
Kornit Digital Ltd.
Form 20-F
March 20, 2018

UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

WASHINGTON, D.C. 20549

FORM 20-F

(Mark One)

☐  REGISTRATION STATEMENT PURSUANT TO SECTION 12(b) OR 12(g) OF THE SECURITIES
EXCHANGE ACT OF 1934

OR

☒  ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF
1934

For the fiscal year ended December 31, 2017

OR

☐  TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE
ACT OF 1934

OR

Edgar Filing: Kornit Digital Ltd. - Form 20-F

1



☐  SHELL COMPANY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES
EXCHANGE ACT OF 1934

Commission file number 001-36903

KORNIT DIGITAL LTD.

(Exact name of Registrant as specified in its charter)

Israel
(Jurisdiction of incorporation or organization)

12 Ha’Amal St.

Rosh-Ha’Ayin 4809246, Israel

(Address of principal executive offices)

Guy Avidan
Chief Financial Officer

Kornit Digital Ltd.

12 Ha’Amal St.

Rosh-Ha’Ayin 4809246, Israel

Tel: +972 3 908-5800

Fax: +972 3 908-0280

(Name, Telephone, E-mail and/or Facsimile number and Address of Company Contact Person)

Securities registered or to be registered pursuant to Section 12(b) of the Act:

Edgar Filing: Kornit Digital Ltd. - Form 20-F

2



Title of each class Name of each exchange on which registered
Ordinary shares, par value NIS 0.01 per share The Nasdaq Stock Market LLC

Securities registered or to be registered pursuant to Section 12(g) of the Act: None
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Indicate by check mark if the registrant is a well known seasoned issuer, as defined in Rule 405 of the Securities Act.

☐ Yes       ☒ No

If this report is an annual or transition report, indicate by check mark if the registrant is not required to file reports
pursuant to Section 13 or 15(d) of the Securities Exchange Act of 1934.

☐ Yes      ☒ No

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the
Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was
required to file such reports), and (2) has been subject to such filing requirements for the past 90 days.

☒ Yes      ☐ No

Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web site, if
any, every Interactive Data File required to be submitted and posted pursuant to Rule 405 of Regulation S-T (232.405
of this chapter) during the preceding 12 months (or for such shorter period that the registrant was required to submit
and post such files).

☒ Yes      ☐ No

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer,
or an emerging growth company. See definition of “large accelerated filer, “accelerated filer,” and “emerging growth
company” in Rule 12b-2 of the Exchange Act.

Large accelerated filer: ☐Accelerated filer: ☐Non-accelerated filer: ☐
Emerging growth company: ☒
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If an emerging growth company that prepares its financial statements in accordance with U.S. GAAP, indicate by
check mark if the registrant has elected not to use the extended transition period for complying with any new or
revised financial accounting standards† provided pursuant to Section 13(a) of the Exchange Act. ☐

† The term “new or revised financial accounting standard” refers to any update issued by the Financial Accounting
Standards Board to its Accounting Standards Codification after April 5, 2012.

Indicate by check mark which basis of accounting the registrant has used to prepare the financial statements included
in this filing:

☒   U.S. GAAP☐International Financial Reporting Standards as issued by the International Accounting Standards
Board ☐ Other

If “Other” has been checked in response to the previous question, indicate by check mark which financial statement item
the registrant has elected to follow. ☐  ITEM 17     ☐  ITEM 18

If this is an annual report, indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2
of the Exchange Act).

☐ Yes      ☒ No
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CAUTIONARY NOTE REGARDING FORWARD-LOOKING STATEMENTS

Certain information included or incorporated by reference in this annual report on Form 20-F may be deemed to be
“forward-looking statements” within the meaning of the Private Securities Litigation Reform Act of 1995, Section 27A
of the Securities Act of 1933, as amended, and Section 21E of the Securities Exchange Act of 1934, as amended.
Forward-looking statements are often characterized by the use of forward-looking terminology such as “may,” “will,”
“expect,” “anticipate,” “estimate,” “continue,” “believe,” “should,” “intend,” “project” or other similar words, but are not the only way
these statements are identified.

These forward-looking statements may include, but are not limited to, statements relating to our objectives, plans and
strategies, statements that contain projections of results of operations or of financial condition and all statements
(other than statements of historical facts) that address activities, events or developments that we expect, project,
believe, anticipate, intend or project will or may occur in the future. The statements that we make regarding the
following matters are forward-looking by their nature:

●our expectations regarding the expansion of our servable addressable market;

●our expectations regarding our future gross margins and operating expenses;

●our expectations regarding our growth and overall profitability;

●our expectations regarding the impacts of variability on our future revenues;

●our expectations regarding drivers of our future growth, including anticipated sales growth, penetration of new
markets, and expansion of our customer base;

●our plans to expand into continue our expansion into new product markets;

●our plans to continue to invest in research and development to introduce new systems and improved solutions;

●our expectations regarding the success of our new products and systems;

●the impact of government laws and regulations;

●our expectations regarding our anticipated cash requirements for the next 12 months;

●our plans to expand our international operations;

●our plans to file and procure additional patents relating to our intellectual property rights and the adequate protection
of these rights;
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●our plans to pursue strategic acquisitions or invest in complementary companies, products or technologies; and

●our expectations regarding the time during which we will be an emerging growth company under the JOBS Act.

The preceding list is not intended to be an exhaustive list of all of our forward-looking statements. The
forward-looking statements are based on our beliefs, assumptions and expectations of future performance, taking into
account the information currently available to us. These statements are only predictions based upon our current
expectations and projections about future events. There are important factors that could cause our actual results, levels
of activity, performance or achievements to differ materially from the results, levels of activity, performance or
achievements expressed or implied by the forward-looking statements. In particular, you should consider the risks
described in “ITEM 3.D Risk Factors,” “ITEM 4 Information on the Company,” and “ITEM 5 Operating and Financial
Review and Prospects.”

You should not rely upon forward-looking statements as predictions of future events. Although we believe that the
expectations reflected in the forward-looking statements are reasonable, we cannot guarantee that the future results,
levels of activity, performance and events and circumstances reflected in the forward-looking statements will be
achieved or will occur.

