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PRELIMINARY NOTE

This Annual Report contains “forward-looking statements” within the meaning of Section 27A of the Securities Act of
1933, or the Securities Act, and Section 21E of the Securities Exchange Act, or the Exchange Act. These
forward-looking statements can generally be identified as such because the context of the statement will include words
such as may, “will,” “intends,” “plans,” “believes,” “anticipates,” “expects,” “estimates,” “predicts,” “potential,” “continue,” o
the negative of these words or words of similar import. Similarly, statements that describe our business outlook or
future economic performance, anticipated revenues, expenses or other financial items, introductions and

advancements in development of products, and plans and objectives related thereto, and statements concerning
assumptions made or expectations as to any future events, conditions, performance or other matters, are also
forward-looking statements. Forward-looking statements are subject to risks, uncertainties and other factors that could
cause actual results to differ materially from those stated in such statements. Factors that could cause or contribute to
such differences include, but are not limited to, those set forth under Item 3.D, “Key Information - Risk Factors” of this
Annual Report.

99 ¢ 9 ¢ 9 ¢ 99 ¢ 9 ¢

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

PART 1

LT3

Unless the context otherwise requires, “AudioCodes,” “us,” “we” and “our” refer to AudioCodes Ltd. and its subsidiaries.

ITEM 1. IDENTITY OF DIRECTORS, SENIOR MANAGEMENT AND ADVISERS

Not applicable.

ITEM 2. OFFER STATISTICS AND EXPECTED TIMETABLE



Edgar Filing: AUDIOCODES LTD - Form 20-F
Not applicable.

ITEM 3. KEY INFORMATION

A.SELECTED FINANCIAL DATA

The selected financial data, set forth in the table below, have been derived from our audited historical financial
statements for each of the years from 2014 through 2018. The selected consolidated statement of operations data for
the years ended December 31, 2016, 2017 and 2018, and the selected consolidated balance sheet data as of December
31, 2017 and 2018, have been derived from our audited consolidated financial statements set forth elsewhere in this
Annual Report. The selected consolidated statement of operations data for the years ended December 31, 2014 and
2015, and the selected consolidated balance sheet data as of December 31, 2014, 2015 and 2016 have been derived
from our previously published audited consolidated financial statements, which are not included in this Annual
Report. The selected financial data should be read in conjunction with our consolidated financial statements, and are
qualified entirely by reference to these consolidated financial statements. Unless otherwise indicated, in this Annual
Report all currency references are to United States dollar (“dollar”).



Statement of Operations Data:
Revenues:

Products

Services

Total revenues

Cost of revenues:
Products

Services

Total cost of revenues

Gross profit

Operating expenses:

Research and development, net
Selling and marketing

General and administrative
Total operating expenses
Operating income

Financial income (expenses), net
Income before taxes on income

Tax benefit (taxes on income)
Net income (loss)

Earnings (loss) per share:
Basic
Diluted
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Year Ended December 31,

2014

2015

2016

2017

(In thousands, except per share data)

2018

$118,561 $101,990 $102,279 $107,482 $119,887

33,018

151,579

54,349
8,243
62,592

88,987

32,275
45,534
7,677
85,486
3,501

196
3,305

3,391
$(86

$(0.00
$(0.00

Weighted average number of shares used in computations
of earnings (loss) per share (in thousand):

Basic
Diluted

Balance Sheet Data:
Cash and cash equivalents

Short-term and restricted bank deposits, marketable

securities and accrued interest
Working capital

Long-term and restricted bank deposits and long-term

marketable securities

42,286
42,286

37,769

139,759

47,227
9,744
56,971

82,788

27,996
43,360
8,726
80,082
2,706

(442
3,148

2,782
) $366

) $0.01
) $0.01

40,178
40,565

December 31,

2014

$14,797

8,173

34,218
62,750

2015

$18,908

8,141

30,376
53,328

)

43,292

145,571

46,935
10,295
57,230

88,341

29,139
45,084
6,364
80,587
7,754

160
7,594

(8,644
$16,238

$0.46
$0.45

35,174
35,779

2016

$24,344
10,179
34,951
34,947

)

49,257

156,739

47,445
11,449
58,894

97,845

30,348
48,954
8,893
88,195
9,650

(10
9,640

(5,610
$4,030

$0.13
$0.13

31,104
32,168

2017

$24,235
9,826
32,015
24,682

56,336
176,223

51,878
13,739
65,617

110,606

34,661
49,335
10,251
94,247
16,359

) 228
16,587

) (3,094 )
$13,493

$0.47
$0.45

28,928
30,220

2018

$31,503
31,983
59,327
1,894
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Total assets 200,384 189,820 186,976 170,938 179,372
Bank loans 9,791 11,370 11,944 8,756 6,174
Total equity 133,721 117,453 108,659 92,381 94,548
Capital stock (*) 235,885 238,638 243,183 248,269 257,072

(*) Capital stock represents share capital plus additional paid-in capital.

10
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B. CAPITALIZATION AND INDEBTEDNESS

Not applicable.

C.REASONS FOR THE OFFER AND USE OF PROCEEDS

Not applicable.

D.RISK FACTORS

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

Risks Related to Our Business and Industry

We have invested significant resources in developing products compatible with Microsoft Skype for Business,
Microsoft Teams and related solutions of other partners of ours. If Microsoft or our other partners, such as
Genesys, Avaya or BroadSoft (acquired by Cisco), abandon their solutions compatible with our products, or
decide to promote products of our competitors instead of our products (including as a result of acquiring one of
our competitors), or become unwilling to continue to recognize AudioCodes as a partner or fail to achieve the
expected growth of solutions compatible with our products, our results of operations will be adversely affected.

We have invested significant resources in complying with Microsoft’s requirements for the purpose of becoming a
Microsoft recognized partner for their unified communication solutions for the enterprise market, which are known as
Microsoft Skype for Business (formerly known as Microsoft Lync) and Microsoft Teams. We have adapted some of
our gateway products, IP phones, session border controllers, survivable branch applications, value added applications
and professional services to operate in the Skype for Business and Teams environments. We believe that recognition
as a Microsoft partner enhances our access to and visibility in markets relevant to our products. We are dependent on
the users of Skype for Business and Teams to select our compatible products and purchase them. If Microsoft were to
abandon (or significantly change) Skype for Business and Teams, decides to promote the products of our competitors
instead of our products (including as a result of an acquisition of one of our competitors such as Ribbon
Communications (formerly Sonus Networks), Plantronics or Yealink), becomes unwilling to continue to recognize

11
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AudioCodes as a Skype for Business and Teams partner or fails to achieve the expected growth of Skype for Business
or Teams, our results of operations will be adversely affected.

Similarly, we have invested in the development of products and capabilities and achieving certifications for the
solutions of other partners of ours, such as Genesys and Avaya contact centers or BroadSoft’s BroadWorks and
BroadCloud (acquired by Cisco). If those partners decide to promote products of our competitors instead of our
products, are unwilling to continue to recognize AudioCodes as a partner or fail to achieve the expected growth of
solutions compatible with our products, our results of operations may be adversely affected.

Funding of our new R&D Center may not be continued and we may not be able to develop commercially
profitable products at the Center.

In June 2016, the Israel National Authority for Technology and Innovation (formerly known as the Office of the Chief
Scientist of the Israeli Ministry of Economy and Industry) (“IIA”), approved a three-year program (2016-2018) for
approximately NIS 107 million (equal to approximately $27.8 million based on the exchange rate in effect as of
December 31, 2016). In June 2018, IIA reduced our grant with respect to 2018, which has not yet been fully funded,
by approximately NIS 21 million. Our receipt of the remaining funds granted to us under the 2016-2018 program are
subject to conditions relating to grants by IIA. With respect to 2019 and later years, we may be unable to secure new
program grants from IIA. In the event we do not receive the remaining funds granted to us under the 2016-2018
program or are unable to secure new grants from IIA for 2019 or later years, our results of operations may be
negatively affected and we may be unable to complete research and development projects that could lead to new
product launches and sales.

12
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We have reported losses in the past. We may report additional losses in the future.

We reported a net loss in 2014. The majority of our expenses are directly and indirectly related to the number of
people we employ. Most of our wages are denominated in New Israeli Shekels (“NIS”). Fluctuations in exchange rates
may cause our expenses to increase in dollars. We may increase our expenses based on projections of revenue growth.
If at any given time we do not meet our expectations for growth in revenues, our expenses incurred in anticipation of
projected revenues may cause us to incur a loss. We may not be able to anticipate the correct amount of expenses in
relation to our revenue and adjust our variable costs accordingly. As a result, we may report additional losses in the
future.

