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

None None

        Title of each class        
        Name of each exchange on which

registered        
Ordinary Shares, NIS 0.01 nominal value

per share
NASDAQ GLOBAL SELECT MARKET

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

None
(Title of Class)

Securities for which there is a reporting obligation pursuant to Section 15(d) of the Act:

None
 (Title of Class)

Indicate the number of outstanding shares of each of the issuer’s classes of capital or common stock as of the close of
the period covered by the annual report:

 7,311,563

Indicate by check mark if the registrant is a well-known seasoned issuer, as defined in Rule 405 of the Securities
Act.    

Yes o    No x

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 o    No x

Note—Checking the box above will not relieve any registrant required to file reports pursuant to Section 13 or 15(d) of
the Securities Exchange Act of 1934 from their obligations under those Sections.

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 x    No o

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, or a non-accelerated
filer. See definition of “accelerated filer and large accelerated filer” in Rule 12b-2 of the Exchange Act. (Check one):

Large accelerated filer  o Accelerated filer  x Non-accelerated filer  o

Indicate by check mark which basis of accounting the registrant has used to prepare the financial statements included
in this fling:
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US GAAP x                    International Financial Reporting Standards as issued by the International Accounting
Standards Board o               Other o

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 o    Item 18 o

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 o    No x
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       (APPLICABLE ONLY TO ISSUERS INVOLVED IN BANKRUPTCY PROCEEDINGS DURING THE PAST
FIVE YEARS)

Indicate by check mark whether the registrant has filed all documents and reports required to be filed by Sections 12,
13 or 15(d) of the Securities Exchange Act of 1934 subsequent to the distribution of securities under a plan confirmed
by a court.    

Yes o    No o

This annual report on Form 20-F includes certain “forward-looking” statements within the meaning of Section 21E of
the Securities Exchange Act of 1934. The use of the words “projects,” “expects,” “may,” “plans” or “intends”, or words of
similar import, identifies a statement as “forward-looking.” There can be no assurance, however, that actual results will
not differ materially from our expectations or projections. Factors that could cause actual results to differ from our
expectations or projections include the risks and uncertainties relating to our business described in this report at Item 3
titled “Risk Factors.”

As used herein or in any document incorporated by reference hereto, the “Company”, “Silicom Ltd.”, “Silicom”, “Registrant”,
“we”, “us”, or “our” refers to Silicom Ltd. and its subsidiaries. We have prepared our consolidated financial statements in
United States dollars and in accordance with accounting principles generally accepted in the United States. All
references herein to “dollars” or “$” are to United States dollars, and all references to “Shekels” or “NIS” are to New Israeli
Shekels.

3

Edgar Filing: SILICOM LTD. - Form 20-F

5



Table of Contents

PART I. 6

ITEM 1. IDENTITY OF DIRECTORS, SENIOR MANAGEMENT AND ADVISERS 6

ITEM 2. OFFER STATISTICS AND EXPECTED TIMETABLE 7

ITEM 3. KEY INFORMATION 7
A.           Selected Financial Data 7
B.           Capitalization and indebtedness 11
C.           Reason for the offer and use of proceeds 11
D.           Risk Factors 11

ITEM 4.  INFORMATION ON THE COMPANY. 27
A.            History and Development of the Company 27
B.            Business Overview 29
Principal Markets 32
Manufacturing and Suppliers 32
Marketing Channels 35
Patents and Licenses 37
Competition 38
Governmental Regulation Affecting the Company 39
C.           Organizational Structure 40
D.           Property, Plant and Equipment 40

ITEM 4A. UNRESOLVED STAFF COMMENTS 41

ITEM 5.  OPERATING AND FINANCIAL REVIEW AND PROSPECTS 41
Critical Accounting Policies 42
A.           Operating Results 45
Impact of Inflation and Currency Fluctuations on Results of Operations, Liabilities and
Assets

49

B.           Liquidity and Capital Resources 49
C.           Research and development, patents and licenses, etc. 51
D.           Trend Information 53
E.            Off-Balance Sheet Arrangements 54
F.            Tabular disclosure of contractual obligations 55