1
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USE OF TRADE NAMES

Throughout this annual report, we refer to various trademarks, service marks and trade names that we use in our
business. The “Kornit Digital” design logo, the “K” logo and other trademarks or service marks of Kornit Digital Ltd.
appearing in this annual report are the property of Kornit Digital Ltd. We have several other registered trademarks,
service marks and pending applications relating to our solutions. Although we have omitted the “®” and “™” trademark
designations for such marks in this annual report, all rights to such trademarks are nevertheless reserved. Other
trademarks and service marks appearing in this annual report are the property of their respective holders. We do not
intend our use or display of other companies’ tradenames, trademarks or service marks to imply a relationship with, or
endorsement or sponsorship of us by, these other companies.

CERTAIN ADDITIONAL TERMS AND CONVENTIONS

In this annual report, unless the context otherwise requires:

●references to “Kornit Digital,” “our company,” “the Company,” “the registrant,” “we,” “us,” and “our” refer to Kornit Digital Ltd.;

●references to “ordinary shares”, “our shares” and similar expressions refer to the Company’s Ordinary Shares, par value
NIS 0.01 per share;

●references to “dollars”, “U.S. dollars”, “U.S. $” and “$” are to United States Dollars;

●references to “shekels” and “NIS” are to New Israeli Shekels, the Israeli currency;

●references to “GAAP” are to U.S. Generally Accepted Accounting Principles;

●references to our “articles” are to our Articles of Association, as amended;

●references to the “Companies Law” are to the Israeli Companies Law, 5759-1999, as amended;

●references to the “Securities Act” are to the U.S. Securities Act of 1933, as amended;

●references to the “Exchange Act” are to the U.S. Securities Exchange Act of 1934, as amended; 

●references to “NASDAQ” are to the NASDAQ Stock Market; and

●references to the “SEC” are to the United States Securities and Exchange Commission.
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PART I

ITEM 1. Identity of Directors, Senior Management and Advisers.

Not Applicable.

ITEM 2. Offer Statistics and Expected Timetable.

Not Applicable.

ITEM 3. Key Information.

A.Selected Financial Data

The following tables set forth our selected consolidated financial data. You should read the following selected
consolidated financial data in conjunction with, and it is qualified in its entirety by reference to, our historical
financial information and other information provided in this annual report, including “ITEM 5 - Operating and
Financial Review and Prospects” and our consolidated financial statements and the related notes appearing elsewhere
in this annual report.

The selected consolidated statements of income data for the years ended December 31, 2015, 2016 and 2017 and
selected consolidated balance sheet data as of December 31, 2016 and 2017 are derived from our audited consolidated
financial statements appearing in ITEM 18. Financial Statements. The selected consolidated statements of income data
for the year ended December 31, 2013 and 2014 and the selected consolidated balance sheet data as of December 31,
2013, 2014 and 2015 has been derived from our audited consolidated financial statements not appearing in this annual
report. The historical results set forth below are not necessarily indicative of the results to be expected in future
periods. Our financial statements have been prepared in accordance with GAAP.

Year Ended December 31,
2013 2014 2015 2016 2017
(in thousands, except share and per share data)

Consolidated Statements of Income:
Revenues $49,395 $66,364 $86,405 $108,694 $114,088
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Cost of revenues(1) 27,953 37,187 45,820 59,284 59,977
Gross profit 21,442 29,177 40,585 49,410 54,111
Operating expenses:
Research and development(1) 7,443 9,475 11,950 17,383 20,834
Sales and marketing(1) 7,734 10,616 13,367 18,338 21,279
General and administrative(1) 3,278 5,266 9,500 12,259 13,578
Restructuring expenses - - - - 503
Total operating expenses 18,455 25,357 34,817 47,980 56,194
Operating income (loss) 2,987 3,820 5,768 1,430 (2,083 )
Finance income (expenses), net (460 ) (15 ) (334 ) 46 452
Income (loss) before taxes on income 2,527 3,805 5,434 1,476 (1,631 )
Taxes on income 1,393 782 709 648 384
Net income (loss) $1,134 $3,023 $4,725 $828 $(2,015 )
Net earnings (loss) per ordinary share(2)

Basic $0.13 $0.34 $0.19 $0.03 $(0.06 )
Diluted $0.11 $0.29 $0.18 $0.03 $(0.06 )
Weighted average number of ordinary shares
used in computing income per ordinary
share(2)

Basic 8,953,565 8,969,588 24,633,369 30,562,255 33,574,147
Diluted 9,880,049 10,446,329 26,458,584 31,732,532 33,574,147

3
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As of December 31,
2013 2014 2015 2016 2017
(in thousands)

Consolidated balance sheet data:
Cash and cash equivalents	 $5,329 $4,993 $18,464 $22,789 $18,629
Working capital(3) 12,811 14,863 65,455 68,651 63,907
Total assets	 31,627 34,714 123,352 140,046 178,374
Total long term liabilities	 1,617 2,025 1,839 2,725 2,155
Total shareholders’ equity	 15,608 19,351 100,262 107,188 150,699

(1)  Includes share-based compensation expense as follows:

Year Ended December 31,
2013 2014 2015 2016 2017
(in thousands)

Share-based compensation expense:
Cost of revenues $11 $96 $306 $482 $629
Research and development 21 86 281 217 775
Sales and marketing 66 207 537 654 920
General and administrative 28 508 1,259 1,640 2,087
Total share-based compensation expense $126 $897 $2,383 $2,993 $4,411

(2)  
Basic and diluted net earnings per ordinary share is computed based on the basic and diluted weighted average
number of ordinary shares outstanding during each period. For additional information, see notes 2z and 11 to our
consolidated financial statements included in ITEM 18. Financial Statements.

(3)  

Working capital is defined as total current assets minus total current liabilities. In November 2015, the Financial
Accounting Standards Board, or the FASB, issued Accounting Standards Update No. 2015-17, Income Taxes
(Topic 740): Balance Sheet Classification of Deferred Taxes (ASU 2015-17), which simplifies the presentation of
deferred income taxes by requiring deferred tax assets and liabilities to be classified as noncurrent on the balance
sheet. We early adopted this standard in 2015 retrospectively and reclassified all of our current deferred tax assets
to noncurrent deferred tax assets which has resulted in a change to previously published working capital amounts
for the years ended December 31, 2013 and 2014.

B.Capitalization and Indebtedness

Not applicable.

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

D.Risk Factors

Our business involves a high degree of risk. Please carefully consider the risks we describe below in addition to the
other information set forth in this annual report and in our other filings with the SEC. These risks could materially
and adversely affect our business, financial condition and results of operations. See “Cautionary Note Regarding
Forward-Looking Statements.”

4
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Risks Related to Our Business and Our Industry

If the market for digital textile printing does not develop as we anticipate, our sales may not grow as quickly as
expected and our share price could decline.