Our gross margin could be negatively impacted by amortization expenses in connection with acquisitions,
increased manufacturing costs and other factors. This could adversely affect our results of operations.

Our gross margin has fluctuated in the past. Our gross margin has been negatively affected in the past and could
continue to be negatively affected by amortization expenses in connection with acquisitions, expenses related to
share-based compensation, increases in manufacturing costs, a shift in our sales mix towards our less profitable
products, increased customer demand for longer product warranties, fixed expenses that are applied to a lower revenue
base and increased cost pressures as a result of increased competition. Acquisitions of new businesses could also
negatively affect our gross margin. A decrease in our gross margin could cause an adverse effect on our results of
operations.

Uncertain economic conditions may adversely affect our business.

In the past, uncertain global and local economic conditions have had a significant impact on the technology industry
and our major customers and potential customers. Conditions may continue to be uncertain or may be subject to
deterioration, which could lead to a reduction in consumer and customer spending overall and result in an adverse
impact on sales of our products. A disruption in the ability of our significant customers to access liquidity could cause
serious disruptions or an overall deterioration of their businesses, which could lead to a significant reduction in their
orders of our products and the inability or failure on their part to meet their payment obligations to us, any of which
could have a material adverse effect on our results of operations and liquidity. A significant adverse change in a
customer’s financial and/or credit position could also require us to assume greater credit risk relating to that customer’s
receivables or could limit our ability to collect receivables related to previous purchases by that customer. As a result,
our allowance for doubtful accounts and write-offs of accounts receivable could increase.

13
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We may need additional financing to operate or grow our business. We may not be able to raise additional
financing for our capital needs on favorable terms, or at all, which could limit our ability to grow and to
continue our longer term expansion plans.

We may need additional financing to operate our business, continue our longer term expansion plans or acquire other

businesses. To the extent that we cannot fund our activities and acquisitions through our existing cash resources and

any cash we generate from operations, we may need to raise equity or debt funds through additional public or private
financings. We cannot be certain that we will be able to obtain additional financing on commercially reasonable terms,

or at all. This could inhibit our growth, increase our financing costs or cause us severe financial difficulties.

We could be forced to repay our bank debt if we are unable to satisfy the covenants in our loan agreements.

In December 2015, we borrowed $3 million and 3 million Euro pursuant to loan agreements with our banks. These
amounts are repayable in 20 equal quarterly installments from March 2016 through December 2020. In December
2016, we borrowed an additional $6 million which is repayable in 20 equal quarterly installments which began in
March 2017 and continue through December 2021. If we are unable to make payments when required by these loan
agreements or if we do not comply with covenants in our loan agreements with respect to maintaining shareholders’
equity, cash balances, and liabilities to banks at specified levels or achieving certain levels of operating income, we
could be required to repay all or a portion of these bank loans prior to their maturity date.

We may desire to expand our business through acquisitions that could result in diversion of resources and
extra expenses. This could disrupt our business and affect our results of operations.

Part of our strategy is to pursue acquisitions of, or investments in, businesses and technologies or to establish joint
ventures to expand our business. The negotiation of acquisitions, investments or joint ventures, as well as the
integration of acquired or jointly developed businesses or technologies, could divert our management’s time and
resources. Acquired businesses, technologies or joint ventures may not be successfully integrated with our products
and operations. The markets for the products produced by the companies we acquire may take longer than we
anticipated to develop and to result in increased sales and profits for us. We may not realize the intended benefits of

any acquisition, investment or joint venture and we may incur losses from any acquisition, investment or joint venture.

14
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Acquisitions could result in:

-substantial cash expenditures;

-potentially dilutive issuances of equity securities;

-the incurrence of debt and contingent liabilities;

-a decrease in our profit margins;

-amortization of intangibles and potential impairment of goodwill and intangible assets;
-reduction of management attention to other parts of the business;

-failure to invest in different areas or alternative investments;

-failure to generate expected financial results or reach business goals;

-increased expenditures on human resources and related costs; and

-decreased growth of our professional services.

If acquisitions disrupt our sales or marketing efforts or operations, our business may suffer.

If new products we introduce or expect to introduce in the future fail to generate the level of demand we
anticipated, we will realize a lower than expected return from our investment in research and development
with respect to those products, and our results of operations may suffer.

Our success is dependent, in part, on the willingness of our customers to transition or migrate to new products, such as
our expanded offering of session border controller products, our multi service business routers (MSBRs), our IP
Phones, our software solutions and value added application products, our services or expected future products. We are
involved in a continuous process of evaluating changing market demands and customer requirements in order to
develop and introduce new products, features and applications to meet changing demands and requirements. We need
to be able to interpret market trends and the advancement of technology in order to successfully develop and introduce
new products, features and applications. If potential customers defer transition or migration to new products, our
return on our investment in research and development with respect to products recently introduced or expected to be
introduced in the near future will be lower than we originally anticipated and our results of operations may suffer.

15
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Because of the rapid technological development in the communications equipment market and the intense
competition we face, our products can become outmoded or obsolete in a relatively short period of time, which
requires us to provide frequent updates and/or replacements to existing products. If we do not successfully
manage the transition process to the next generation of our products, our operating results may be harmed.
Furthermore, the Communication Platform as a Service (CPaaS) is developing fast and it may have a
negatively affect our Unified Communications as a Service (UCaaS) market which is one of our main revenue
sources.

The communications equipment market is characterized by rapid technological innovation and intense competition.
Accordingly, our success depends in part on our ability to develop next generation products in a timely and
cost-effective manner. The development of new products is expensive, complex and time consuming. If we do not
rapidly develop our next generation products ahead of our competitors, we may lose both existing and potential
customers to our competitors. Further, if a competitor develops a new, less expensive product using a different
technological approach to delivering informational services over existing networks, our products would no longer be
competitive. Conversely, even if we are successful in rapidly developing new products ahead of our competitors, if we
do not cost-effectively manage our inventory levels of existing products when making the transition to the new
products, our financial results could be negatively affected by high levels of obsolete inventory. If any of the
foregoing were to occur, then our operating results would be harmed.

16
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Our industry is constantly evolving and we may not be able to keep pace with technological changes, which
could adversely affect our business.

The transmission of multimedia over data networks is constantly evolving. Short product life cycles place a premium
on our ability to manage the transition from current products to new products. Our future success in generating
revenues will depend on our ability to enhance our existing products and to develop and introduce new products and
product features. These products and features must keep pace with technological developments and address the
increasingly sophisticated needs of our customers. The development of new technologies and products is increasingly
complex and uncertain. This increases the difficulty in coordinating the planning and production process and can
result in delay in the introduction of new technologies and products.

The increased adoption of IP networks may adversely affect the demand for media gateway products.

Media gateway products are primarily intended to transmit voice from traditional telephony networks to IP networks
and vice versa. Along with the growth and adoption of IP networks, there has been an increase in the amount of
information that is sent directly from one IP network to another IP network. This direct network communication
potentially obviates the need to use a media gateway. A reduction in the demand for media gateways may adversely
affect the demand for our media gateway products and, in turn, adversely affect our results of operations. This
transition is ongoing and has resulted in a decline in our revenues from such products. Various regulators and service
providers have announced planned deadlines for transition to all IP networks. While this transition could result in new
sales opportunities, we believe the overall trend is a decline in revenues in the media gateway business.

The ongoing transition to the use of cloud-based software creates challenges for us.

The use of cloud-based software as a service or SaaS is a software licensing and delivery model in which software is
licensed on a subscription basis and is centrally hosted in the cloud. Recently, our partners have started adopting this
model. For example, Microsoft offers a cloud based alternative to Skype for Business and is encouraging business
customers to use that model instead of an on premises alternative. Many of our products are intended for on premises
use. Currently, our revenue is generated primarily from on premises deployments. The transition to cloud-based
delivery impacts the architecture and role of our products in the overall solution. We may not succeed in transitioning
in time or at all to the new technologies, products, solutions and services adopted by our partners and their customers.
We may not succeed in aligning our solutions with our partners’ solutions and be unable to bring sufficient value to
them or their end customers. Our inability to adapt to the ongoing transition to the use of cloud-based software could
have an adverse effect on us. Furthermore, SaaS pay-per-use licensing models may have an adverse effect on our
short-term revenue recognition.

17



Edgar Filing: AUDIOCODES LTD - Form 20-F

New industry standards, the modification of our products to meet additional existing standards or the addition
of features to our products may delay the introduction of our products or increase our costs.