ITEM 6.  DIRECTORS, SENIOR MANAGEMENT AND EMPLOYEES 56
A.           Directors and Senior Management 56
B.           Compensation 59
C.           Board Practices 62
Board of Directors 64
External Directors 64
Audit Committee 68
Compensation Committee 70
Internal Auditor 75
D.           Employees 75

Edgar Filing: SILICOM LTD. - Form 20-F

6



E.            Share Ownership 77

4

Edgar Filing: SILICOM LTD. - Form 20-F

7



ITEM 7.  MAJOR SHAREHOLDERS AND RELATED PARTY TRANSACTIONS 78
A.            Major Shareholders 78
B.            Related Party Transactions 79

ITEM 9. THE OFFER AND LISTING 84
A.            Offer and listing details 84
Markets and Share Price History 84

ITEM 11.  QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT
MARKET RISK

115

Interest Rate Risk 115
Foreign Currency Exchange Risk 116

ITEM 12.  DESCRIPTION OF SECURITIES OTHER THAN EQUITY SECURITIES 118

PART II. 118

ITEM 13. DEFAULTS, DIVIDEND ARREARAGES AND DELINQUENCIES 118

ITEM 14.  MATERIAL MODIFICATIONS TO THE RIGHTS OF SECURITY
HOLDERS AND USE OF PROCEEDS

118

ITEM 15. CONTROLS AND PROCEDURES 118
Disclosure Controls and Procedures 118
Management's Annual Report on Internal Control over Financial Reporting 118
Inherent Limitations on Effectiveness of Controls 119
Changes in Internal Control over Financial Reporting 119

ITEM 15T. CONTROLS AND PROCEDURES 119

ITEM 16.  RESERVED 119

ITEM 16A. AUDIT COMMITTEE FINANCIAL EXPERT 119

5

Edgar Filing: SILICOM LTD. - Form 20-F

8



ITEM 16B. CODE OF ETHICS 120

ITEM 16C. PRINCIPAL ACCOUNTANT FEES AND SERVICES 120

ITEM 16D. EXEMPTIONS FROM THE LISTING STANDARDS FOR AUDIT COMMITTEES 120

ITEM 16E. PURCHASES OF EQUITY SECURITIES BY THE ISSUER AND AFFILIATED
PURCHASERS

121

ITEM 16F. CHANGE IN REGISTRANT'S CERTIFYING ACCOUNTANT 121

ITEM 16G. CORPORATE GOVERNANCE 121

ITEM 16H. MINE SAFETY DISCLOSURE 123

PART III. 123

ITEM 17.  FINANCIAL STATEMENTS 123

ITEM 18.  FINANCIAL STATEMENTS 123

ITEM 19.  EXHIBITS 123

6

Edgar Filing: SILICOM LTD. - Form 20-F

9



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 selected data presented below under the captions “Consolidated Statements of Operations Data” and “Consolidated
Balance Sheets Data” for and as of the end of each of the years in the five-year period ended December 31, 2015, are
derived from our audited consolidated financial statements. The consolidated financial statements as of December 31,
2015, and for each of the years in the three-year period ended December 31, 2015, and the report thereon, are included
elsewhere in this annual report. The selected data set forth below should be read in conjunction with our consolidated
financial statements and the notes thereto, which are set forth in Item 18 – “Financial Statements” and the other financial
information appearing elsewhere in this annual report.

7
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CONSOLIDATED STATEMENTS OF OPERATIONS DATA:

2011 2012 2013 2014 2015
Sales $39,633 $48,729 $73,298 $75,622 $82,738
Cost of sales 22,430 28,849 43,865 44,835 48,659
Gross profit 17,203 19,880 29,433 30,787 34,079
Research and development costs 4,165 4,401 5,465 6,480 9,702
Sales and marketing expenses 2,677 3,081 3,818 4,418 5,651
General and administrative expenses 1,890 2,369 2,572 2,798 3,611
Contingent consideration expense (benefit) 0 0 0 45 (3,090 )
Total operating expenses 8,732 9,851 11,855 13,741 15,874
Operating income 8,471 10,029 17,578 17,046 18,205
Financial income, net 439 752 404 263 220
Income before income taxes 8,910 10,781 17,982 17,309 18,425
Income tax expenses 667 910 905 2,704 1,905
Net income(1) 8,243 9,871 17,077 14,605 16,520
Net income per share
Basic  income per ordinary share $1.195 $1.424 $2.404 $2.033 $2.273
Diluted income per ordinary share $1.178 $1.417 $2.357 $1.996 $2.242
Weighted average number of ordinary shares
used to compute basic income per share (in
thousands) 6,896 6,934 7,103 7,184 7,269
Weighted average number of ordinary shares
used to compute diluted income per share (in
thousands) 6,995 6,968 7,246 7,319 7,368

