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About the Company

Orbotech Ltd. has been at the cutting edge
of the electronics industry supply chain, as
an innovator of enabling technologies
used in the manufacture of the world’s
most sophisticated consumer and industrial
products, for over 30 years. The Company
is a leading provider of yield-enhancing
and production solutions, primarily for
manufacturers of printed circuit boards and
flat panel displays; and today, virtually every
electronic device is produced using Orbotech
technology. The Company also applies its-
core expertise and resources in other advanced
technology areas, including character
recognition for check and forms processing
and solar photovoltaic manufacturing.
Headquartered in Israel and operating from
multiple locations internationally, Orbotech’s
highly talented and inter-disciplinary
professionals design, manufacture, sell and
service the Company’s end-to-end portfolio
of solutions for the benefit of customers the
world over. For more information visit
www.orbotech.com.
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2010 2009 2008
Statement of Operations
(in thousands of dollars
except per share data)
Revenues 529,355 359,330 407,950
Operating income (loss) 57,687 (5,124)  (95,408)
Net income (loss) 34,145  (19,924) (135,305)
Earnings (loss) per share -
fully diluted 0.95 (0.58) (4.04)
Financial position
at year end
(in thousands of dollars)
Working capital 356,378 324,188 165,285
Equity 349,555 312,513 313,030
Number of employees 1,770 1,602 1,693
at year end
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To Our Shareholders and Friends

Orbotech’s financial results for 2010 reflected the strong demand for our core products arising from
increased capital investments by both PCB and FPD manufacturers. These in turn, were a function of the
significantly higher demand for sophisticated consumer electronic devices, such as LCD televisions,
smartphones, tablet computers and other mobile communications and computing devices, in the manufacture of
which Orbotech’s advanced and integrated yield-enhancing and production solutions are critical.

Revenues in 2010 were $529.4 million, compared with $359.3 million in 2009, an increase of approximately
47%, and the Company reported GAAP net income of $34.1 million, or $0.95 per share (diluted) for the year.

Revenues from the sale and service of PCB-related equipment for 2010 were $250.0 million, compared with
$144.1 million in 2009. This growth reflected the rapid implementation of capacity expansion plans undertaken
by PCB manufacturers, primarily in China, which was driven by a significantly higher demand for, and sales of,
consumer electronic devices. The Company’s most advanced product offerings, in particular our direct imaging
systems, have increasingly become indispensable tools in enabling PCB manufacturing customers to meet the
stringent production requirements inherent in producing these sophisticated consumer electronic devices on a
mass production basis. This was evidenced by the sale, during 2010, of 107 Paragon direct imaging systems,
significantly more than the 44 systems sold during 2009. In addition, in October 2010, we introduced our new
Fusion Series AOI systems and Sprint-100 inkjet legend printer. We believe that these, among other factors, led
to an improvement in the Company’s competitive position in the PCB industry and, as a result, increased
revenues from our PCB business, during the year.

Revenues from the sale and service of FPD-related equipment in 2010 increased to $265.6 million from the
$201.2 million recorded in 2009. As is typical in the FPD industry, which is characterized by long lead delivery
times, FPD revenues recorded by the Company in 2010 were attributable to orders received in that and the
previous year. During the latter part of 2009, FPD fabrication facilities were running at close to full capacity
utilization, with supply and demand in approximate equilibrium, and we believe that this encouraged FPD
manufacturers to increase their capital investments in 2010. Towards the end of 2009, the Company commenced
delivery of its new Generation 8 FPD Array Checker electrical test systems. Upon receiving initial customer
acceptances for these systems, during the second quarter of 2010, the Company recognized revenues from these
systems for the first time. During the fourth quarter of 2010, the Company commenced delivery of its new
EVision series of Generation 8 FPD-AOI systems and received initial customer acceptances for these systems in
the first quarter of 2011.