The industry standards that apply to our products are continually evolving. In addition, since our products are
integrated into networks consisting of elements manufactured by various companies, they must comply with a number
of industry standards and practices established by various international bodies and industry forums. Should new
standards gain broad acceptance, we will be required to adopt those standards in our products. We may also decide to
modify our products to meet additional existing standards or add features to our products. Standards may be adopted
by various industry interest groups or may be proprietary and nonetheless accepted broadly in the industry. It may take
us a significant amount of time to develop and design products incorporating these new standards.

Our original equipment manufacturers, or OEM customers or potential customers or partners may develop or
prefer to develop their own technical solutions, or purchase third party technology, and as a result, would not
buy our products.

Our products are sold also as components or building blocks to large OEMs and NEPs. These customers incorporate
our products into their product offerings, usually in conjunction with value-added services of their own or of third
parties. OEM or NEP customers or potential customers may prefer to develop their own technology or purchase third
party technology. They could also manufacture their own components or building blocks that are similar to the ones
we offer. Large customers have already committed significant resources in developing integrated product offerings.
Customers may decide that this gives them better profitability and/or greater control over supplies, specifications and
performance. Customers may therefore not buy components or products from an external manufacturer such as us.
This could have an adverse impact on our ability to sell our products and our revenues.
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We have a limited order backlog. If revenue levels for any quarter fall below our expectations, our results of
operations will be adversely affected.

We have a limited order backlog, which makes revenues in any quarter substantially dependent on orders received and
delivered in that quarter. A delay in the recognition of revenue, even from one customer, may have a significant
negative impact on our results of operations for a given period. We base our decisions regarding our operating
expenses on anticipated revenue trends, and our expense levels are relatively fixed, or require some time for
adjustment. Because only a small portion of our expenses varies with our revenues, if revenue levels fall below our
expectations, our results of operations will be adversely affected.

Generally, we sell to OEMs, network equipment providers or system integrator customers, as well as to
distributors. As a result, we have less information with respect to the actual requirements of end-users and
their utilization of equipment. We also have less influence over the choice of equipment by these end-users.

We typically sell to system integrators, distributors as well as to OEM customers, network equipment providers. Our
customers usually purchase equipment from several suppliers and may be trying to fulfill one of their customers’
specific technical specifications. We rely heavily on our customers for sales of our products and to inform us about
market trends and the needs of their customers. We cannot be certain that this information is accurate. If the
information we receive is not accurate, we may be manufacturing products for which no customer demand exists or
fail to manufacture products that end-users want. Because we are selling products to OEMs, system integrators and
distributors rather than directly to end-users, we have less control over the ultimate selection of products by end-users.

The markets we serve are highly competitive and many of our competitors have competitive advantages over
us, which may make it difficult for us to maintain profitability.

Competition in our industry is intense and we expect competition to increase in the future. Our competitors currently
sell products that provide similar benefits to those that we sell. There has been a significant amount of merger and
acquisition activity, frequently involving major telecommunications equipment manufacturers acquiring smaller
companies, as well as strategic alliances entered into by competitors. We expect that these activities will result in an
increasing concentration of market share among these companies, many of whom are our customers.

Our principal competitors in the area of analog media gateways (2 to 24 ports) for access and enterprise are
Grandstream, Natex, Iskratel, Zyxel, Adtran, Media5, Cisco, Sangoma, Innovaphone AG, Patton, Dialogic and
Ribbon.
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In the area of low and mid density digital gateways we face competition from companies such as Ribbon
Communications (formerly Sonus Networks), Huawei, Cisco, Dialogic, NewRock, Ribbon, Patton, Ferrari and
Sangoma.

Our competitors in the area of MSBRs are companies such as Cisco, Juniper, Adtran, One-Access, Patton, Huawei,
HP/3COM and Alcatel-Lucent.

Specifically in the area of enterprise class session border controller technology we compete with Oracle, Cisco,
Avaya, Ribbon Communications (formerly Sonus Networks), MetaSwich, Ingate and Ribbon.

Our competitors in the Microsoft Skype for Business certified gateways, session border controller, Survivable Branch
Appliance and IP Phone markets include Ribbon Communications (formerly Sonus Networks), Oracle, Plantronics
and Yealink.

Our competitors in the area of contact center vendors are Ribbon Communications (formerly Sonus Networks),
Oracle, Plantronics and Yealink.

Our competitors in the area of Call Recording are companies such as Verint, Nice, ACS, Red Box, Teleware and
Dubber.

Our competitors in the area of voice recognition are companies such as Microsoft, Google, Amazon and Nuance, and
a group of startup companies.

Our principal competitors in the sale of signal processing chips are DSP Group, Broadcom, Octasic and Mindspeed.
Other indirect competition is a result of the integration of VoIP functionality into processors (running VolP signal
processing on generic ARM/MIPS cores), thus decreasing the need for dedicated signal processing chips in the VoIP
product. Examples of such manufacturers are Cavium and Texas Instruments. Our principal competitors in the
communications board market are Dialogic, Sangoma and PIKA Technologies.
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Our principal competitors in the area of IP Phones are comprised of “best-of-breed” IP phone vendors and end-to-end IP
telephony vendors. “Best of breed” IP phone vendors sell standards-based SIP phones that can be integrated into any
standards-based IP-PBX or hosted IP telephony system. These competitors include Plantronics, HP, Grandstream,
Yealink, VTEC (acquired SNOM) and many others. End-to-end IP telephony vendors sell IP phones that only work in
their proprietary systems. These competitors include Cisco, Avaya, Alcatel-Lucent, Siemens, Mitel and NEC. In the
areas of Skype for Business/Microsoft Teams, our competitors are certified vendors — Yealink and Plantronics.

Some of our competitors are also customers of our products and technologies.

Many of our competitors have the ability to offer vendor-sponsored financing programs to prospective customers.
Some of our competitors with broad product portfolios may also be able to offer lower prices on products that
compete with ours because of their ability to recoup a loss of margin through sales of other products or services.
Additionally, voice, audio and other communications alternatives that compete with our products are being
continually introduced.

In the future, we may also develop and introduce other products with new or additional telecommunications
capabilities or services. As a result, we may compete directly with VoIP companies and other telecommunications
infrastructure and solution providers, some of which may be our current customers. Additional competitors may
include companies that currently provide communication software products and services. The ability of some of our
competitors to bundle other enhanced services or complete solutions with VoIP products could give these competitors
an advantage over us.

Offering to sell directly to carriers or service providers may expose us to requirements for service which we
may not be able to meet.

We also sell our products directly to telecommunications carriers, service providers or other end-users. We have
traditionally relied on third party distributors and OEMs to test and/or sell our products and to inform us about the
requirements of end-users. Telecommunications carriers and other service providers have great bargaining power in
negotiating contracts. Generally, contracts with end-users tend to be more complex and impose more obligations on us
than contracts with third party distributors. We may be unable to meet the requirements of these contracts. If we are
unable to meet the conditions of a contract with an end-user customer, we may be required to pay liquidated damages
or become subject to liabilities that could result in a material adverse effect on our results of operations.

Selling directly to end-users and VARs may adversely affect our relationship with our current third party distributors
upon whom we will continue to rely for a significant portion of our sales. Loss of third party distributors and OEMs,
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or a decreased commitment by them to sell our products as a result of direct sales by us, could adversely affect our
sales and results of operations.

We rely on third-party subcontractors to assemble and original design manufacturers to design and
manufacture some of our products, and therefore do not directly control manufacturing costs, product delivery
schedules or manufacturing quality.

Our products are assembled and tested by third-party subcontractors. As a result of our reliance on third-party
subcontractors, we cannot directly control product delivery schedules. We have in the past experienced delays in
delivery schedules. Any problems that occur and persist in connection with the delivery, quality or cost of the
assembly and testing of our products could have a material adverse effect on our business, financial condition and
results of operations. This reliance could also lead to product shortages or quality assurance problems, which, in turn,
could lead to an increase in the costs of manufacturing or assembling our products.

In addition, we have engaged several original design manufacturers, or ODMs, based in Asia to design and
manufacture some of our products and may engage additional ODMs in the future. Any problems that occur and
persist in connection with the delivery, quality, cost of the assembly or testing of our products, as well as the
termination of our commercial relationship with an ODM or the discontinuance of the manufacturing of the respective
products could have a material adverse effect on our business, financial condition and results of operations.
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If a small number of third-party suppliers do not provide us with key components on a timely basis, we may
not be able to deliver our products to our customers, and substantial reengineering costs may be incurred.