The global printed textile industry is currently dominated by analog printing processes, the most common of which are
screen printing and carousel printing. If the global printed textile industry does not more broadly accept digital
printing as an alternative to analog printing, our revenues may not grow as quickly as expected, or may decline, and
our share price could suffer. Widespread adoption of digital textile printing depends on the willingness and ability of
businesses in the printed textile industry to replace their existing analog printing systems with digital printing systems.
These businesses may decide that digital printing processes are less reliable, less cost-effective, of lower quality, or
otherwise less suitable for their commercial needs than analog printing processes. For example, screen printing
currently tends to be faster and less expensive than digital printing on a cost per print basis for larger production runs.
Even if businesses are persuaded as to the benefits of digital printing, we do not know whether potential buyers of
digital printing systems will delay their investment decisions. As a result, we may not correctly estimate demand for
our solutions, which could cause us to fail to meet customer needs in a timely manner or fail to take advantage of
economies of scale in the production of our solutions.

If our customers use alternative ink and consumables and/or alternative spare parts in our systems, our gross
margin could decline significantly, and our business could be harmed.

Our business model benefits significantly from recurring sales of our ink and other consumables and spare parts for
our existing and growing installed base of systems. Third parties could try to sell, and purchasers of our systems can
seek to buy, alternative versions of our ink and other consumables or alternative spare parts. We have encountered
limited instances of these activities by third parties in specific regions. Third-party ink and other consumables and
spare parts might be less expensive or otherwise more appealing to our customers than our ink and other consumables.
Significant sales of third-party inks and other consumables and spare parts to our customers could adversely impact
our revenues and would have a more significant effect on our gross margins and overall profitability.

Given the sensitivity of our systems and, in particular, print heads to lower quality ink, which may cause our print
heads to clog or otherwise malfunction, our systems are setup to operate at the highest throughput level only when
using our original ink and other consumables in order to protect them from damage. In addition, since we are unable
to control the impact of third-party inks, their use and the use of third-party spare parts voids the warranty that comes
with our systems. We have also sought to protect the proprietary technology underlying our ink through patents and
other forms of intellectual property protections and include an RFID mechanism with our ink tanks. These steps that
we have taken to ensure the smooth operation of our systems and our ability to fully invoke all our intellectual
property rights may be challenged. Any reduction in our ability to market and sell our ink and other consumables and
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spare parts for use in our systems may adversely impact our future revenues and our overall profitability.

We face increased competition and if we do not compete successfully, our revenues and demand for our solutions
could decline.

The principal competition for our digital printing systems comes from manufacturers of analog screen printing
systems, textile printers and ink. Our principal competitor in the high throughput digital direct-to -garment market is
Aeoon Technologies GmbH. We also face competition in this market from Brother International Corporation, Seiko
Epson Corporation, Ricoh and a number of smaller competitors with respect to our entry level system. Our
competitors in the R2R market include: Dover Corporation through its MS Printing Solutions S.r.l. subsidiary, Durst
Phototechnik AG; Electronics for Imaging, Inc. through its Reggiani Macchine SpA subsidiary; Mimaki Engineering
Co., Ltd.; and a number of smaller competitors. Some of our current and potential competitors have larger overall
installed bases, longer operating histories and greater name recognition than we have. In addition, many of these
competitors have greater sales and marketing resources, more advanced manufacturing operations, broader
distribution channels and greater customer support resources than we have. Some of our competitors in the R2R
market have become increasingly interested in moving from rotary screen printing to digital printing and have
broadened their product offering by merging with or acquiring other companies in the R2R market. Current and future
competitors may be able to respond more quickly to changes in customer demands and devote greater resources to the
development, promotion and sale of their printers and ink and other consumables than we can. Our current and
potential competitors in both the direct-to -garment and roll-to-roll markets may also develop and market new
technologies that render our existing solutions unmarketable or less competitive. In addition, if these competitors
develop products with similar or superior functionality to our solutions at prices comparable to or lower than ours, we
may be forced to decrease the prices of our solutions in order to remain competitive, which could reduce our gross
margins.

5
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A significant portion of our sales is concentrated among one of our independent distributors and a small number
of customers, and our business would be adversely affected by a decline in sales to, or the loss of, this distributor or
these customers.

Our primary distributor in the United States, Hirsch International Corporation, accounted for approximately 21% and
18% of our revenues in 2016 and 2017, respectively. We have entered into a non-exclusive distributor agreement with
Hirsch with a term that ends in April 2018 subject to automatic renewal for successive one-year periods unless one
party notifies the other party that it does not wish to renew the agreement. Hirsch may fail to devote the same level of
attention to our solutions as it currently does, elect to distribute competitors’ products or be less successful than
distributors of competitors’ products in their territories and, as a result, sales of our solutions may suffer. In addition,
our relationship with Hirsch could be terminated with little or no notice if Hirsch becomes subject to bankruptcy or
other similar proceedings or otherwise becomes unable or unwilling to continue its business relationship with us, and
we may not be able to find a qualified and successful replacement in a timely manner. Additionally, a default by
Hirsch at a time that it has a significant receivables balance with us could harm our financial condition. For the year
ended December 31, 2016 and 2017, Amazon Corporate LLC, a subsidiary of Amazon.com, Inc., accounted for
approximately 16% and 13% of our revenues, respectively. During 2017, we experienced delays in delivery of
systems to Amazon due to delays in obtaining certain regulatory permits for an Amazon site, which negatively
affected our revenues and profitability. Our ten largest customers accounted for approximately 55% of our revenues
for the year ended December 31, 2017. The loss of either this distributor or customer, or another one of our significant
customers, or variability in their order flows could materially adversely affect our revenues. Due to the concentration
of our revenues with this distributor and customer, any such event could have a material adverse effect on our results
of operations.

Our operating results are subject to seasonal variations, which could cause the price of our ordinary shares to
decline.

Our business is seasonal. Either the third or fourth quarter has historically been our strongest quarter in terms of
revenues and the first quarter has been our weakest. This seasonality coincides with spending in anticipation of the
holidays towards the end of the year, especially in the United States and Europe. In the last three fiscal years, we have
continuously increased our operating expenses throughout the year, and as such, the expense run rate at which we
have ended each year is significantly higher than where we started the given year. The carryover of such costs into the
first quarter of the following year results in downward pressure on operating margins, which is compounded by
seasonally lower revenue in the first quarter compared to other quarters.