(1) Net income is after deduction of taxes on income, which have been reduced by virtue of tax benefits to which the
Company is entitled in its capacity as an "Approved Enterprise, "Benefited Enterprise" or "Preferred Enterprise", as
applicable with respect to each of the years indicated above, under Israeli law.  As such, the Company was required to
pay taxes at a reduced effective rate. The Company selected the 2004 tax year (for which the tax benefits ended at the
end of 2013), the 2006 tax year, the 2009 tax year and the 2012 tax year as its Year of Election under its capacity as
Approved Enterprise or Benefited Enterprise for each of the Years of Election. In 2014 the Company elected to be
taxed under its capacity as a Preferred Enterprise, following which its benefits under the Investment Law under its
capacities as Approved Enterprise or Benefited Enterprise, as applicable, were ceased. As of 2014, the benefits under
the Investment Law under the Company's capacity as a Preferred Enterprise commenced. See Note 14C to the
Financial Statements and “Item 10” - Additional Information - Taxation.”

8
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CONSOLIDATED BALANCE SHEET DATA

2011 2012 2013 2014 2015
Total assets $72,865 $89,033 $105,257 $122,436 $139,998
Total current liabilities $6,438 $11,789 $11,948 $19,006 $19,814
Long-term liability $2,153 $2,278 $2,618 $2,698 $7,350
Shareholders' equity $64,274 $74,966 $90,691 $100,732 $112,834
Capital stock $20 $21 $21 $21 $21
Number of ordinary shares issued(1) 6,940,059 7,022,397 7,154,984 7,233,604 7,299,315

(1) Including 14,971 held by one of our subsidiaries - Silicom Connectivity Solutions, Inc. Under the Israeli
Companies Law 5759-1999 (the "Companies Law") these shares held by such subsidiary are non-voting shares.

The following table sets forth information regarding the exchange rates of U.S. dollars per NIS for the periods
indicated. Average rates are calculated by using the daily representative rates as reported by the Bank of Israel on the
last day of each month during the periods presented.

NIS per U.S. $
Year Ended December 31, High Low Average Period End
2015 4.053 3.761 3.887 3.902
2014 3.994 3.402 3.577 3.889
2013 3.728 3.471 3.601 3.471
2012 4.028 3.715 3.844 3.733
2011 3.821 3.395 3.582 3.821
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The following table sets forth the high and low daily representative rates for the NIS as reported by the Bank of Israel
for each of the prior six months.

NIS per U.S. $
Month High Low Average Period End
March 2016 3.912 3.766 3.868 3.766
February 2016 3.964 3.871 3.908 3.91
January 2016 3.983 3.913 3.950 3.951
December 2015 3.905 3.855 3.881 3.902
November 2015 3.921 3.868 3.889 3.877
October  2015 3.923 3.816 3.863 3.867

The NIS to U.S. Dollar exchange rate on March 31, 2016, as published by the Bank of Israel, was NIS 3.766.

Dividends

Prior to 2013, we had not paid dividends to our shareholders. On January 14, 2013, we announced that our Board of
Directors adopted a policy for distributing dividends, subject to all applicable laws. According to this policy, each
year we will distribute a dividend of up to 50% of our annual distributable profits. As part of the stated policy, the
Company's Board of Directors reserves the right to declare additional dividend distributions, to change the rate of
dividend distributions (either as a policy or on a one-time basis), to cancel a specific distribution or to cancel the
policy as a whole at any time, at its sole discretion. The actual distribution of a dividend will be subject to meeting the
conditions required by applicable law, including the distribution tests set forth in Section 302 of the Companies Law,
and to the specific decision of the Company's Board of Directors for each distribution. Future dividend policies will be
reviewed by the Board of Directors based upon conditions then existing, including our earnings, financial condition,
capital requirements and other factors. Our ability to pay cash dividends may be restricted by instruments governing
any of our obligations.