Texas Instruments Incorporated supplies all of the chips for our signal processor product line. Our signal processor
line is used both as a product line in its own right and as a key component in our other product lines. Motorola and
Cavium Networks manufacture all of the communications and network processors currently used in our embedded
communications boards and network products.

We have not entered into any long-term supply agreements or alternate source agreements with our suppliers and,
while we maintain an inventory of critical components, our inventory of chips would likely not be sufficient in the
event that we had to engage an alternate supplier for these components.

An unexpected termination of the supply of the chips provided by Texas Instruments or the communications
processors supplied by Motorola or Cavium Networks or disruption in their timely delivery would require us to make
a large investment in capital and personnel to shift to using chips or signal processors manufactured by other
companies and may cause a delay in introducing replacement products. Customers may not accept an alternative
product design. Supporting old products or redesigning products may make it more difficult for us to support our
products.

We depend on other sole source suppliers to produce components for us without the benefit of long-term supply
agreements or alternative source agreements.

Some of our sole source suppliers custom produce components for us based upon our specifications and designs while
other of our sole source suppliers are the only manufacturers of certain components required by our products. We have
not entered into any long-term supply agreements or alternative source agreements with our suppliers and while we
maintain an inventory of components from single source providers, our inventory would likely not be sufficient in the
event that we had to engage an alternate supplier of these single source components. In the event of any interruption in
the supply of components from any of our sole source suppliers, we may have to expend significant time, effort and
other resources in order to locate a suitable alternative manufacturer and secure replacement components. If no
replacement components are available, we may be forced to redesign certain of our products. Any such new design
may not be accepted by our customers. A prolonged disruption in supply may force us to redesign and retest our
products. Any interruption in supply from any of these sources or an unexpected technical failure or termination of the
manufacture of components could disrupt production, thereby adversely affecting our ability to deliver products and to
support products previously sold to our customers.
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In addition, if demand for telecommunications equipment increases, we may face a shortage of components from our
suppliers. This could result in longer lead times, increases in the price of components and a reduction in our margins,
all of which could adversely affect the results of our operations.

Our customers may require us to produce products or systems to hold in inventory in order to meet their “just
in time,” or short lead time, delivery requirements. If we are unable to sell this inventory on a timely basis, we
could incur charges for excess and obsolete inventory which would adversely affect our results of operations.

Our customers expect us to maintain an inventory of products available for purchase off the shelf subsequent to the
initial sales cycle for these products. This may require us to incur the costs of manufacturing inventory without having
a purchase order for the products. The VoIP industry is subject to rapid technological change and volatile customer
demands, which result in a short product commercial life before a product becomes obsolete. If we are unable to sell
products that are produced to hold in inventory, we will need to write-off all or a part of the inventory value of these
products. Write-offs could adversely affect our operating results and financial condition. We wrote off inventory in an
aggregate amount of $2.2 million in 2016 and $1.9 million in both 2017 and 2018. We have incurred write-offs as a
result of slow moving items, excess inventories, discontinued products and products with net realizable value lower
than cost.

The right of our customers to return products and their right to exchange products may affect our ability to
recognize revenues which could adversely affect the results of our operations.

Some of our customers expect us to permit them to return some or all of the products they purchase from us. If we
contractually agree to allow a customer to return products, the customer may be entitled to a refund for the returned
products or to receive a credit for the purchase of replacement products. If we agree to this type of contractual
obligation, it could affect our ability to recognize revenues. In addition, if we are not able to resell any products that
are returned, we would have to write off this inventory. This could adversely affect our results of operations.
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We have depended, and expect to continue to depend, on a small number of large customers. The loss of one of
our large customers or the reduction in purchases by a significant customer or failure of such customer to pay
for the products it purchases from us could have a material adverse effect on our revenues.

In 2016, 2017 and 2018, Sales to ScanSource Communications Group, our largest customer, accounted for 16.7%,
17.5% and 17.8%, respectively, of our total revenues, and sales to Westcon Group accounted for 11.9%, 12.7% and
11.1%, respectively, of our total revenues. Both ScanSource and Westcon act as distributors/order fulfillment of
smaller orders from other customers and are not purchasing the products for internal use. If we lose a large customer,
or if purchases made by such customers are significantly reduced, or if a large customer fails to pay for the products it
purchases from us, our revenues and results of operations could be adversely affected.

Our products generally have long sales cycles and implementation periods, which increase our costs in
obtaining orders and reduce the predictability of our revenues.

Our products are technologically complex and are typically intended for use in applications that may be critical to the
business of our customers. Prospective customers generally must make a significant commitment of resources to test
and evaluate our products and to integrate them into larger systems. Many of our customers are large organizations
with complex and lengthy evaluation, decision making and negotiation processes. As a result, our sales process is
often subject to delays associated with lengthy approval processes that typically accompany the design and testing of
new communications equipment. The sales cycles of our products to new customers are approximately four to twelve
months after a design win, depending on the type of customer and complexity of the product. This time period may be
further extended because of internal testing, field trials and requests for the addition or customization of features or
acceptance testing. This delays the time until we realize revenue and results in significant investment of resources in
attempting to make sales.

Long sales cycles also subject us to risks not usually encountered in a short sales span, including customers’ budgetary
constraints, internal acceptance reviews and cancellation. In addition, orders expected in one quarter could shift to
another because of the timing of customers’ procurement decisions. The time required to implement our products can
vary significantly with the needs of our customers and generally exceeds several months; larger implementations can
take multiple calendar quarters. This complicates our planning processes and reduces the predictability of our
revenues.

Our proprietary technology is difficult to protect, and our products may infringe on the intellectual property
rights of third parties. Our business may suffer if we are unable to protect our intellectual property or if we are
sued for infringing the intellectual property rights of third parties.
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Our success and ability to compete depend in part upon protecting our proprietary technology. We rely on a
combination of patent, trade secret, copyright and trademark laws, nondisclosure and other contractual agreements and
technical measures to protect our proprietary rights. These agreements and measures may not be sufficient to protect
our technology from third-party infringement, or to protect us from the claims of others.

Enforcement of intellectual property rights may be expensive and may divert attention of management and of research
and development personnel away from our business. Intellectual property litigation could also call into question the
ownership or scope of rights owned by us. Additionally, our products may be manufactured, sold, or used in countries
that provide less protection to intellectual property than that provided under U.S. or Israeli laws or where we do not
hold relevant intellectual property rights.

We believe that the frequency of third-party intellectual property claims is increasing, as patent holders, including
entities that are not in our industry and that purchase patents as an investment or to monetize such rights by obtaining
royalties, use infringement assertions as a competitive tactic and a source of additional revenue. Any intellectual
property claims against us, even if without merit, could cost us a significant amount of money to defend and divert
management’s attention away from our business. We may not be able to secure a license for technology that is used in
our products and we may face injunctive proceedings that prevent distribution and sale of our products even prior to
any dispute being concluded. These proceedings may also have a deterrent effect on purchases by customers, who
may be unsure about our ability to continue to supply their requirements. We may be forced to repurchase our
products and compensate customers that have purchased such infringing products. We may be forced to redesign the
product so that it becomes non-infringing, which may have an adverse impact on the results of our operations.

In addition, claims alleging that the development, use, or sale of our products infringes third parties’ intellectual
property rights may be directed either at us or at our direct or indirect customers. We may be required to indemnify
such customers against claims made against them. We may be required to indemnify them even if we believe that the
claim of infringement is without merit.
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Multiple patent holders in our industry may result in increased licensing costs.

There are a number of companies besides us that hold patents for various aspects of the technology incorporated in our
industry’s standards and our products. We expect that patent enforcement will be given high priority by companies
seeking to gain competitive advantages or additional revenues. We have been sued a number of times in recent years
for alleged patent infringement. If holders of patents take the position that we are required to obtain a license from
them, we cannot be certain that we would be able to negotiate a license agreement at an acceptable price or at all. Our
results of operations could be adversely affected by the payment of any additional licensing costs or if we are
prevented from manufacturing or selling a product.

Changes in governmental regulations in the United States or other countries could slow the growth of the VoIP
telephony market and reduce the demand for our customers’ products, which, in turn, could reduce the demand
for our products.

VoIP and other services are not currently subject to all of the same regulations that apply to traditional telephony.
Nevertheless, it is possible that foreign or U.S. federal or state legislatures may seek to impose increased fees and
administrative burdens on VolP, data, and video providers. The FCC requires VolIP service providers to meet various
emergency service requirements relating to delivery of 911 calls, known as E911, and to accommodate law
enforcement interception or wiretapping requirements, such as the Communications Assistance for Law Enforcement
Act, or CALEA. In addition, the FCC may seek to impose other traditional telephony requirements such as disability
access requirements, consumer protection requirements, number assignment and portability requirements, and other
obligations, including additional obligations regarding E911 and CALEA. The cost of complying with FCC
regulations could increase the cost of providing Internet phone service which could result in slower growth and
decreased profitability for this industry, which would adversely affect our business.