In addition, during the third and fourth quarter, when customer spending is at its highest levels, we enjoy a more
favorable revenue mix, generating greater revenues from the sales of ink and other consumables than in the first
quarter. Since sales of ink and other consumables generate higher gross margins than systems sales, gross margin in
the third or fourth quarter tends to be higher than gross margin in the first quarter, when our customers typically
reduce their system utilization rates significantly, and thereby purchase less ink and other consumables. This impact
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leads to a reduction in overall operating margins. As we continue to focus our sales efforts on larger accounts, and as
we continue to invest in the growth of our business, the impact of this seasonal decline in revenues generated from
sales of ink and other consumables has had and may continue to have a more pronounced impact on gross margins and
operating margins.

6
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Our quarterly results of operations have fluctuated in the past and may fluctuate in the future due to variability in
our revenues.

Our revenues and other results of operations have fluctuated from quarter to quarter in the past and could continue to
fluctuate in the future. Our revenues depend in part on the sale and delivery of our systems, and we cannot predict
with certainty when sales transactions for our systems will close or when we will be able to recognize the revenues
from such sales, which generally occurs upon delivery of our systems. Customers that we expect to purchase our
systems may delay doing so due to timing of obtaining regulatory permits or a change in their priorities or business
plans, including as a result of adverse general economic conditions that may disproportionately impact the ability of
the small businesses that constitute a significant portion of our customer base to expend capital or access financing
sources. Such conditions could also force us to reduce our prices or limit our ability to profit from economies of scale,
which could harm our gross margins. As a result of these factors, we may fail to meet market expectations for any
given quarter if sales that we expect for that quarter are delayed until subsequent quarters. Our Allegro and Vulcan
systems are offered at a higher average selling price than our other systems and, as a result, have longer sales cycles.
The closing of one or more large transactions in a particular quarter may make it more difficult for us to meet market
expectations in subsequent quarters, and our failure to close one or more large transactions in a particular quarter
could adversely impact our revenues for that quarter. In addition, we may experience slower growth in our gross
margins as our new systems gain commercial acceptance. Our gross margins may also fluctuate based on the regions
in which sales of these systems occur.

Our customers generally purchase our ink and other consumables on an as-needed basis, and delays in making such
purchases by a number of customers could result in a meaningful shift of revenues from one quarter to the next.
Moreover, because ink and other consumables have a shelf life of up to 12 months, we typically maintain inventories
of ink and other consumables sufficient to cover our average sales for one quarter. These inventories may not match
customers’ demands for any given quarter, which could cause shortages or excesses in our inventory of ink and other
consumables and result in fluctuations of our quarterly revenues. To the extent that we have excess inventory of ink
and consumables that we are unable to sell due to spoilage or otherwise, we may have to write off such inventory.
These inventory requirements may also limit our ability to profit from economies of scale in the production and
marketing of our ink and other consumables.

Furthermore, we base our current and future expense levels on our revenue forecasts and operating plans, and our
costs are relatively fixed in the short term, due in part to long lead times required for ordering certain components of
our systems and ordering assembly of our systems by third-party manufacturers. Accordingly, we would likely not be
able to reduce our costs sufficiently to compensate for an unexpected shortfall in revenues during a particular quarter,
and even a relatively small decrease in revenues could disproportionately and adversely affect our financial results for
that quarter. The variability and unpredictability of these and other factors could result in our failing to meet financial
expectations for a given period.
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Our contractual arrangements with Amazon, a significant customer, contain a number of material undertakings by
us and other agreements the impact of which cannot be fully predicted in advance.

In January 2017, we entered into a master purchase agreement with an affiliate of Amazon.com, Inc. governing sales
of our systems and ink and other consumables at agreed upon prices that vary based on sales volumes. We also agreed
to provide maintenance services and extended warranties to Amazon at agreed prices. The term of the agreement is
five years beginning on May 1, 2016 and extends automatically for additional one year periods unless terminated by
Amazon. According to the agreement we were required to issue to an affiliate of Amazon warrants to purchase up to
2,932,176 of our ordinary shares which vest based on payments made by Amazon in connection with the purchase of
goods and services from us.

Our contractual agreements with Amazon contain a number of material undertakings and other arrangements:

●
Our revenues are presented net of the relative value of the warrants in each particular period related to the revenues
recognized. Since the value of the warrants depends, in part, on the price of our shares and their volatility, our net
revenues may fluctuate due to the non-cash impact of the value of the warrant on our gross revenues.

●

We have agreed to provide a rebate to Amazon based on the number of systems and amount of ink and other
consumables Amazon orders in a given 12 month period. The timing and scale of any such rebate may be difficult to
predict, particularly in light of the fact that such 12 month periods are not concurrent with our reporting periods, and
may cause fluctuations in our quarterly and annual revenues, gross profit and operating profit.  

7
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●

We are required to notify Amazon 12 months in advance if we intend to stop supporting one of the products or
services that we supply to Amazon and to continue to manufacture the product or provide such service during such
12-month period. Subject to certain exceptions, we are required to continue to supply ink in such quantities as
Amazon requires for at least 36 months after the earlier of (1) the end of the term of the master purchase agreement
or (2) 18 months following the purchase of the last product sold pursuant to the agreement.

●
We are required to deliver our products and services to Amazon and to comply with a service level agreement. If we
fail to meet the requirements under such service level agreement Amazon will receive credits against its cost for
those delayed products or services.

The impact of the provisions listed above cannot be fully predicted in advance and could, in certain circumstances,
adversely impact our business or results of operations.

If our relationships with suppliers, especially with single source suppliers of components, were to terminate, our
business could be harmed.

We maintain an inventory of parts to facilitate the timely assembly of our systems, production of our ink and other
consumables, and servicing our installed base. Most components are available from multiple suppliers, although
certain components used in our systems and ink and other consumables, such as our print heads and certain chemicals
included in our inks, are only available from single or limited sources as described below.

●

The print heads for our systems are supplied by a sole supplier, FujiFilm Dimatix, Inc., or FDMX. We entered into
an agreement with FDMX in 2015, pursuant to which FDMX is continuing to sell us certain off-the-shelf print heads
and additional products, all of which FDMX regularly sells to providers of inkjet systems. The agreement provides
that beginning with the start of the first one-year renewal period, FDMX may increase the prices of the products that
we purchase from it upon 90-days’ prior notice, subject to certain conditions. The agreement renews automatically for
successive one-year periods, but FDMX or we can terminate the agreement upon 90 days’ notice prior to the end of
the then current term. Our current agreement terminates in December 2019 and provides for one three-year renewal
period and for further one-year renewal periods thereafter. Our agreement further provides that FDMX may, at its
option, discontinue products supplied under the agreement, provided that we are given one year notice of the planned
discontinuance and are provided with an end of life purchase program.