Dividends paid by an Israeli resident company to non-Israeli shareholders are generally subject to withholding tax in
Israel at a rate of up to 25% (or 30% if such non-Israeli shareholder is a “substantial shareholder”), but the actual
withholding rate may be lower or higher than 25% depending upon the type of shareholder. In our case, the applicable
withholding tax rate will also depend on the particular Israeli production facilities that have generated the earnings
that are the source of the specific dividend and, accordingly, the applicable withholding rate may change from time to
time.

On March 18, 2013 our Board of Directors declared a dividend of US $0.55 (NIS 2.03 according to the NIS-USD
exchange rate as of March 18, 2013, as reported by the Bank of Israel) per share payable on April 17, 2013 to
shareholders of record as of April 4, 2013, and in the aggregate amount of approximately US $3.9 million
(approximately NIS 14.4 million according to the NIS-USD exchange rate as of March 18, 2013, as reported by the
Bank of Israel) for 2012. Taxes were withheld at source by the Company as required pursuant to Israeli law.
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On March 18, 2014 our Board of Directors declared a continuing dividend for 2013 of US $1.00 (NIS 3.462 according
to the NIS-USD exchange rate as of March 18, 2014, as reported by the Bank of Israel) per share payable on April 17,
2014 to shareholders of record at the close of the NASDAQ Global Select Market on April 3, 2014, and in the
aggregate amount of approximately US $7.2 million (approximately 24.9 million according to the NIS-USD exchange
rate as of March 18, 2014, as reported by the Bank of Israel) for 2013. Taxes were withheld at source by the Company
as required pursuant to Israeli law.

On March 23, 2015 our Board of Directors declared a continuing dividend for 2014 of US $1.00 (NIS 4.018 according
to the NIS-USD exchange rate as of March 23, 2015, as reported by the Bank of Israel) per share payable on April 21,
2015 to shareholders of record at the close of the NASDAQ Global Select Market on April 6, 2015, and in the
aggregate amount of approximately US $7.3 million (approximately 29.3 million according to the NIS-USD exchange
rate as of March 23, 2015, as reported by the Bank of Israel) for 2014. Taxes were withheld at source by the Company
as required pursuant to Israeli law.

On March 21, 2016 our Board of Directors declared a continuing dividend for 2015 of US $1.00 (NIS 3.855 according
to the NIS-USD exchange rate as of March 21, 2016, as reported by the Bank of Israel) per share payable on April 14,
2016 to shareholders of record at the close of the NASDAQ Global Select Market on April 4, 2016, and in the
aggregate amount of approximately US $7.3 million (approximately 28.1 million according to the NIS-USD exchange
rate as of March 21, 2016, as reported by the Bank of Israel) for 2015. Taxes were withheld at source by the Company
as required pursuant to Israeli law.

For more information on the taxation of dividends generally, and for our calculation of the tax withheld on the
dividends paid as detailed above, see the section entitled “Taxation of Dividends” in Section 10.E “Taxation”.

Holders of our ordinary shares should consult their own tax advisors as to the United States, Israeli or other tax
consequences of the receipt of any dividend distributions made to our shareholders, including, in particular, the effect
of any foreign, state or local taxes, and of any taxes withheld at source by the Company.

B.           Capitalization and indebtedness

Not Applicable

C.           Reason for the offer and use of proceeds

Not Applicable

D.           Risk Factors

This annual report and statements that we may make from time to time may contain forward-looking information.
There can be no assurance that actual results will not differ materially from our expectations, statements or
projections. Factors that could cause actual results to differ from our expectations, statements or projections include
the risks and uncertainties relating to our business described below.
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Risks Relating to Our Business

The markets for our products change rapidly and demand for new products is difficult to predict.