The enactment of any additional regulation or taxation of communications over the Internet in the United States or
elsewhere in the world could have a material adverse effect on our customers’ (and their customers’) businesses and
could therefore adversely affect sales of our products. We do not know what effect, if any, possible legislation or
regulatory actions in the United States or elsewhere in the world may have on private telecommunication networks,
the provision of VolP services and purchases of our products.

Use of encryption technology in our products is regulated by governmental authorities and may require special
development, export or import licenses. Delays in the issuance of required licenses, or the inability to secure
these licenses, could adversely affect our revenues and results of operations.
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Growth in the demand for security features may increase the use of encryption technology in our products. The use of
encryption technology is generally regulated by governmental authorities and may require specific development,
export or import licenses. Encryption standards may be based on proprietary technologies. We may be unable to
incorporate encryption standards into our products in a manner that will insure interoperability. We also may be
unable to secure licenses for proprietary technology on reasonable terms. If we cannot meet encryption standards, or
secure required licenses for proprietary encryption technology, our revenues and results of operations could be
adversely affected.

We are subject to regulations that require us to use components based on environmentally friendly materials.
We may be subject to various regulations relating to management and disposal of waste with respect to
electronic equipment. Compliance with these regulations has increased our costs. Failure to comply with these
regulations could materially adversely affect our results of operations.

We are subject to an increasing number of directives and regulations requiring the use of environmentally-friendly
materials. For example, pursuant to a European Community directive, equipment suppliers are required to stop using
specified materials that are not environmentally friendly. Some of our customers may also require products that meet
higher standards than those required by the directive, such as complete removal of additional harmful substances from
our products. We are dependent on our suppliers for components and sub-system modules, such as semiconductors
and purchased assemblies and goods, to comply with these requirements. This may harm our ability to sell our
products in regions or to customers that may adopt such directives. Compliance with these directives, has required us
to undertake significant expenses with respect to meeting the basic requirements and the updates of those regulations
and of implementing new similar regulations and directives. In addition, we may be required to pay higher prices for
components that comply with those directives. We may not be able to pass these higher component costs on to our
customers. Compliance with these directives have increased and could continue to increase our product design and
manufacturing costs. New designs may also require qualification testing with both customers and government
certification boards.
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Some of our operations use substances regulated under various federal, state, local and international laws governing
the environment, including laws governing the management and disposal of waste with respect to electronic
equipment. We could incur substantial costs, including fines and civil or criminal sanctions, if we were to violate or
become liable under environmental laws or if our products become non-compliant with environmental laws. We also
face increasing complexity in our product design and procurement operations as we adjust to new and future
requirements relating to the materials that compose our products. The EU has enacted the Waste Electrical and
Electronic Equipment Directive, which makes producers of electrical goods financially responsible for specified
collection, recycling, treatment and disposal of past and future covered products. Similar legislation has been or may
be enacted in other jurisdictions, including the United States, Canada, Mexico, China and Japan.

Our inability or failure to comply with these regulations could have a material adverse effect on our results of
operations. In addition, manufacturers of components that do not meet the new requirements may decide to stop
manufacturing those components prior to the required compliance date. These actions by manufacturers of
components could result in a shortage of components that could adversely affect our business and results of
operations.

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 many 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 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 (for example changes in oil prices and the global
economy have affected growth and ultimately the demand for our products in China);
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-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 (such as privacy and cyber security), 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;

-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.
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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.

A data security or privacy breach could adversely affect our business.

The protection of customer, employee and company data is critical to us. Customers have a high expectation that we
will adequately protect their personal or other information from cyberattack or other security breaches. A significant
breach of customer, employee, or company data could damage our reputation and result in lost sales, fines, or
lawsuits. Our business involves the receipt and storage of personal and other information about customers and
employees. The secure processing, maintenance and transmission of this information is critical to our operations and
business strategy. Despite our security measures, our information technology and infrastructure may be vulnerable to
attacks by hackers or breaches due to employee error, malfeasance or other disruptions. Any such breach or attack
could compromise our networks and the information stored there could be accessed, publicly disclosed, lost or stolen.

Because the methods used to obtain unauthorized access change frequently and may not be immediately detected, we
may be unable to anticipate these methods or promptly implement preventative measures. Any such access, disclosure
or other loss of information could result in legal claims or proceedings, liability under laws that protect the privacy of
personal information, disrupt our operations and the services we provide to customers and damage our reputation,
which could adversely affect our business, revenues and competitive position. In addition to taking the necessary
precautions ourselves, we require that third-party service providers implement reasonable security measures to protect
our customers’ identity and privacy. We do not, however, control these third-party service providers and cannot
guarantee that no electronic or physical computer break-ins and security breaches will occur in the future.

Our use and handling of personally identifiable data is regulated at the international, federal and state levels. The
regulatory environment surrounding information security and privacy is increasingly demanding. For example, the
General Data Protection Regulation (GDPR), which came into effect on May 25, 2018, implemented stringent
operational requirements for companies that are established in the EU or, where not established in the EU, offer goods
or services to individuals in the EU or monitor the behavior of individuals in the EU. Failure to comply with the
GDPR can result in fines of up to EUR 20 million or up to 4% of the total worldwide annual turnover of the preceding
financial year, whichever is higher.
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The requirements of the GDPR include, for example, expanded disclosures about how personal data is processed,
mandatory data breach notification requirements, a strengthened data subject rights regime and higher standards for
obtaining consent from individuals to process their personal data (including in certain circumstances for marketing),
all of which involve significant ongoing expenditure. The principle of accountability likewise requires us to put
significant documentation in place to demonstrate compliance. While the GDPR in large part harmonizes data
protection requirements across EU countries, some provisions allow EU Member States to adopt additional or
different requirements, which could limit our ability to use and share personal data or could require localized changes.
We may also be affected by legal challenges to the validity of EU mechanisms for transfers of personal data outside
the EU, and our business could be impacted by changes in law as a result of future review of these mechanisms by
European regulators under the GDPR, as well as current challenges to these mechanisms in the European courts.

In addition, existing privacy-related laws and regulations in the United States and other countries are evolving and are
subject to potentially differing interpretations, and various U.S. federal and state or other international legislative and
regulatory bodies may expand or enact laws regarding privacy and data security-related matters. Due to the fact that
privacy and information security laws and regulations are subject to change from time to time, our compliance with
them may result in cost increases due to necessary systems changes and the development of new processes. If we fail
to comply with these laws and regulations, we could be subjected to legal risk. Increasing costs associated with
information security, such as increased investment in technology, the cost of compliance and costs resulting from
consumer fraud could cause our business and results of operations to suffer materially.

-15-

32



Edgar Filing: AUDIOCODES LTD - Form 20-F

The ongoing trade war between China and the United States and its potential escalation may have an adverse
effect on our business operations and revenues.

Starting in April 2018, the United States imposed a 25% tariff on steel and a 10% tariff on aluminum imports from
other countries. On July 6, the United States imposed 25% tariffs on $34 billion worth of Chinese goods. President
Trump further stated that the US would impose additional 10% tariffs on another $200 billion worth of Chinese
imports if China retaliates against the imposed U.S. tariffs. China has instituted retaliatory tariffs on certain U.S.
goods, and have indicated a willingness to impose additional tariffs on U.S. products. Since we operate in the U.S. and
deliver products and services to customers in the U.S., the trade war has adversely affected us, and especially if and
when it is escalated, may cause global economic turmoil and adversely impact the supply chain for our products, the
cost of our products and the demand for our products and, thus, may have a material adverse effect on our business
and results of operations.

The prices of our products may become less competitive due to foreign exchange fluctuations.

Although we have operations throughout the world, the majority of our revenues and our operating costs in 2018 were
denominated in, or linked to, the dollar. Accordingly, we consider the dollar to be our functional currency. However, a
significant portion of our operating costs in 2018 were incurred in NIS. During 2018, the NIS depreciated against the
dollar, which resulted in a decrease in the dollar cost of our operations in Israel. As a result of this differential, from
time to time we may experience increases in the costs of our operations outside the United States, as expressed in
dollars. If there is a significant increase in our expenses, we may be required to increase the prices of our products and
may be less competitive. Currently, our international sales are denominated primarily in dollars. Therefore, any
devaluation in the local currencies of our customers relative to the dollar could cause customers to decrease or cancel
orders or default on payment.