●A chemical used in some of our inks is supplied by B.G. (Israel) Technologies Ltd., or BG Bond, a subsidiary of
Ashtrom Ltd., a large public Israeli industrial company. We entered into an agreement with BG Bond in December
2016 pursuant to which we agree to purchase and BG Bond agrees to produce this chemical at set prices. In exchange
for an upfront payment, which is refundable upon the purchase of the chemical, BG Bond agreed to install additional
equipment dedicated to the production of the chemical. The agreement is for a term of five years or until we purchase
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a certain agreed upon minimum quantity and cannot be terminated by us other than in case of material breach by BG
Bond. For some of our inks, this chemical is supplied by The Dow Chemical Company, a multinational producer of
chemicals and other compounds. We currently purchase these chemicals from the Dow Chemical Company on a
purchase order basis.

The loss of any of these suppliers, or of a supplier for which there are limited other sources, could result in the delay
of the manufacture and delivery of our systems or inks and other consumables. For instance, FDMX has from time to
time indicated that it may discontinue manufacturing the print head that we currently source from it and use in our
systems, although it has never provided notice that it is actually doing so. In the event FDMX discontinues
manufacturing the print head, we would be required to qualify a new print head for our systems. In order to minimize
the risk of any impact from a disruption or discontinuation in the supply of print heads, raw materials or other
components from limited source suppliers, we maintain an additional inventory of such components, in addition to the
end of life purchase program that would be available to us if the products we purchase from FDMX were
discontinued. Nevertheless, such inventory may not be sufficient to enable us to continue supplying our products
should we need to locate and qualify a new supplier.

8
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Other risks stemming from our reliance on suppliers include:

●if we experience an increase in demand for our solutions, our suppliers may be unable to provide us with the
components that we need in order to meet that increased demand in a timely manner;

●our suppliers may encounter financial hardships unrelated to our demand for components, which could inhibit their
ability to fulfill our orders and meet our requirements;

●we may experience production delays related to the evaluation and testing of products from alternative suppliers;

● we may be subject to price fluctuations due to a lack of long-term supply arrangements for key
components;

●we or our suppliers may lose access to critical services and components, resulting in an interruption in the
manufacture, assembly and shipment of our systems or inks and other consumables; and

●fluctuations in demand for components that our suppliers manufacture for others may affect their ability or
willingness to deliver components to us in a timely manner.

If any of these risks materialize, the costs associated with developing alternative sources of supply or assembly in a
timely manner could have a material adverse effect on our ability to meet demand for our solutions. Our ability to
generate revenues could be impaired, market acceptance of our solutions could be adversely affected, and customers
may instead purchase or use alternative products. We may not be able to find new or alternative components of a
requisite quality or find that we are unable to reconfigure our systems and manufacturing processes in a timely manner
if the necessary components become unavailable. As a result, we could incur increased production costs, experience
delays in the delivery of our solutions and suffer harm to our reputation, which may have an adverse effect on our
business and results of operations.

Disruption of operations at our manufacturing site or those of third-party manufacturers could prevent us from
filling customer orders on a timely basis.

We manufacture our ink and other consumables at our facility in Kiryat Gat, Israel. We also rely on contract
manufacturing services provided by Flex Israel Ltd. and ITS Industrial Techno Logic Solutions Ltd., which are also in
Israel, to assemble our systems. We expect that almost all of our revenues in the near term will be derived from the
systems and ink and other consumables manufactured at these facilities and at the facilities of a new provider with
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which we have an initial agreement and are currently negotiating a manufacturing services agreement.

The loss of any of these contract manufacturers could result in the delay of the assembly and delivery of our systems.
If that occurs or these contract manufacturers cease to provide manufacturing services for any reason, the costs
associated with developing alternative sources of assembly in a timely manner could have a material adverse effect on
our ability to meet demand for our solutions. Our ability to generate revenues could be impaired, market acceptance of
our solutions could be adversely affected, and customers may instead purchase or use alternative products.

If operations in any of these facilities were to be disrupted due to a major equipment failure or power failure lasting
beyond the capabilities of backup generators or other events outside of our reasonable control, our manufacturing
capacity could be shut down for an extended period, we could experience a loss of raw materials or finished goods
inventory and our ability to operate our business would be harmed. In addition, in any such event, the repair or
reconstruction of our or our third-party manufacturers’ manufacturing facilities and storage facilities could take a
significant amount of time. During this period, we or our third-party manufacturers would be unable to manufacture
some or all of our systems or we may not be able to produce our ink and other consumables. In addition, at any given
moment we have only a limited inventory of our systems and ink and other consumables that we can supply to our
customers in the event that our manufacturing is disrupted.

9
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Systems we introduced during the past three years or that are in development may not achieve market acceptance
or gain adequate market share and may otherwise affect our results of operations.

Since 2015, we introduced several new systems to the market. We began selling our Allegro system commercially in
the R2R market in the second quarter of 2015. During 2016, we commercially launched a new DTG system, the
Vulcan, which is a digital alternative for carousel screen printing within the direct-to-garment segment. In January
2018, we launched new systems as part of our Avalanche line which incorporate certain advanced hardware, software
and consumables. We cannot ensure that the significant investments that we have made in distribution, sales and
customer service teams to launch the new systems will enable us to successfully market, sell and distribute the
systems as planned. Market acceptance of the new systems will depend on, among other things, the systems
demonstrating a real advantage over existing printers, the success of our sales and marketing teams in creating
awareness of the systems, the sales price and the return on investment of the systems relative to alternative printers,
customer recognition of the value of our technology, the effectiveness of our marketing campaigns, and the general
willingness of potential customers to try new technologies. In the event that we are unable to achieve market
acceptance of our new systems, our growth and future prospects may be adversely affected. If we are successful in
selling our new systems which provide greater efficiency and lower cost per print, sales of ink and other consumables
per system may decrease, which may adversely affect our results of operations, including gross margin and overall
profitability,

Our operating results could decline further in the near-term if we fail to execute on our growth strategies.

Our operating margin was 1.3% in 2016 and we had an operating loss of 1.8% in 2017. Our growth strategies, many
of which are aimed at achieving operating and net profit margins, include increasing sales to existing customers,
acquiring new high volume customers, capitalizing on growth in our targeted markets and extending our serviceable
addressable market by continuing to enhance our solutions. If we do not execute these strategies successfully, it could
adversely impact our revenues and have a negative impact on our operating and net profit margins.