The markets for our products are characterized by rapidly changing technology and evolving industry standards. For
example, the migration to higher line rate Ethernet solutions, the adaptation of new bus interfaces and increased use of
emerging technologies such as Cloud, Virtualization and SDN, cause our OEM customers to demand such new
products and technologies. In the event that our OEM customers decide to begin using new technologies, we may not
be able to develop products for the new technologies in a timely manner. Our OEM customers may also select
competing products despite our ability to develop products incorporating new technologies. For Example, with the
shift towards running applications in the Cloud we anticipate that the demand will grow for add-on adapters and
products which address the challenges presented by the Cloud, such as power, heat and space limitations in such
environments which increase the need for essential building blocks in generic servers, which can be potentially served
by our products.  However there is no assurance that our OEM customers will buy such products from us or that we
will continue to generate significant sales in this area or other areas in which we operate. Consequently, we may suffer
from reduced sales to such OEMs and accumulate unusable inventory which can be used only with older technologies.
We intend to continue investing in product and technology development. Although we have recorded growing sales of
our line of products (to which the majority of our revenues are attributable), there can be no assurance that we will
continue to be successful in the marketing of our current products and in developing, manufacturing and marketing
enhanced and new products in a timely manner.

The market for cloud-based and cloud-focused solutions is at a relatively early stage of development, and if it
develops in ways that are different from what we anticipate or expect, our business could be harmed.

The market for cloud-based solutions is at an early stage relative to physical appliances and on-premise networking
solutions, and these types of deployments may not achieve or sustain high levels of demand and market acceptance, or
may end up being implemented differently than current expectations in the market place.

In view of an anticipated increase in Cloud-based data centers utilizing virtualization and SDN, the systems are
expected to be increasingly based on generic server platforms.  These platforms will all need offload capabilities in
order to address the performance challenges realized due to the huge amount of traffic, the high volume of data, the
need to encrypt such data, the need to run in virtualized environment, which by itself is a challenge for the server
CPU, and the need to include switching within the server for high efficiency SDN. We anticipate that consequently
the demand for add-on adapters which address these challenges will grow. Power, heat and space limitations in such
environments increase the need for hardware accelerators. Such systems will require essential building blocks in their
own generic severs, which can be served by our products.

12
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While we believe that we address the above needs with a comprehensive suite of products, many factors may affect
the market acceptance of cloud-based and cloud-focused solutions, and/or the acceptance of add-on products
incorporated into such solutions.  Some of these factors include the possibility of seeing a reduction in the number of
physical servers and appliances required by the providers of cloud based or virtualized solutions, or the evolving of
different architecture designs which provide for functionality our products offer without the need for add on adapters.

If significant organizations providing Cloud based solutions or other virtualized networks do not perceive the benefits
of our cloud-focused and virtualized network based solutions, or if our competitors or new market entrants are able to
develop solutions for this sector that do not require add on products such as ours, or offer features that are, or are
perceived to be, more effective than ours, this trend of moving towards the cloud but without needing our products for
use in such virtualization environments would have a material adverse effect on our business, results of operations and
financial condition.

The market for our products is highly competitive and some of our competitors may be better positioned than we are.

The market for our products is highly competitive. We face competition from numerous companies, some of which
are more established, benefit from greater market recognition and have greater financial, production and marketing
resources than we do. For example, in the network interface cards for which we have developed our Server Adapters,
our main competitor is Intel, which may offer solutions competing with our developed products. In addition, Caswell,
Lanner and Napatech are the main competitors of some of our Smart Cards products. There may be other solutions
which might also compete with our other products. We cannot guarantee that our present or contemplated products
will continue to be distinguishable from those of our competitors or that the marketplace will find our products
preferable to those of our competitors. Furthermore, there can be no assurance that competitive pressures will not
result in price reductions that could materially adversely affect our business and financial condition and the results of
our operations. For more information regarding our competitors see "Item 4B. – Information on the Company – Business
Overview – Competition".
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We may need to invest significantly in research and development and business development in order to diversify our
product offering and enter new markets.

Most of our revenues are generated from the sale of our networking and data infrastructure solution products. The
technology industry in which we operate is characterized by rapid technological change, frequent new product
introductions, changes in customer requirements and evolving industry standards. While these changes could lead to a
reduction in the demand for our existing products, they could also create an opportunity for us to expand our product
offering to our existing customers and to new customers. Accordingly, our future success may depend on our ability to
diversify our product offering and enter new markets, which could involve numerous risks, including:

•Substantial research and development and business development expenditures, which could divert funds from other
corporate uses and/or have a significant negative effect on our short-term results;

• Diversion of management’s attention from our core business; and
• Entering markets in which we have little or no experience.