Our sales to European customers denominated in Euros are increasing. Sales denominated in Euros could make our
revenues subject to fluctuation in the Euro/ dollar exchange rate. If the dollar appreciates against the Euro, we may be
required to increase the prices of our products that are denominated in Euros. In 2018, the Euro depreciated against the
dollar, which resulted in an increase in the prices of our products that are denominated in Euros.

Our independent sales representatives may fail to market our products effectively.

A significant portion of our marketing and sales involves the aid of independent sales representatives that are not
under our direct control. We cannot be certain that our current independent sales representatives will continue to
distribute our products or that, even if they continue to distribute our products, they will do so successfully. These
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representatives are not subject to any minimum purchase requirements and can discontinue marketing our products at
any time. In addition, these representatives often market products of our competitors. Accordingly, we must compete
for the attention and sales efforts of our independent sales representatives.

Our products could contain defects, which would reduce sales of those products or result in claims against us.

We develop complex and evolving products. Despite testing by us and our customers, undetected errors or defects
may be found in existing or new products. The introduction of products with reliability, quality or compatibility
problems could result in reduced revenues, additional costs, increased product returns and difficulty or delays in
collecting accounts receivable. The risk is higher with products still in the development stage, where full testing or
certification is not yet completed. This could result in, among other things, a delay in recognition or loss of revenues,
loss of market share or failure to achieve market acceptance. We could also be subject to material claims by customers
that are not covered by our insurance.

Obtaining certification of our products by national regulators may be time-consuming and expensive. We may
be unable to sell our products in markets in which we are unable to obtain certification.

Our customers may expect us to obtain certificates of compliance with safety and technical standards set by national
regulators, especially standards set by U.S. or European regulators. There is no uniform set of standards, and each
national regulator may impose and change its own standards. National regulators may also prohibit us from importing
products that do not conform to their standards. If we make any change in the design of a product, we are usually
required to obtain recertification of the product. The process of certification may be time-consuming and expensive
and may affect the length of the sales cycle for a product. If we are unable to obtain certification of a product in a
market, we may be unable to sell the product in that market.
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We depend on a limited number of key personnel who would be difficult to replace.

Because our products are complex and our market is evolving, the success of our business depends in large part upon
the continuing contributions of our management and key personnel. Specifically, we rely heavily on the services of
Shabtai Adlersberg, our Chief Executive Officer and President, and Lior Aldema, our Chief Business Officer. Both
are also directors. If our Chief Executive Officer or our Chief Business Officer are unable or unwilling to continue
with us, our results of operations could be materially and adversely affected. We do not carry key person insurance for
our key personnel.

The success of our business also depends upon our continuing ability to attract and retain other highly-qualified
management, technical, sales and marketing personnel. We need highly-qualified technical personnel who are capable
of developing technologies and products and providing the technical support required by our customers. We
experience competitive pressure with respect to retaining and hiring employees in the high technology sector in Israel.
If we fail to hire and retain skilled employees, our business may be adversely affected.

If we do not manage our operations effectively, our results of operations could be adversely affected.

We have expanded our operations in the past and may continue to expand them in the future. This expansion has
required, and may continue to require, the application of managerial, operational and financial resources. We cannot
be sure that we will continue to expand, or that we will be able to expand our operations successfully. In particular,
our business requires us to focus on multiple markets, including the VoIP, wireline, cable, enterprise unified
communications and wireless markets. In addition, we work simultaneously with a number of large OEMs and
network equipment providers each of which may have different requirements for the products that we sell to them. We
may not have sufficient personnel, or may be unable to devote this personnel when needed, to address the
requirements of these markets and customers. If we are unable to manage our operations effectively, our revenues may
not increase, our cost of operations may rise and our results of operations may be adversely affected.

As we grow we may need new or enhanced systems, procedures or controls. The transition to such systems,
procedures or controls, as well as any delay in transitioning to new or enhanced systems, procedures or controls, may
seriously harm our ability to accurately forecast sales demand, manage our product inventory and record and report
financial and management information on a timely and accurate basis.

The growth in our product portfolio means that we have to service and support more products. This may result
in an increase in our expenses and an adverse effect on our results of operations.
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The size of our product portfolio has increased and continues to increase. As a result, we are required to provide
product support to our customers. Customers have requested that we provide a contractual commitment to support a
product for a specified period of time. This period of time may exceed the working life of the product or extend past
the period of time that we may intend to manufacture or support a product. We are dependent on our suppliers for the
components (hardware and software) needed to provide support and may be unable to secure the components
necessary to satisfy our service commitments. We do not have long-term contracts with our suppliers, and they may
not be obligated to provide us with products or services for any specified period of time. We may need to purchase an
inventory of replacement components and parts in advance in order to try to provide for their availability when
needed. This could result in an increased risk of write-offs with respect to our replacement component inventory to the
extent that we cannot accurately predict our future requirements under our customer service contracts. If any of our
component suppliers cease production, cease operations or refuse or fail to make timely delivery of orders, we may
not be able to meet our contractual commitments for product support. We may be required to supply enhanced
components or parts as substitutes if the original versions are no longer available. Product support may be costly and
any extra service revenues may not cover the hardware and software costs associated with providing long-term
support.

Terrorist attacks, or the threat of such attacks, may negatively impact the global economy which may
materially adversely affect our business, financial condition and results of operation and may cause our share
price to decline.

Financial, political, economic and other uncertainties following terrorist attacks throughout the world may negatively
impact the global economy. As a result, many of our customers and potential customers have become much more
cautious in setting their capital expenditure budgets, thereby restricting their telecommunications procurement.
Uncertainties related to the threat of terrorism have had a negative effect on global economy, causing businesses to
continue slowing spending on telecommunications products and services and further lengthen already long sales
cycles. Any escalation of these threats or similar future events may disrupt our operations or those of our customers,
distributors and suppliers, which could adversely affect our business, financial condition and results of operations.
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Macroeconomic changes and trade wars may impact our business.

Changes in regional and global politics are leading to changes in the globalization and harmonization trends that
prevailed in recent decades. Threats of trade barriers, customs and duties and other political considerations are causing
instability in the accepted world order and the stability of financial markets. This may impact both our ability to
manufacture and sell our products and services which would affect our results of our operations and may also affect
the price of our ordinary shares.

As part of our go to market strategy, we have become certified solution partners of technological leaders such
as Microsoft, Genesys and BroadSoft (acquired by Cisco). These companies change their go to market strategy
and product mix and technology requirements often and do so on reasonably short notice. We may be unable
or unwilling to change our products in time and as may be required in order to remain a certified partner.

In recent years we have invested heavily in our product offerings that meet the requirements of the Microsoft Skype
for Business eco-system. The nature of this Microsoft solution is undergoing major change and, as part of this change,
we are also witnessing a shift from on-premises solutions to cloud-based or hybrid on-premises and cloud-based
solutions. This directly impacts the suitability of our products to end users and impacts end user demand for products
in a changing technical environment. In 2018 Cisco completed the acquisition of BroadSoft. This acquisition is likely
to impact BroadSoft’s future directions and, as a result, our investment in being compatible with the BroadSoft
BroadWorks and BroadCloud solutions. These changes may affect our derived revenues from selling into
BroadSoft/Cisco solutions. Genesys is a long term partner of us and is also shifting from on-premise solutions to
cloud-based or hybrid on-premises and cloud-based solutions with potential impact on the suitability and demand of
our products in Genesys contact center deployments. Changes by our third party partners, over which we have little
control and influence, can negatively impact the results of our operations on reasonably short notice. We may be
unable to recover or adapt to such changes.

We are subject to taxation in several countries. Tax matters, including changes in tax laws or rates, adverse
determinations by taxing authorities and imposition of new taxes could adversely affect our results of
operations and financial condition.

Because we operate in several countries, we are subject to taxation in multiple jurisdictions. We are required to report
to and are subject to local tax authorities in the countries in which we operate. In addition, our income that is derived
from sales to customers in one country might also be subject to taxation in other countries. We cannot be sure of the
amount of tax we may become obligated to pay in the countries in which we operate. The tax authorities in the
countries in which we operate may not agree with our tax position. Our tax benefits from carry forward losses and
other tax planning benefits such as Israeli approved and beneficiary enterprise programs, may prove to be insufficient
due to Israeli tax limitations, or may prove to be insufficient to offset tax liabilities from foreign tax authorities.
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Foreign tax authorities may also use our gross profit or our revenues in each territory as the basis for determining our
income tax, and our operating expenses might not be considered for related tax calculations, which could adversely
affect our results of operations.

