potential,” “ continue,” or
“ opportunity,” the negative of these words or words of similar import. Smilarly, statements
that describe our business outlook or future economic performance, anticipated revenues,
expenses or other financial items, introductions and advancements in devel opment of
products, and plans and objectives related thereto, and statements concer ning assumptions
made or expectations as to any future events, conditions, performance or other matters, are
also forward-looking statements. Forward-looking statements are subject to risks,
uncertainties and other factors which could cause actual results to differ materially from
those stated in such statements. Factors that could cause or contribute to such differences
include, but are not limited to, those set forth under I1tem 3.D, “ Key Information — Risk
Factors’ of this Annual Report.

Our actual results of operations and execution of our business strategy could differ
materially from those expressed in, or implied by, the forward-looking statements. In
addition, past financial and/or operating performance is not necessarily a reliable indicator
of future performance and you should not use our historical performance to anticipate results
or future period trends. We can give no assurances that any of the events anticipated by the
forward-looking statements will occur or, if any of them do, what impact they will have on
our results of operations and financial condition. In evaluating our forward-looking
statements, you should specifically consider the risks and uncertainties set forth under Item
3.D, “ Key Information — Risk Factors™ of this Annual Report.
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Unless the context otherwise requires, “Orckit,” “us,” “we” and “our” refer to Orckit

Communications Ltd. and its subsidiaries.
PART |
ITEM 1. IDENTITY OF DIRECTORS, SENIOR MANAGEMENT AND ADVISERS
Not applicable
ITEM 2. OFFER STATISTICSAND EXPECTED TIMETABLE
Not applicable
ITEM 3. KEY INFORMATION
A. SELECTED FINANCIAL DATA
The following selected consolidated financial data as of December 31, 2009 and 2010 and for
each of the years ended December 31, 2008, 2009 and 2010 are derived from our audited consolidated
financial statements incorporated by reference into this Annual Report, which have been prepared in
accordance with generally accepted accounting principles in the United States. The selected
consolidated financial data as of December 31, 2006, 2007 and 2008 and for each of the years ended

December 31, 2006 and 2007 are derived from our audited consolidated financial statements not
included in the audited financial statements incorporated by reference into this Annual Report. The



selected consolidated financial data set forth below should be read in conjunction with and are
qualified by reference to “Item 5. Operating and Financial Review and Prospects” and the
consolidated financial statements and the notes thereto and the other financial information
incorporated by reference or appearing elsewhere in this Annual Report.

Y ear Ended December 31,

2006 2007 2008 2009 2010

Statement of (in thousands, except per share data)
Operations Data:
Revenues $63,648 $9,906 $17,256 $12,727 $14,631
Cost of revenues 30,219 4,826 9,606 8.244 9,340
Gross profit 33,429 5,080 7,650 4,483 5,291
Research and

development

expenses 17,418 22,612 24,925 15,330 16,667
Less grants 1,864 2,454 2,066 1,722 2,569
Research and

development

expenses, net 15,554 20,158 22,859 13,608 14,098
Selling, general and

administrative

expenses 16,017 16,902 19,164 15,677 16,498
Operating income (loss) 1,858 (31,980) (34,373) (24,802) (25,305)
Financial income 3,346 2,172 (179) (362) (1,642)

(expenses), net

Gain from early

extinguishment of notes - - - 2,985 -
Income (expenses) from

valuation of conversion

feature embedded in

convertible notes - 3.480 2,265 883 (28)
Other income - 14,231 - - 1,624
Net income (loss) $5,204 (12,097) (32,287) (23,062) (25,351)
Net income (loss) per

share — basic $0.34 $(0.76) $(1.97) $(1.40) $(1.33)
Net income (loss) per

share — diluted $0.31 $(0.76) $(1.97) $(1.40) $(1.33)
Weighted average

number of ordinary

shares outstanding-

basic 15,419 15,911 16,386 16,483 19,024
Weighted average

number of ordinary

shares outstanding-

diluted 16,606 15,911 16,386 16,483 19,024



As of December 31,

2006 2007 2008 2009 2010

Balance Sheet Data: (in thousands)
Cash, cash

equivalents,

bank deposits,

marketable and other
securities

and long-term

investments $85,572 $101,233 $66,821 $47,343 $35,546
Working capital (1) 34,896 57,676 41,723 22,931 24,768
Total assets 99,357 111,014 82,189 56,357 53,257
Convertible subordinated

notes - 25,476 25,731 21,996 24,938
Share capital and

additional paid-in

capital (2) 328,964 332,377 336,048 337,774 352,945
Shareholders’ equity 76,863 67,408 36,761 17,464 11,252

) Total current assets net of total current liabilities

2) Net of treasury shares

B. CAPITALIZATION AND INDEBTEDNESS
Not applicable

C. REASONSFOR THE OFFER AND USE OF PROCEEDS
Not applicable

D. RISK FACTORS

We are subject to various risks and uncertainties relating to or arising out of the
nature of our business and general business, economic, financing, legal and other factors or
conditions that may affect us. We believe that the occurrence of any one or some combination
of the following factors could have a material adverse effect on our business, financial
condition, cash flows and results of operations.