Our business and operations may be negatively affected if we fail to effectively manage our growth.

We have experienced significant growth in a relatively short period of time and intend to continue to grow our
business. Our revenues grew from $66.4 million in 2014 to $114.1 million in 2017. Our headcount increased from 251
as of December 31, 2014 to 412 as of December 31, 2017. We plan to hire additional employees across all areas of our
company. Our rapid growth has placed significant demands on our management, sales and operational and financial
infrastructure, and our growth will continue to place significant demands on these resources. Further, in order to
manage our future growth effectively, we must continue to improve our IT and financial infrastructure, operating and
administrative systems and controls and efficiently manage headcount, capital and processes. We may not be able to
successfully implement these improvements in a timely or efficient manner, and our failure to do so may materially
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impact our projected growth rate.

Significant disruptions of our information technology systems or breaches of our data security could adversely
affect our business.

A significant invasion, interruption, destruction or breakdown of our information technology, or IT, systems and/or
infrastructure by persons with authorized or unauthorized access could negatively impact our business and operations.
We could also experience business interruption, information theft and/or reputational damage from cyber attacks,
which may compromise our systems and lead to data leakage either internally or at our third party suppliers. Both data
that has been inputted into our main IT platform, which covers records of transactions, financial data and other data
reflected in our results of operations, as well as data related to our proprietary rights (such as research and
development, and other intellectual property- related data), are subject to material cyber security risks. Our IT systems
have been, and are expected to continue to be, the target of malware and other cyber attacks. To date, we are not aware
that we have experienced any loss of, or disruption to, material information as a result of any such malware or cyber
attack.

We have invested in advanced protective systems to reduce these risks, some of which have been installed and others
that are still in the process of installation. Based on information provided to us by the suppliers of our protective
systems, we believe that our level of protection is in keeping with the customary practices of peer technology
companies. We also maintain back-up files for much of our information, as a means of assuring that a breach or cyber
attack does not necessarily cause the loss of that information. We furthermore review our protections and remedial
measures periodically in order to ensure that they are adequate.

10

Edgar Filing: Kornit Digital Ltd. - Form 20-F

27



Table of Contents

Despite these protective systems and remedial measures, techniques used to obtain unauthorized access are constantly
changing, are becoming increasingly more sophisticated and often are not recognized until after an exploitation of
information has occurred. We may be unable to anticipate these techniques or implement sufficient preventative
measures, and we therefore cannot assure you that our preventative measures will be successful in preventing
compromise and/or disruption of our information technology systems and related data. We furthermore cannot be
certain that our remedial measures will fully mitigate the adverse financial consequences of any cyber attack or
incident.

We and our customers are subject to extensive environmental, health and safety laws and regulations which, if not
met, could have a material adverse effect on our business, financial condition and results of operations.

Our manufacturing and development facilities use chemicals and produce waste materials, which require us to hold
business licenses that may include conditions set by the Ministry of Environmental Protection for the operations of
such facilities. We are also subject to extensive environmental, health and safety laws and regulations governing,
among other things, the use, storage, registration, handling and disposal of chemicals and waste materials, the
presence of specified substances in electrical products, air, water and ground contamination, air emissions and the
cleanup of contaminated sites. In the future we may incur expenditure of significant amounts in the event of
non-compliance and/or remediation. Furthermore, requirements of environmental laws have adversely affected and
may continue to adversely affect the ability of our customers to install and use our systems in a timely manner. If we
fail to comply with such laws or regulations, we may be subject to fines and other civil, administrative or criminal
sanctions, including the revocation of our toxin permit, business permits, or other permits and licenses necessary to
continue our business activities. In addition, we may be required to pay damages or civil judgments in respect of
third-party claims, including those relating to personal injury, including exposure to hazardous substances that we use,
store, handle, transport, manufacture or dispose of, or property damage. Some environmental, health and safety laws
and regulations allow for strict, joint and several liability for remediation costs, regardless of comparative fault. We
may be identified as a potentially responsible party under such laws. In addition, our customers may encounter delays
in obtaining or be unable to obtain regulatory permits to operate our systems in their facilities, which may result in
cancellation or delay of orders of our systems.

The export of our products internationally subjects us to environmental laws and regulations concerning the import
and export of chemicals and hazardous substances such as the United States Toxic Substances Control Act, or TSCA,
and the Registration, Evaluation, Authorization and Restriction of Chemical Substances, or REACH. These laws and
regulations require the testing and registration of some chemicals that we ship along with, or that form a part of, our
systems and other products. If we fail to comply with these or similar laws and regulations, we may be required to
make significant expenditures to reformulate the chemicals that we use in our products and materials or incur costs to
register such chemicals to gain and/or regain compliance. Additionally, we could be subject to significant fines or
other civil and criminal penalties should we not achieve such compliance.
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Any of such developments could have a material adverse effect on our business, financial condition and results of
operations. Environmental, health and safety laws and regulations may also change from time to time. Complying
with any new requirements may involve substantial costs and could cause significant disruptions to our research,
development, manufacturing, and sales.
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Exchange rate fluctuations between the U.S. dollar and the Israeli shekel, the Euro and other non-U.S. currencies
may negatively affect our earnings.

The dollar is our functional and reporting currency. However, a significant portion of our operating expenses are
incurred in Israeli shekels, or NIS. As a result, we are exposed to the risk that the NIS may appreciate relative to the
dollar, or, if the NIS instead devalues relative to the dollar, that the inflation rate in Israel may exceed such rate of
devaluation of the NIS, or that the timing of such devaluation may lag behind inflation in Israel. In any such event, the
dollar cost of our operations in Israel would increase and our dollar-denominated results of operations would be
adversely affected. To protect against an increase the dollar-denominated value of expenses paid in NIS during the
year, we have instituted a foreign currency cash flow hedging program, which seeks to hedge a portion of the
economic exposure associated with our anticipated NIS-denominated expenses using derivative instruments. We
expect that the substantial majority of our revenues will continue to be denominated in U.S. dollars for the foreseeable
future and that a significant portion of our expenses will continue to be denominated in NIS. We cannot provide any
assurances that our hedging activities will be successful in protecting us in full from adverse impacts from currency
exchange rate fluctuations since we only plan to hedge a portion of our foreign currency exposure, and we cannot
predict any future trends in the rate of inflation in Israel or the rate of devaluation (if any) of the NIS against the dollar
For example, based on annual average exchange rates, the dollar appreciated 8.6% against the NIS in 2015,
depreciated by 1.1% and 6.3% against the NIS in 2016 and 2017, respectively. During these periods, there was
deflation in Israel of 1.0% and 0.2% in 2015 and 2016, respectively, and inflation of 0.4% in 2017. If the dollar cost of
our operations increases, our dollar-measured results of operations will be adversely affected. See “ITEM 11.
Quantitative and Qualitative Disclosures about Market Risk—Foreign Currency Risk.” 