We are subject to taxation in the United States, where some our operations are located. In December 2017, the U.S.
enacted significant tax reform through the Tax Cut and Jobs Act (“TCJA”). The TCJA enacted significant changes
affecting the year ended December 31, 2018.

As of December 31, 2018, we have completed the accounting for all the impacts of the TCJA. However, in the
absence of guidance on various uncertainties and ambiguities in the application of certain provisions of the TCJA, we
will use what it believes are reasonable interpretations and assumptions in applying the TCJA. It is possible that the
Internal Revenue Service, as well as state tax authorities, could issue subsequent guidance or take positions on audit
that differ from our interpretations and assumptions, which could have a material adverse effect on our cash tax
liabilities, results of operations, and financial condition. In addition, the TCJA could be subject to potential
amendments and technical corrections, any of which could materially lessen or increase certain adverse impacts of the
legislation on our business. We will continue to evaluate the effects of the TCJA as federal and state tax authorities
issue additional regulations and guidance, and if and when amendments and technical corrections are enacted with
respect to the TCJA, they could cause changes to previous estimates and could materially affect our financial positions
and results of operations.
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Risks Related to Operations in Israel

Conditions in Israel affect our operations and may limit our ability to produce and sell our products and
instability in the Middle East may adversely affect us.

We are incorporated under the laws of the State of Israel, and our principal executive offices and principal research
and development facilities are located in the State of Israel. Political, economic and military conditions in Israel
directly affect our operations. There has been an increase in unrest and terrorist activity in Israel, which has continued
with varying levels of severity for many years through the current period of time. This has led to ongoing hostilities
between Israel, the Palestinian Authority, other groups in the West Bank and Gaza Strip, and the northern border of
Lebanon, as well as in the Golan Heights. The future effect of these conflicts on the Israeli economy and our
operations is unclear. The Israeli-Palestinian conflict may also lead to political instability between Israel and its
neighboring countries. Ongoing violence between Israel and the Palestinians, as well as tension between Israel and its
neighboring countries, may have a material adverse effect on our business, financial conditions and results of
operations.

Political events in various countries in the Middle East, such as Syria, Iraq, Iran and Egypt, have weakened the
stability of those countries, and have allowed extreme terrorists organizations, such as ISIS, to operate in certain
territories in the Middle East. This instability may lead to deterioration of the geo-political conditions in the Middle
East. In addition, this instability has affected the global economy and marketplace through fluctuations in oil and gas
prices. Our headquarters and research and development facilities are located in the State of Israel. Any events that
affect the State of Israel may impact us in unpredictable ways. For example, recent activities of the global movement
for a campaign of Boycott, Divestment and Sanctions (BDS) against Israel may adversely affect our sales in certain
countries. We have contingent plans for alternative manufacturing and supply sources, but these plans may be
insufficient. Should our operations be impacted in a significant way, this may adversely affect the results of our
operations.

We cannot predict the effect on us of an increase in these hostilities or any future armed conflict, political instability
or violence in the region. Additionally, some of our officers and employees in Israel are obligated to perform annual
military reserve duty and are subject to being called for additional active duty under emergency circumstances. Some
of our employees live within conflict area territories and may be forced to stay at home instead of reporting to work.
We cannot predict the full impact of these conditions on us in the future, particularly if emergency circumstances or
an escalation in the political situation occur. If many of our employees are called for active duty, or forced to stay at
home, our operations in Israel and our business may be adversely affected.

A number of countries and organizations continue to restrict or ban business with Israel or Israeli companies or
companies doing business with Israel or Israeli companies, which may limit our ability to make sales in those
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countries. In addition, there have been increased efforts by activists to cause companies and consumers to boycott
Israeli goods based on Israeli government policies. Such actions, particularly if they become more widespread, may
adversely impact our ability to sell our products.

We are adversely affected by the changes is the value of the dollar against the NIS and could be adversely
affected by the rate of inflation in Israel.

We generate most of our revenues in dollars and, in 2018, a significant portion of our expenses, primarily salaries,
related personnel expenses and the leases of our buildings in Israel, were incurred in NIS. We anticipate that a
significant portion of our expenses will continue to be denominated in NIS.

Our NIS related costs, as expressed in dollars, are influenced by the exchange rate between the dollar and the NIS.
During 2016 and 2017, the NIS appreciated against the dollar, which resulted in an increase in the Dollar cost of our
operations in Israel, and during 2018, the NIS depreciated against the Dollar, which resulted a decrease in the Dollars
cost of our operations in Israel. To the extent the Dollar weakens against the NIS, we could experience an increase in
the cost of our operations, which are measured in Dollars in our financial statements, which could adversely affect our
results of operations. In addition, in periods in which the Dollar appreciates against the NIS, we bear the risk that the
rate of inflation in Israel will exceed the rate of such devaluation of the NIS in relation to the Dollar or that the timing
of such devaluations were to lag considerably behind inflation, which will increase our costs as expressed in Dollars.

A decrease in value of the Dollar in relation to the NIS could have the effect of increasing the cost in Dollars of these
expenses. Our Dollar-measured results of operations were adversely affected in 2016 and 2017 when the NIS
appreciated against the dollar. This could happen again if the dollar were to decrease in value against the NIS.
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In order to manage the risks imposed by foreign currency exchange rate fluctuations, from time to time, we enter into
currency forward and put and call options contracts to hedge some of our foreign currency exposure. We can provide
no assurance that our hedging arrangements will be effective. In addition, if we wish to maintain the
dollar-denominated value of our products in non-U.S. markets, devaluation in the local currencies of our customers
relative to the dollar may cause our customers to cancel or decrease orders or default on payment.

Because exchange rates between the NIS and the dollar fluctuate continuously, exchange rate fluctuations have an
impact on our profitability and period-to-period comparisons of our results of operations. In 2018, the value of the
dollar increased in relation to the NIS by 8.1% and the inflation rate in Israel was 0.8%. In 2017, the value of the
dollar decreased in relation to the NIS by 9.8% and the deflation rate in Israel was 0.4%. In 2016, the value of the
dollar decreased in relation to the NIS by 1.5% and the deflation rate in Israel was 0.2%. Our results of operations
may be adversely affected in case of a decrease in the value of the dollar to the NIS.

The Israeli government programs in which we currently participate, and the tax benefits we currently receive
require us to meet several conditions and may be terminated or reduced in the future, which would increase
our costs.

Currently there are five programs under the Israeli Law for the Encouragement of Capital Investments, 1959, (the
“Investment Law”), that entitle us to certain tax benefits. Our facilities in Israel have been granted Approved Enterprise
status according to the Investment Law under three programs of Approved Enterprise. We have also two programs

that qualify as Beneficiary Enterprises pursuant to an amendment to the Investment Law that came into effect in April
2005 (the “2005 Amendment”). Among other things, the 2005 Amendment, provides tax benefits to both local and
foreign investors and simplifies the approval process. Such amendments do not apply to investment programs
approved prior to December 31, 2004. Therefore, our Approved Enterprise programs are not subject to the provisions
of the 2005 amendment, but our two Beneficiary Enterprise programs are subject to the amendment.

In order to be eligible for tax benefits under the Investment Law, our Approved Enterprise and Beneficiary Enterprises
must comply with various conditions set forth in the Investment Law and the criteria set forth in the applicable
certificate of approval for the Approved Enterprise, as well as periodic reporting obligations. If we fail to meet these
requirements, we would be subject to corporate tax in Israel at the regular statutory rate. Additionally, some of these
programs and the related tax benefits are available to us for a limited number of years, and these benefits expire from
time to time. We could also be required to refund tax benefits, with interest and adjustments for inflation based on the
Israeli consumer price index. See Note 13 to our Consolidated Financial Statements for additional information with
respect to tax benefits under the Investment Law.

If the Government of Israel discontinues or modifies these programs and potential tax benefits, our business, financial
condition and results of operations could be materially and adversely affected.
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The government grants we have received for research and development expenditures limit our ability to
manufacture products and transfer technologies outside of Israel and require us to satisfy specified conditions.
If we fail to satisfy these conditions, we may be required to refund grants previously received together with
interest and penalties. In addition, the government grants may be discontinued or reduced in the future.