Risks Relating to Our Business and Industry

Werequireasignificant amount of cash to fund our operating activities.

We used cash in our operating activities in the amount of $33.4 million in 2008, $20.0 million
in 2009 and $31.2 million in 2010. In 2011, we expect to continue to use a significant amount of cash
in our operating activities. If we are not able to generate cash from our operations in future periods,
we may need to obtain additional financing. We might not be able to secure additional funding, which
could result in a significant reduction in our expenditures for research and development and for sales
and marketing.

We may need additional financing to operate or grow our business.

We may need to raise additional capital to operate our business or continue our longer term



expansion plans. The substantial cash required to fund our operating activities could impede our
ability to fund our operations and to invest in our business. In order to operate or grow our business,
we may need to raise equity or debt funds through additional public or private financing or through
arrangements with strategic partners to the extent that we cannot fund our activities through our
existing cash resources and any cash we may generate from operations. We have not generated cash
from operations during each of the years in the period from 2006 through 2010. We may not be able
to obtain additional financing on acceptable terms or at all. This could inhibit our ability to operate or
grow our business or cause us to reduce our expenditures for research and development and for sales
and marketing, which could adversely affect our results of operations and our ability to grow.

We have a history of substantial losses. We may experience additional losses in the
future.

We have incurred significant research and development expenses addressing the development
of the metro CM-100 and CM-4000 products, both telecommunication equipment products addressing
high transmission of data for the metropolitan area. While we generated a small amount of operating
income in 2006, we incurred operating losses of approximately $32 million in 2007, $34 million in
2008, $25 million in 2009 and $25 million in 2010 due to a significant decrease in revenues compared
to 2006. We also incurred significant net losses in each of those years and expect to incur a net loss in
2011. We cannot be sure that we will be able to return to profitability.

We have a significant amount of debt and we may have insufficient cash to satisfy our
debt service obligations. The amount of our debt could impede our operations and flexibility.

In March 2007, we issued NIS-denominated Series A convertible notes in the aggregate
principal amount of approximately $25.8 million (based on the U.S. Dollar/NIS exchange rate at that
time), which bear interest at the rate of 6% per year and are linked to the Israeli CPI. The Series A
notes are due in March 2017, but are subject to the right of each holder to request early repayment of
all or part of the notes held by it in March 2012 with a penalty of approximately 3% of the indexed
amount (equal to the last payable interest coupon preceding the early repayment request). In the first
quarter of 2009, we paid $3.0 million to repurchase approximately 25% of the then principal amount
of the outstanding Series A notes. As of December 31, 2010, the net indexed principal amount
outstanding under the Series A notes was approximately $26.2 million (based on the U.S. Dollar/NIS
exchange rate at December 31, 2010).

The Series A notes are convertible at the election of each holder into our ordinary shares at
the conversion price of NIS 63.00 per share (approximately $18.57, based on the U.S. Dollar/NIS
exchange rate at June 12, 2011). The conversion price is subject to adjustment in the event that we
effect a share split or reverse share split, a distribution of bonus shares or cash dividend, or a rights
offering. As the conversion price of the Series A notes is significantly higher than the market price of
our ordinary shares, the holders of the outstanding Series A notes may require that we repay all or a
substantial portion of these notes when they are able to do so in March 2012. If the holders elect to
require early repayment, it will significantly decrease the amount of our remaining cash or require us
to raise additional financing, which would impede our operations and flexibility. We may be unable to
raise additional financing, if needed, on terms acceptable to us.

In June 2011, we issued NIS-denominated Series B convertible notes in the aggregate
principal amount of approximately $9.0 million (based on the U.S. Dollar/NIS exchange rate at that
time), which bear interest at the rate of 8% per year and are not linked to the Israeli CPI. The Series B
notes are due in December 2017. The Series B notes are convertible at the election of each holder
into our ordinary shares at the conversion price of NIS 10.00 per share (approximately $2.95, based
on the U.S. Dollar/NIS exchange rate at June 12, 2011). The conversion price is subject to adjustment
in the event that we effect a share split or reverse share split, a distribution of bonus shares or cash
dividend, or a rights offering.