Revenues from the Company’s Recognition Software segment in 2010 were $13.8 million, slightly less than
the $14.1 million recorded in 2009. We believe this stemmed from a residual sentiment of caution felt by some of
Orbograph’s customers as a result of the finance and banking-related economic downturn of 2008 and 2009.
Nevertheless, we believe the relative stability in revenues from this part of the Company’s business demonstrates
the strong reliance that customers continue to place upon Orbograph’s innovative solutions and support services.

In February 2011, the Company consummated an agreement with General Electric Company pursuant to
which a subsidiary of General Electric, GE Medical Systems Israel Ltd., acquired the assets of Orbotech Medical
Solutions Ltd. for approximately $9.0 million in cash and up to an additional $5.0 million in cash which may be
payable in the future subject to the achievement of certain agreed performance-based milestones. In addition, in
April 2011, the Company entered into a conditional agreement for a management buyout of Orbotech Medical
Denmark A/S, following our earlier commitment to divest this entity by the end of 2011. This transaction is
expected to close during the current quarter. As a result, both of these companies had been classified as
discontinued operations, and certain financial data for 2010 and previous fiscal years provided in our 2010
Annual Report and Financial Statements were re-cast to reflect this.

Service revenues in 2010 were $119.8 million, compared with $107.5 million in 2009, an increase of
approximately 11%, which we believe reflected additional revenues generated from the higher overall capacity
utilization rates at customers’ manufacturing facilities during 2010 and our increased installed base.



In March 2011, we announced the receipt of the first order for our newly-developed product for the
deposition of anti-reflective coating on crystalline silicon photovoltaic wafers for solar energy panels and,
following successful initial testing of this product, the ordered system is currently in the process of being

~ delivered on a beta site basis. These developments mark the initial commercialization of a new business area for

Orbotech and an important expansion, beyond our traditional yield-enhancing and production solutions for PCB
and FPD customers, into the area of solar energy manufacturing. As such, we consider them to be a significant
milestone in the Company’s history, particularly at this time as we mark 30 years since Orbotech’s inception in
1981. During 2010 we also received a number of customer awards, including the ‘Best Vendor for 2010° award
from AU Optronics Corporation, a world-leading Taiwanese manufacturer of TFT-LCD panels. This prestigious
award recognizes the achievements made possible by Orbotech’s commitment to superior customer support and
technology leadership.

During 2010, research and development costs increased to $78.3 million in 2010 from $64.1 million in
2009. This increase was primarily attributable to the continuing investments in developing new products,
including those intended for solar energy manufacturing, as well as investments in new and innovative
technologies designed to enable us to continue to provide state-of-the-art solutions for the Company’s PCB and
FPD manufacturing customers.

The Company’s financial position at December 31, 2010 improved as compared with the end of 2009.
During 2010, the Company generated approximately $50 million in cash from operating activities, and concluded
the year with cash, cash equivalents and marketable securities of $184.8 million, compared with $174.0 million
at the end of 2009. At the end of 2010, the Company’s net cash position was approximately $57 million and its
total debt had been reduced to $128 million.

The improved conditions during 2010 and the early part of 2011 have led to a significant increase in demand
for consumer end-products, driving expansion in the electronics industry, particularly in the Far East. As a result,
the industry is experiencing greater capital expenditures by electronics manufacturers. These factors led to a
substantial improvement in the Company’s business in 2010, and while we also anticipate an increase in the level
of business in 2011, conditions in the electronics industry—particularly in the Far East—are nevertheless closely
tied to the global economic environment, and any downturn could negatively impact the electronics industry
generally and the Company’s business in particular.

-After 30 years of industry leadership and accumulated productiveness and ingenuity, virtually every
electronic device in the world is now manufactured using Orbotech technology, and although we have always
benefited from the support of our shareholders, customers and suppliers, our long-term accomplishments would
not have been possible at all were it not for our outstanding employees. For them, as always, we reserve our final
note of gratitude. Their uncompromising commitment to delivering best-in-class solutions that meet, and often
exceed, our PCB and FPD customers’ extremely exacting requirements, their patience and expertise in resolving
the most difficult technological challenges faced by these manufacturers, and their boundless innovativeness and
creativity which enable us to look confidently to the future, remain at the very heart of Orbotech’s success.