Our business could suffer if we are unable to attract and retain key employees.

Our success depends upon the continued service and performance of our senior management and other key personnel.
Our senior executive team is critical to the management of our business and operations, as well as to the development
of our strategies. The loss of the services of any of these personnel could delay or prevent the continued successful
implementation of our growth strategy, or our commercialization of new applications for our systems and ink and
other consumables, or could otherwise affect our ability to manage our company effectively and to carry out our
business plan. Members of our senior management team may resign at any time. High demand exists for senior
management and other key personnel in our industry. There can be no assurance that we will be able to continue to
retain such personnel.

Our growth and success also depend on our ability to attract and retain additional highly qualified scientific, technical,
sales, managerial, operational, HR, marketing and finance personnel. We compete to attract qualified personnel, and,
in some jurisdictions in which we operate, the existence of non-competition agreements between prospective
employees and their former employers may prevent us from hiring those individuals or subject us to lawsuits from
their former employers. While we attempt to provide competitive compensation packages to attract and retain key
personnel, some of our competitors have greater resources and more experience than we have, making it difficult for
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us to compete successfully for key personnel. If we cannot attract and retain sufficiently qualified technical employees
for our research and development operations on acceptable terms, we may not be able to continue to competitively
develop and commercialize our solutions or new applications for our existing systems. Further, any failure to
effectively integrate new personnel could prevent us from successfully growing our company.

Under applicable employment laws, we may not be able to enforce covenants not to compete and therefore may be
unable to prevent our competitors from benefiting from the expertise of some of our former employees.

We generally enter into non-competition agreements with our employees. These agreements prohibit our employees,
if they cease working for us, from competing directly with us or working for our competitors or clients for a limited
period. We may be unable to enforce these agreements under the laws of the jurisdictions in which our employees
work and it may be difficult for us to restrict our competitors from benefiting from the expertise that our former
employees or consultants developed while working for us. For example, Israeli labor courts have required employers
seeking to enforce non-compete undertakings of a former employee to demonstrate that the competitive activities of
the former employee will harm one of a limited number of material interests of the employer that have been
recognized by the courts, such as the secrecy of a company’s trade secrets or other intellectual property.
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We have a significant presence in international markets and plan to continue to expand our international
operations, which exposes us to a number of risks that could affect our future growth.

We have a worldwide sales, marketing and support infrastructure that is comprised of independent distributors and
value added resellers, and our own personnel resulting in a sales, marketing and support presence in over 100
countries, including markets in North America, Western and Eastern Europe, the Asia Pacific region and Latin
America. We expect to continue to increase our sales headcount, our applications development headcount, our field
support headcount, our marketing headcount and our engineering headcount and, in some cases, establish new
relationships with distributors, particularly in markets where we currently do not have a sales or customer support
presence. As we continue to expand our international sales and operations, we are subject to a number of risks,
including the following:

●greater difficulty in enforcing contracts and accounts receivable collection, as well as longer collection periods;

●increased expenses incurred in establishing and maintaining office space and equipment for our international
operations;

● fluctuations in exchange rates between the U.S. dollar and foreign currencies in markets where we do
business;

●greater difficulty in recruiting local experienced personnel, and the costs and expenses associated with such
activities;

●general economic and political conditions in these foreign markets;

●economic uncertainty around the world;

● management communication and integration problems resulting from cultural and geographic
dispersion;

●
risks associated with trade restrictions and foreign legal requirements, including the importation, certification, and
localization of our solutions required in foreign countries, such as high import taxes in Brazil and other Latin
American markets where we sell our products;

●greater risk of unexpected changes in regulatory practices, tariffs, and tax laws and treaties;
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●the uncertainty of protection for intellectual property rights in some countries;

●greater risk of a failure of employees to comply with both U.S. and foreign laws, including antitrust regulations, the
U.S. Foreign Corrupt Practices Act (FCPA), and any trade regulations ensuring fair trade practices; and

●heightened risk of unfair or corrupt business practices in certain regions and of improper or fraudulent sales
arrangements that may impact financial results and result in restatements of, or irregularities in, financial statements.

Any of these risks could adversely affect our international operations, reduce our revenues from outside the United
States or increase our operating costs, adversely affecting our business, results of operations and financial condition
and growth prospects. There can be no assurance that all of our employees and channel partners will comply with the
formal policies we have and will implement, or applicable laws and regulations. Violations of laws or key control
policies by our employees and channel partners could result in delays in revenue recognition, financial reporting
misstatements, fines, penalties or the prohibition of the importation or exportation of our software and services and
could have a material adverse effect on our business and results of operations.

If we are unable to obtain patent protection for our solutions or otherwise protect our intellectual property rights,
our business could suffer.

The success of our business depends on our ability to protect our proprietary technology, brand owners and other
intellectual property and to enforce our rights in that intellectual property. We attempt to protect our intellectual
property under patent, trademark, copyright and trade secret laws, and through a combination of confidentiality
procedures, contractual provisions and other methods, all of which offer only limited protection.