If the value of the NIS compared to the U.S. dollar increases, the U.S. dollar value of the
principal amount of both series of our convertible notes would also increase. We may be unable to
repay the principal amount of the notes when due. If we are unable to generate sufficient cash flows
or otherwise obtain funds necessary to make required payments on these notes or to repay the
principal or interest of these notes, we will be in default under the respective trust agreements
governing the notes which could, in turn, cause defaults under any other future indebtedness.

The amount of debt we have incurred could adversely affect us in a number of ways,
including by:

e limiting our ability to obtain additional financing;
e limiting our flexibility in planning for, or reacting to, changes in our business;

e placing us at a competitive disadvantage as compared to our competitors who have
less or no debt;

e making us more vulnerable to the downturn in our business and the economy
generally;

e requiring us to apply a substantial portion of our cash towards payments on our debt,
instead of using those funds for other purposes, such as working capital or capital
expenditures; and

e harming our financial condition and results of operations.

Recent and future economic conditions, including turmoil in the financial and credit
markets, may adver sely affect our business.

The current economic and credit environment is having a negative impact on business around
the world. The impact of these conditions on the technology industry and our major customers has
been severe. Conditions may continue to be depressed or may be subject to further deterioration
which could lead to a further reduction in consumer and customer spending overall, which could have
an adverse impact on sales of our products. A disruption in the ability of our significant customers to
access liquidity could cause serious disruptions or an overall deterioration of their businesses which
could lead to a significant reduction in their orders of our products and the inability or failure on their
part to meet their payment obligations to us, any of which could have a material adverse effect on our
results of operations and liquidity. In addition, any disruption in the ability of customers to access
liquidity could lead customers to request longer payment terms from us or long-term financing of their
purchases from us. If we are unable to grant extended payment terms when requested by customers,
our sales could decrease. Granting extended payment terms or a significant adverse change in a
customer’s financial and/or credit position would have an immediate negative effect on our cash
balances, and could require us to assume greater credit risk relating to that customer’s receivables or
limit our ability to collect receivables related to purchases by that customer. As a result, we may have
to defer recognition of revenues, our reserves for doubtful accounts and write-offs of accounts
receivable may increase and our losses may increase.

We depend on sales to a limited number of significant customers. The loss of a
significant customer, or a decreasein purchases by a significant customer, could have a material
adver se effect on our results of operations.

Our revenues from 2004 through 2007 were dependent on sales of one product line, the CM-
100, to KDDI, a Japanese telecommunication carrier, which remained a significant customer in 2008,



2009 and 2010. Approximately 45.5% of our revenues in 2008, 44.0% of our revenues in 2009 and
23.1% of our revenues in 2010 were derived from sales of CM-100 metro products and services to
KDDI. We do not know for how long a period of time KDDI will continue to purchase products from
us, nor do we have any control or influence over the purchasing decisions of KDDI, including the
quantities and timing of the deployment of the CM-100 product line in its network. KDDI purchased
the CM-100 for initial coverage deployment in its metropolitan area network and began significant
deployment in late 2004, continuing through 2005. KDDI’s deployments of the CM-100 decreased in
2006 through 2010. Deployments and revenues from KDDI for 2011 may be insignificant. In 2007,
we introduced the CM-4000, a metro product with additional features and capabilities. KDDI has not
made purchases of this product and we do not know if KDDI will choose to make purchases of our
CM-4000 product line.

In 2008, our products were selected by Media Broadcast GmbH as a network infrastructure
building block for network solutions deployed by Deutsche Telekom’s wholesale business unit, and
leased to a leading cable operator in Germany. Media Broadcast, which was a subsidiary of Deutsche
Telekom, began purchasing and deploying our products in 2008, becoming our second largest
customer in 2008. Approximately 44.1% of our revenues in 2008 were derived from sales of metro
products to Media Broadcast. Sales to Media Broadcast decreased significantly thereafter and
constituted 13.6% of our revenues in 2009 and 6.6% of our revenues in 2010. The cable operator that
is the ultimate user of our products has decided to build its own network structure. Accordingly, our
revenues from Media Broadcast are expected to consist primarily of the sale of services for equipment
previously sold and therefore are expected to be significantly reduced.