In connection with research and development grants we received from IIA, we must pay royalties to IIA on the
revenue derived from the sale of products, technologies and services developed with the grants from IIA. The terms of
ITA grants and the law pursuant to which grants are made restrict our ability to manufacture products or transfer
technologies outside of Israel if IIA grants funded the development of the products or technology, without special
approvals from IIA. Furthermore, the consideration available to our shareholders in a transaction involving the
transfer outside of Israel of technology or know-how developed with IIA funding (such as a merger or similar
transaction) may be reduced by any amounts that we are required to pay IIA. These restrictions may limit our ability
to enter into agreements for such transactions without ITA approval. We cannot be certain that any approval of ITA will
be obtained on terms that are acceptable to us, or at all.

In order to meet specified conditions in connection with the grants and programs of IIA, we have made representations
to the Government of Israel concerning our Israeli operations. If we fail to meet the conditions related to the grants,
including the maintenance of a material presence in Israel, or if there is any material deviation from the
representations made by us to the Israeli government, we could be required to refund the grants previously received
(together with an adjustment based on the Israeli consumer price index and an interest factor) and would likely be
ineligible to receive IIA grants in the future and, in certain cases, may be subject to criminal charges. In addition,
manufacturing products outside the State of Israel (as we currently do) increases the rates of royalties to be paid to
ITA. Any inability to receive these grants would result in an increase in our research and development expenses.
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In 2018, we recognized a royalty-bearing grant of $5.7 million from the Government of Israel, through IIA, for the
financing of a portion of our research and development expenditures in Israel. The IIA budget has been subject to
reductions, which may affect the availability of funds for these prospective grants and other grants in the future. As a
result, we cannot be certain that we will continue to receive grants at the same rate, or at all. In addition, the terms of
any future IIA grants may be less favorable than our past grants. As of December 31, 2018, we have a contingent
obligation to pay royalties in the amount of approximately $66.1 million.

It may be difficult to enforce a U.S. judgment against us, our officers and directors, assert U.S. securities law
claims in Israel or serve process on substantially all of our officers and directors.

We are incorporated in Israel. Most of our executive officers and directors are nonresidents of the United States, and a
majority of our assets and the assets of these persons are located outside the United States. Therefore, it may be
difficult to enforce a judgment obtained in the United States against us or any such persons or to effect service of
process upon these persons in the United States. Israeli courts may refuse to hear a claim based on a violation of U.S.
securities laws because Israel is not the most appropriate forum to bring such a claim. In addition, even if an Israeli
court agrees to hear a claim, it may determine that Israeli law and not U.S. law is applicable to the claim. If U.S. law is
found to be applicable, the content of applicable U.S. law must be proved as a fact which can be a time-consuming
and costly process. Certain matters of procedure will also be governed by Israeli law. There is little binding case law
in Israel addressing these matters. Additionally, there is doubt as to the enforceability of civil liabilities under the
Securities Act and the Exchange Act in original actions instituted in Israel.

Israeli law and provisions in our articles of association may delay, prevent or make difficult a merger with or
an acquisition of us, which could prevent a change of control and therefore depress the price of our shares.

Provisions of Israeli law may delay, prevent or make undesirable a merger or an acquisition of all or a significant
portion of our shares or assets. Israeli corporate law regulates acquisitions of shares through tender offers and mergers,
requires special approvals for transactions involving significant shareholders and regulates other matters that may be
relevant to these types of transactions. These provisions of Israeli law could have the effect of delaying or preventing a
change in control and may make it more difficult for a third party to acquire us, even if doing so would be beneficial
to our shareholders. These provisions may limit the price that investors may be willing to pay in the future for our
ordinary shares. In addition, our articles of association contain certain provisions that may make it more difficult to
acquire us, such as a staggered board, the ability of our board of directors to issue preferred stock and limitations on
business combinations with interested shareholders. Furthermore, Israel tax considerations may make potential
transactions undesirable to us or to some of our shareholders.

The rights and responsibilities of our shareholders are governed by Israeli law which may differ in some
respects from the rights and responsibilities of shareholders of U.S. corporations.
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Since we are incorporated under Israeli law, the rights and responsibilities of our shareholders are governed by our
articles of association and Israeli law. These rights and responsibilities differ in some respects from the rights and
responsibilities of shareholders in United States corporations. In particular, a shareholder of an Israeli company has a
duty to act in good faith and in a customary manner in exercising its rights and performing its obligations towards the
company and other shareholders and to refrain from abusing its power in the company, including, among other things,
in voting at a general meeting of shareholders on certain matters, such as an amendment to a company’s articles of
association, an increase of a company’s authorized share capital, a merger of a company and approval of related party
transactions that require shareholder approval. In addition, a controlling shareholder or a shareholder who knows that
it possesses the power to determine the outcome of a shareholders’ vote or to appoint or prevent the appointment of an
office holder in a company or has another power with respect to a company, has a duty to act in fairness towards the
company. However, Israeli law does not define the substance of this duty of fairness. Some of the parameters and
implications of the provisions that govern shareholder behavior have not been clearly determined. These provisions
may be interpreted to impose additional obligations and liabilities on our shareholders that are not typically imposed
on shareholders of United States corporations.

Risks Relating to the Ownership of our Ordinary Shares

The price of our ordinary shares may fluctuate significantly.

The market price for our ordinary shares, as well as the prices of shares of other technology companies, has been
volatile. Between January 1, 2014 and March 14, 2019, the trading price of our shares on Nasdaq has fluctuated from
a low of $2.69 to a high of $14.96. The following factors may cause significant fluctuations in the market price of our
ordinary shares:
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-fluctuations in our quarterly revenues and earnings or those of our competitors;

-shortfalls in our operating results compared to levels forecast by securities analysts or by us;

-announcements concerning us, our competitors or telephone companies;

-announcements of technological innovations;

-the introduction of new products;

-changes in product price policies involving us or our competitors;

-market conditions in the industry;

-integration of acquired businesses, technologies or joint ventures with our products and operations;

-the conditions of the securities markets, particularly in the technology and Israeli sectors; and

-political, economic and other developments in the State of Israel and worldwide.

In addition, stock prices of many technology companies fluctuate significantly for reasons that may be unrelated or
disproportionate to operating results. The factors discussed above may depress or cause volatility of our share price,
regardless of our actual operating results.

Our quarterly results of operations have fluctuated in the past and we expect these fluctuations to continue.
Fluctuations in our results of operations may disappoint investors and result in a decline in our share price.

We have experienced and expect to continue to experience significant fluctuations in our quarterly results of
operations. In some periods, our operating results may be below public expectations or below revenue levels and
operating results reached in prior quarters or in the corresponding quarters of the previous year. If this occurs, the
market price of our ordinary shares could decline.
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The following factors have affected our quarterly results of operations in the past and are likely to affect our quarterly

results of operations in the future:

-size, timing and pricing of orders, including order deferrals and delayed shipments;

-launching of new product generations;

-length of approval processes or market testing;

-technological changes in the telecommunications industry;

-competitive pricing pressures;

-the timing and approval of government research and development grants;

accuracy of telecommunication company, distributor and original equipment manufacturer forecasts of their
customers’ demands;

-changes in our operating expenses;

-disruption in our sources of supply;

-temporary or permanent reduction in purchases by our significant customers; and

-general economic conditions.

Therefore, the results of any past periods may not be relied upon as an indication of our future performance.
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Our actual financial results might vary from our publicly disclosed financial forecasts.

From time to time, we publicly disclose financial forecasts and other performance metrics. Our forecasts reflect
numerous assumptions concerning our expected performance, as well as other factors which are beyond our control
and which might not turn out to be correct. As a result, variations from our forecasts could be material. Our financial
results are subject to numerous risks and uncertainties, including those identified throughout this “Risk Factors™ section
and elsewhere in this Annual Report. If our actual financial results are worse than our financial forecasts, the price of
our ordinary shares may decline. A large portion of our sales is made during the last month of each quarter. As a

result, any delay in our receipt of orders could affect our results for a quarter and the accuracy of our forecasts.

It is our policy that we will generally not provide quarterly forecasts of the results of our operations. This
policy could affect the willingness of analysts to provide research with respect to our ordinary shares, which
could affect the trading market for our ordinary shares.

It is our policy that we will generally not provide quarterly forecasts of the results of our operations. This could result
in the reduction of research analysts who cover our ordinary shares. Any reduction in research coverage could affect
the willingness of investors, particularly institutional investors, to invest in our shares which could affect the trading
market for our ordinary shares and the price at which our ordinary shares are traded.

As a foreign private issuer whose shares are listed on Nasdaq, we follow certain home country corporate
governance practices instead of certain Nasdaq requirements.

As a foreign private issuer whose shares are listed on Nasdaq, we are permitted to follow certain home country
corporate governance practices instead of certain requirements conta