13

Edgar Filing: Kornit Digital Ltd. - Form 20-F

33



Table of Contents

As of December 31, 2017, we owned fourteen (14) issued patents in the United States and twenty-two (22) provisional
or pending U.S. patent applications, along with twenty-seven (27) pending non-U.S. patent applications. We also had
eleven (11) patents issued in non-U.S. jurisdictions, and ten (10) pending Patent Cooperation Treaty patent
applications, which are counterparts of our U.S. patent applications. The non-U.S. jurisdictions in which we have
issued patents or pending applications are China, the European Union or European countries of the European Union,
Hong Kong, Israel, Canada, Australia, Republic of Korea, South Africa, Vietnam, Philippines, Thailand, Brazil, El
Salvador, Dominican Republic and India. We may file additional patent applications in the future. The process of
obtaining patent protection is expensive, time-consuming, and uncertain, and we may not be able to prosecute all
necessary or desirable patent applications at a reasonable cost or in a timely manner all the way through to the
successful issuance of a patent. We may choose not to seek patent protection for certain innovations and may choose
not to pursue patent protection in certain jurisdictions. Furthermore, it is possible that our patent applications may not
issue as granted patents, that the scope of our issued patents will be insufficient or not have the coverage originally
sought, that our issued patents will not provide us with any competitive advantages, and that our patents and other
intellectual property rights may be challenged by others through administrative processes or litigation resulting in
patent claims being narrowed, invalidated, or unenforceable. In addition, issuance of a patent does not guarantee that
we have an absolute right to practice the patented invention. Our policy is to require our employees (and our
consultants and service providers, including third-party manufacturers of our systems and components, that develop
intellectual property included in our systems) to execute written agreements in which they assign to us their rights in
potential inventions and other intellectual property created within the scope of their employment (or, with respect to
consultants and service providers, their engagement to develop such intellectual property), but we cannot assure you
that we have adequately protected our rights in every such agreement or that we have executed an agreement with
every such party. Finally, in order to benefit from the protection of patents and other intellectual property rights, we
must monitor and detect infringement and pursue infringement claims in certain circumstances in relevant
jurisdictions, all of which are costly and time-consuming. As a result, we may not be able to obtain adequate
protection or to effectively enforce our issued patents or other intellectual property rights.

In addition to patents, we rely on trade secret rights, copyrights, trademarks, and other rights to protect our proprietary
intellectual property and technology. Despite our efforts to protect our proprietary intellectual property and
technology, unauthorized parties, including our employees, consultants, service providers or customers, may attempt
to copy aspects of our solutions or obtain and use our trade secrets or other confidential information. We generally
enter into confidentiality agreements with our employees, consultants, service providers, vendors, channel partners
and customers, and generally limit access to and distribution of our proprietary information and proprietary
technology through certain procedural safeguards. These agreements may not effectively prevent unauthorized use or
disclosure of our intellectual property or technology and may not provide an adequate remedy in the event of
unauthorized use or disclosure of our intellectual property or technology. We cannot assure you that the steps taken by
us will prevent misappropriation of our intellectual property or technology or infringement of our intellectual property
rights. In addition, the laws of some foreign countries where we sell or distribute our solutions do not protect
intellectual property rights and technology to the same extent as the laws of the United States, and these countries may
not enforce these laws as diligently as government agencies and private parties in the United States. Based on the
2017 report on intellectual property rights protection and enforcement published by the Office of the United States
Trade Representative, such countries included Argentina, Chile, China, India, Indonesia, Russia, Thailand and
Ukraine (designated as priority watch list countries).
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If we are unable to protect our trademarks from infringement, our business prospects may be harmed.

We own trademarks that identify “Kornit” “NeoPigment” and the “K” logo among others, and have registered these
trademarks in certain key markets. Although we take steps to monitor the possible infringement or misuse of our
trademarks, third parties may violate our trademark rights. In addition, we may not have trademark rights in all of the
markets in which we may sell our products. Any unauthorized use of our trademarks could harm our reputation or
commercial interests. In addition, efforts to enforce our trademarks may be expensive and time-consuming, and may
not effectively prevent infringement.

We may become subject to claims of intellectual property infringement by third parties or may be required to
indemnify our distributors or other third parties against such claims, which, regardless of their merit, could result
in litigation, distract our management and materially adversely affect our business, results of operations or
financial condition.

We have in the past and may in the future become subject to third-party claims that assert that our solutions, services
and intellectual property infringe, misappropriate or otherwise violate third-party intellectual property or other
proprietary rights.
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Intellectual property disputes can be costly and disruptive to our business operations by diverting the attention and
energies of management and key technical personnel, and by increasing our costs of doing business. Even if a claim is
not directly against us, our agreements with distributors generally require us to indemnify them against losses from
claims that our products infringe third-party intellectual property rights and entitle us to assume the defense of any
claim as part of the indemnification undertaking. Our assumption of the defense of such a claim may result in similar
costs, disruption and diversion of management attention to that of a claim that is asserted directly against us. We may
not prevail in any such dispute or litigation, and an adverse decision in any legal action involving intellectual property
rights could harm our intellectual property rights and the value of any related technology or limit our ability to execute
our business.

Adverse outcomes in intellectual property disputes could:

●require us to redesign our technology or force us to enter into costly settlement or license agreements on terms that
are unfavorable to us;

●prevent us from manufacturing, importing, using, or selling some or all of our solutions;

●disrupt our operations or the markets in which we compete;

●impose costly damage awards;

●require us to indemnify our distributors and customers; and

●require us to pay royalties.

We may become subject to claims for remuneration or royalties for assigned service invention rights by our
employees, which could result in litigation and adversely affect our business.

A significant portion of our intellectual property has been developed by our employees in the course of their
employment for us. Under the Israeli Patent Law, 5727-1967, or the Patent Law, inventions conceived by an employee
in the course and as a result of or arising from his or her employment with a company are regarded as “service
inventions,” which belong to the employer, absent a specific agreement between the employee and employer giving the
employee proprietary rights. The Patent Law also provides under Section 134 that if there is no agreement between an
employer and an employee as to whether the employee is entitled to consideration for service inventions, and to what
extent and under which conditions, the Israeli Compensation and Royalties Committee, or the Committee, a body
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constituted under the Patent Law, shall determine these issues. Section 135 of the Patent law provides criteria for
assisting the Committee in making its decisions. According to case law handed down by the Committee, an employee’s
right to receive consideration for service inventions is a personal right and is entirely separate from the proprietary
rights in such invention. Therefore, this right must be explicitly waived by the employee. A decision handed down in
May 2014 by the Committee clarifies that the right to receive consideration under Section 134 can be waived and that
such waiver can be made orally, in writing or by behavior like any other contract. The Committee will examine, on a
case by case basis, the general contractual framework between the parties, using interpretation rules of the general
Israeli contract laws. Further, the Committee has not yet determined one specific formula for calculating this
remuneration, nor the criteria or circumstances under which an employee’s waiver of his right to remuneration will be
disregarded. Similarly, it remains unclear whether waivers by employees in their employment agreements of the
alleged right to receive consideration for service inventions should be declared as void being a depriving provision in
a standard contract. We generally enter into assignment-of-invention agreements with our employees pursuant to
which such individuals assign to us all rights to any inventions created in the scope of their employment or
engagement with us. Although our employees have agreed to assign to us service invention rights and have
specifically waived their right to receive any special remuneration for such service inventions beyond their regular
salary and benefits, we may face claims demanding remuneration in consideration for assigned inventions.
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