In 2008, our products were selected by Korea’s Hanaro Telecom (now called SK Broadband)
as their main network infrastructure building block for their premium IPTV services. SK Broadband,
which began purchasing our CM-100 products in 2008, was our second largest customer in 2009.
Sales to SK Broadband represented 22.9% of our revenues in 2009. Sales to SK Broadband decreased
significantly in 2010 and constituted 1.7% of our revenues in 2010. We cannot be sure that SK
Broadband will continue to purchase our products to the same extent, if at all.

In 2009, our CM-4000 products were selected by Bharat Sanchar Nigam Limited (BSNL) in
India as part of a nationwide, next generation broadband, triple play network based on gigabit passive
optical network (GPON) and carrier Ethernet technologies. In 2010, after receipt of a required
approval from TSEC in India, a condition for making sales to BSNL, we started to recognize revenues
from sales to BSNL through two OEM channels. We recognized approximately $5.9 million of
revenues in 2010 which represented 40% of our revenues in 2010. We cannot be sure of the amount
and timing of revenues, if at all, from BSNL in the future.

For the past several years, we have depended on sales of our CM product lines to a limited
number of customers for the substantial majority of our revenues. This dependence may continue in
2011 and beyond. Demand for CM products from our customers will likely be derived from growth in
the number of subscribers for services offered by them, both for wireline and wireless subscribers.
There can be no assurance that our customers will be successful in offering new services or securing
additional subscribers. Sales to our customers are dependent on their success in offering new services
and securing additional subscribers. Even if successful, there is no assurance that our customers will
continue to purchase our products or that they will not choose another vendor. Our revenues from
KDDI declined in 2008, 2009 and 2010, from Media Broadcast declined in 2009 and 2010 and from
SK Broadband declined in 2010. This materially adversely affected our results of operations.
Accordingly, we will need to attract new customers if we are to increase our revenues. The loss of,
BSNL as a customer or the loss of one of two OEM channels through which sales to BSNL are made,
or a significant decrease in revenues from BSNL, would have a material adverse effect on our results
of operations unless we are able to generate significant additional revenues from other customers.



We need to make sales to additional customers and to develop additional products in
order to become profitable.

We need to make sales to additional customers and to develop additional products in order to
become profitable. Since 2004, the significant majority of our revenues have been derived from our
CM-100 product line to a very limited number of customers. In 2008, we added a second generation
product line, the CM-4000, which has started to be commercially deployed and accounted for the
majority of our revenues in 2010. We cannot be sure that we will be able to make significant sales of
any of our products. There is no specific obligation on any customer to purchase products from us.
Thus, we cannot be sure of the amount of our products that will be purchased as a result of selections
of our products by new customers, or the period of time over which our products may be purchased by
any customers.

We depend on third party distributorsfor the sale of our products. If these distributors
do not succeed in selling our products, or if we are not able to maintain our relationship with
them, our results of operationswill suffer.

Our sales of products to KDDI are made through OKI Electric Industry Co., Ltd., our sales of
products to SK Broadband are made through Global Telecom, our sales of products to BSNL are
made through ITI Ltd. and Alphion Corporation, both distributors in India, as well as through an
additional OEM channel, and our sales in Germany are currently made mainly through 3M Services.
We also make sales through distributors for other smaller scale customers. We are dependent on the
marketing and sales efforts of our distributors to convince customers or end-users to purchase our
products and to provide local support services. If a distributor terminates or adversely changes its
relationship with us, we may be unsuccessful in replacing it. The loss of a distributor could impair our
ability to sell our products and materially adversely affect our results of operations.

The purchasing patterns in the markets we address will likely result in our revenues
being highly volatile.

Sales of our product lines are dependent on the capital equipment expenditure budgets of
telecommunication carriers for metro network equipment. The purchasing patterns of
telecommunication carriers for this type of expansion project are subject to high volatility.
Uncertainty with respect to consumer spending as a result of weak economic conditions could cause
our customers to delay the placing of orders and slow the pace of reorders. We have experienced a
concentrated and inconsistent pattern of purchasing by KDDI, SK Broadband, Media Broadcast and
BSNL. We have limited experience with respect to the purchasing patterns of other newer customers
as well. While product selections and subsequent deliveries may last several years, the purchasing
pattern during the deployment period is highly uncertain and, accordingly, our revenues are likely to
be subject to high volatility.

A substantial amount of our shipments are currently made in countries in which we
have limited experience in selling and servicing metro products. This lack of experience could
materially adversely impact our results of operations.