Ao

Mr. Yochai Richter
Active Chairman of the Board

0l

Mr. Raanan Cohen
President and
Chief Executive Officer
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Introduction

This Annual Report on Form 20-F (this “Annual Report”) relates to the Ordinary Shares New Israeli
Shegels (“NIS”) 0.14 nominal (par) value each (“Ordinary Shares™) of Orbotech Ltd. (the “Company”, the
“Registrant” or “Orbotech”). In this Annual Report, references to: (i) Orbotech Ltd. are intended to be to
Orbotech Ltd. and not to any of its subsidiaries or joint venture; (ii) the Company, the Registrant or Orbotech are,
unless the context otherwise requires, intended to be to Orbotech Ltd. and its consolidated entities, including the
joint venture, Frontline P.C.B. Solutions Limited Partnership (“Frontline”); (iii) the “PDI Acquisition” are to
the acquisition on October 2, 2008 (the “PDI Closing Date”), of Photon Dynamics, Inc. (“PDI”) by a subsidiary
of Orbotech Ltd. pursuant to the Agreement and Plan of Merger and Reorganization, which was executed on, and
dated June 26, 2008 (the “PDI Acquisition Agreement”), for an aggregate purchase price of approximately
$295.8 million; (iv) the “Financing Agreement” are to the Financing Agreement entered into and signed on
July 22, 2008, between Orbotech Ltd. and Israel Discount Bank Ltd. (“IDB”), as amended by the Financing
Agreement—First Amendment entered into and signed on February 22, 2009, between Orbotech Ltd. and IDB
(the “Financing Agreement First Amendment”), both of which were subsequently replaced and superseded by
the Amended Financing Agreement, entered into and signed on December 21, 2009, between Orbotech Ltd. and
IDB as amended on May 27, 2010 and February 15, 2011 (as so amended, the “Amended Financing
Agreement”); and (v) the “Loan Agreements” are intended to be to the Financing Agreement, as amended by
the Financing Agreement First Amendment, both as replaced and superseded by the Amended Financing
Agreement. See Item 5—Operating and Financial Review and Prospects—Liquidity and Capital Resources for a
description of the material terms of the Loan Agreements.

This Annual Report includes industry data obtained from periodic industry publications, including industry
reports by IDC, Frost & Sullivan and Prismark Partners LLC (“Prismark”), and internal Company information,
and also includes certain statements as to competitive position that are based primarily on the Company’s
knowledge of the industry and industry data. Industry publications and surveys generally state that the
information they contain has been obtained from sources believed to be reliable. Unless otherwise noted,
statements as to the Company’s relative competitive position are approximated based on revenues and
management estimates using the above-mentioned third-party data and internal analyses and estimates.

~ The financial results of PDI and its consolidated entities have been included in Orbotech’s financial results
since the PDI Closing Date. Non-financial information presented herein, such as number of employees, patents
and properties utilized by the Company in its operations, includes PDI and its consolidated entities for such
information presented as of or for periods after the PDI Closing Date, but not before, and does not include
information as to Frontline.

Orbotech is principally engaged in the design, development, manufacture, marketing and service of yield-
enhancing and production solutions for the supply chain of the electronics industry. The Company’s products
include automated optical inspection (“AOI”) automated optical repair (“AOR”), imaging and production
systems for printed circuit boards (“PCB”s) and AO], test, repair and process monitoring systems for flat panel
displays (“FPD’’s). The Company also markets computer-aided manufacturing (“CAM”) and engineering
solutions for PCB production. In addition, through Orbograph Ltd. (“Orbograph”), the Company develops and
markets character recognition solutions to banks and other financial institutions, and has developed a proprietary
technology for web-based, location-independent data entry for use, among other things, in check and forms
processing; and, through Orbotech LT Solar, LLC (“OLTS”), is engaged in the research and development of
products for the deposition of anti-reflective coating on crystalline silicon photovoltaic wafers for solar energy
panels. The Company is continuing to develop technologies for use in other applications both within and outside
the electronics industry. The Company derives a significant portion of its revenues from the service and support
of its products.