There can be no assurance that we will be able to successfully complete the development and market introduction of
new products and no assurance that we will be able to successfully enter new markets. This could have a material
adverse effect on our business, results of operations and financial condition.

We may experience difficulty in developing new, commercially successful products at acceptable release times.

We conduct extensive research, development and engineering activities. Our efforts emphasize the development of
new products, cost reduction of current products, and the enhancement of existing products, generally in response to
rapidly changing customer preferences, technologies and industry standards. We cannot guarantee the continued
success of our latest lines of products, which include Bypass Switches, Intelligent Bypass Switches, the SETAC
product family, the CPE/Edge/Appliance Units and Low End Appliances, nor that they will continue to be widely
accepted by the marketplace or that any of our ongoing development efforts will result in other commercially
successful products, that such products will be released in a timely manner or that we will be able to respond
effectively to technological changes or new product announcements by others.

Significant growth in markets demanding functionality similar to the functionality offered by certain of our products
may cause manufacturers to integrate such characteristics into server motherboards or increase the market share of
appliances that already have such functionality in-built, eliminating the need for our add-on products.

A significant portion of our products sold are add-on adapters that are added to existing servers in order to improve
their functionality. If demand for improved functionality similar to the functionality of our add-on adapters increases
significantly, server manufacturers may begin incorporating such functionality as a part of the basic design of their
servers, thereby eliminating the need to achieve such functionality through add-on adapters. Furthermore, the market
share of special purpose appliances that already have such functionality built-in may increase, consequently reducing
the market share of solutions based on servers with add-on adapters. We cannot assure you that such a trend will not
occur in connection with our add-on adapters or any of our other products. Such a trend would have a material adverse
effect on our business, results of operations and financial condition.
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Our OEM customers may replace the appliances they currently use with appliances that do not require our cards or
incorporate cards other than ours.

Many of the OEMs that use appliances which include our cards do so for a few years, and then consider migration to
newer generations of appliances. We cannot guarantee that our cards will be needed or selected for such new
appliances or compatible with them. A decision by a current OEM customer or customers to select a new appliance
without including our cards in such new appliance may have a significant adverse effect on our results of operations.

We may experience difficulty in developing solutions for appliances with proprietary interfaces which may be used by
some of our potential customers.

The market for networking appliances includes appliances that make use of proprietary interfaces. These appliances
are offered to our potential customers in addition to the customary server-based appliances which use standard
interfaces. Our potential customers may decide to use appliances with proprietary interfaces instead of the customary
server-based appliances for which several manufacturers may provide add-on cards. There could be no assurance that
we would be able to develop non-standard add-on cards for appliances with proprietary interfaces or, if we are
successful in developing such cards, that manufacturers of the proprietary interfaces or the customers electing to use
these interfaces will make use of our cards in such non-standard environments.

Our ability to accurately forecast future sales is severely limited due to the short lead time of customer orders.

As a result of the short lead time for firm purchase orders, we are unable to accurately forecast future revenues from
product sales. As a result, even dramatic fluctuation in revenue (whether increase or decrease) might not be detected
until the very end of a financial quarter, which may not enable us to monitor costs in a timely manner to compensate
for such fluctuation.

The short lead time of customer orders combined with the long lead time of our suppliers when ordering certain
components for our products could result in either a surplus or lack of sufficient supplies, and impact negatively on
our finances.

While we are generally required to fill orders for our products within one or two weeks following the receipt of a firm
purchase order, we must place orders of certain components for our products between sixteen and twenty weeks prior
to delivery. As a result, we must have a significant amount of components in our inventory to be able to meet our best
forecasts of projected purchase orders as opposed to on the basis of firm purchase orders. In the event that firm
purchase orders are significantly lower than such forecasts, a significant part of our inventory will not be used and we
may be unable to adjust costs in a timely manner to compensate for revenue shortfalls and in the event that firm
purchase orders exceed such forecasts, we will not be able to fill such purchase orders which may lead to the loss of
business from a customer.
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The loss of a significant customer may have a material adverse effect on us.

We depend on a small amount of customers for our products. Our top three customers accounted for approximately
35% of our revenues in 2015 (out of which o
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