In 2008, a substantial portion of our shipments was to Germany. In 2009, a substantial portion
of our shipments was to Korea, and, in late 2009, we began to make shipments of our metro products
to India. Telecommunication equipment sales in these countries are subject to high quality and strict
delivery requirements. We have limited experience in making sales of metro products into these
markets and could face business requirements for quality, delivery, service and support that we may
not meet. Failure to meet these requirements could have a material adverse effect on our results of
operations.



We recently opened a research and development center in India. We have limited
experiencein conducting businessin India.

We recently opened a research and development center in India. The establishment of a
business in a foreign country requires a knowledge of various matters that impact conducting business
in that country, including legal, tax, employee and other regulatory issues, as well as the country’s
business culture. Our lack of experience in conducting business in India could adversely impact our
ability to successfully operate a business in India and could result in expenses and costs we have not
anticipated and, as a result, adversely affect our results of operations.

Successful introduction of service applications by telecommunication carriers that are
expected to drive demand for our metro products could be delayed or slow to emerge.

Service applications that drive the demand for our metro telecommunication products are
related to the offering of data and video services and their associated infrastructure, such as mobile
backhauling, mobile broadband, video-on-demand, HDTV, and Internet TV, as well as other media
services by telecommunication carriers over data networks. These types of services require very high
bandwidth for packet-based transmissions and, as a result, require an upgrade of metropolitan, or
metro, network equipment and access equipment. The availability of these services has begun to
emerge in Asia, the United States, parts of Europe and Latin America, but is still limited in the
breadth of services offered as well as in the number of subscribers. The launch of these services
requires significant capital investment in equipment by telecommunication carriers in the access and
metro networks. Delays in the launch of these services or slow subscriber additions to these services
will have an adverse effect on the demand for our metro products. If the growth of these services
continues to be limited, we will be required to invest additional resources and use more cash in our
research and development, as well as in marketing efforts, in an effort to attain and maintain a
competitive position in these markets before we can benefit from commercial selection and revenues
from our products. Telecommunication carriers could select solutions offered by our competitors to
provide these services. Thus, even if the demand for these services increases, we cannot be sure that
this increased demand will result in increased sales of our products.

A slowdown in capital expenditures by telecommunication service providers had a
material adver se effect on our results of operationsin the past and may again in the future.

The global economic deterioration and economic uncertainty that began in 2008 resulted in a
curtailment of capital investment by telecommunication carriers and service providers. Consolidation
of telecommunication carriers has led carriers to purchase from fewer telecommunication equipment
vendors. We are currently experiencing a slow capital investment environment in some regions, which
is likely to have a negative effect on the demand for new technologies and new types of equipment.
This could significantly limit our ability to sell our products. A continued industry downturn could
increase our inventories, decrease our revenues, result in additional pressure on the price of our
products and prolong the time until we are paid, each of which could have a material adverse effect on
our results of operations.

We plan to continue to invest substantial capital and other resources in the
development, sales and marketing of new telecommunication equipment.

We intend to incur substantial expenses in the development of telecommunication solutions
capable of supporting high bandwidth services in telecommunication networks located in metropolitan
areas. Most of our research and development and other operating expenses in 2008, 2009 and 2010
were related to our CM-4000 products and we expect the CM-4000 to continue to constitute a
significant part of our efforts in 2011 as well. In 2010, we increased expenses in research and
development primarily in order to meet market demands. We also increased our sales and marketing
expenses as a result of establishing a presence in new countries. These expenditures could reduce our
cash balances. There is no assurance that these investments will result in increased revenues.
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Our future growth will depend upon requirements by our customers and potential
customers to develop new products and features and whether we have sufficient resources to
meet these requirements.

In order to win new orders from our current customers and receive orders from new
customers, we are required from time to time to develop new products and product features. These
development projects require us to expend significant time and resources. We may not have sufficient
resources to develop all the products and features required by our customers and prospective
customers, which would entail recruiting and training new employees and other associated costs. Even
if we have sufficient resources, our organization may not have the ability to recruit, train and manage
a higher number of employees. These development projects could reduce our cash balances, strain our
relationships with our customers and prevent us from acquiring new customers.

Our future growth will depend upon the acceptance of the technologies developed by us
and the development of marketsfor our products.

The markets for our products are dependent on packet transport networks (PTN), carrier
Ethernet, multi protocol label switching, or MPLS, MPLS-TP, pseudo wire emulation (PWE),
synchronous Ethernet, [IEEE 1588v2, and a range of other emerging technologies. These technologies
address migration of synchronous transmission protocols to a metropolitan area Ethernet network that
is not li