Cautionary Statement Regarding Forward-Looking Information

This Annual Report contains certain forward-looking statements and information with respect to, among
other things, the business, the industries in which the Company operates, the financial condition, results of
operations, plans, objectives and competitive position of the Company, which statements can often be identified
by the use of forward-looking terminology such as ‘believes’, ‘expects’, ‘may’, ‘will’, ‘should’ or ‘anticipates’,
the negatives thereof or other variations thereon or comparable terminology, or as part of discussions of strategy
and trends. Such statements include, but are not limited to, certain statements appearing in Item 3—Key
Information—Risk Factors; Item 4—Information on the Company; and Item 5—Operating and Financial Review
and Prospects regarding trends in the electronics, recognition software, solar energy and other industries relevant
to the Company, revenues, net income, industry size, competitive position, market demands, volumes, prices,
margins, research and development, capital expenditures, patents, the effect of technological developments,
strategy and management objectives, opinions and outlook for 2011 and beyond. Such statements are derived
from beliefs and assumptions of the Company’s management based, in part, upon information available to the
Company as of the date hereof. They reflect the present views of the Company with respect to market conditions
and future events and are inherently subject to various risks, uncertainties and other factors that may affect the
ability of the Company to implement its business strategy and/or may cause actual results to differ materially
from those contemplated by the statements expressed herein. These risks, uncertainties and factors include, but
are not limited to, cyclicality in the industries in which the Company operates, the Company’s production
capacity, timing and occurrence of product acceptance, worldwide economic conditions generally, especially in
the industries in which the Company operates, the timing and strength of product and service offerings by the
Company and its competitors, changes in business or pricing strategies, changes in the prevailing political and
regulatory framework in which the relevant parties operate or in economic or technological trends or conditions,
including currency fluctuations, inflation and consumer confidence, on a global, regional or national basis, the
level of consumer demand for sophisticated devices such as smartphones, tablets and other electronic devices, the
ability to sell Orbotech Medical Denmark A/S (“OMD”) in the time frame anticipated, if at all, and the other
matters discussed under Item 3—Key Information—Risk Factors.

Many of the above factors are beyond the control of the Company and almost all of them are difficult or
impossible to predict with accuracy. Therefore, the Company cautions each reader of this Annual Report to
consider carefully these, as well as any other specific factors discussed with each forward-looking statement in
this Anrual Report and as may be disclosed in the Company’s future filings with the United States Securities and
Exchange Commission (the “SEC”). For more information regarding the above factors and other risks, see
Item 3—Key Information—Risk Factors.

To the extent that this Annual Report contains forward-looking statements (as distinct from historical
information), the Company desires to take advantage of the safe harbor provisions of the United States Private
Securities Litigation Reform Act of 1995 and is therefore including this statement for the express purpose of
availing itself of the protections of the safe harbor with respect to all forward-looking statements. Furthermore,
the Company does not assume any obligation to update any forward looking statements contained herein as a
result of future events or otherwise, except as required by law.



PART 1

Item 1.  Identity of Directors, Senior Management and Advisers
1.A  Directors and Senior Management

Not applicable in Annual Report on Form 20-F.

1.B Advisers
Not applicable in Annual Report on Form 20-F.

1.C  Auditors
Not applicable in Annual Report on Form 20-F.

Item 2.  Offer Statistics and Expected Timetable
2.A Offer Statistics
Not applicable in Annual Report on Form 20-F.

2.B Method and Expected Timetable
Not applicable in Annual Report on Form 20-F.

Item 3.  Key Information
3.A Selected Financial Data

The consolidated statement of operations data set forth in this Item 3.A with respect to the years ended
December 31, 2010, 2009 and 2008, and the consolidated balance sheet data as of December 31, 2010 and 2009,
have been derived from the audited Consolidated Financial Statements listed in Item 18 (including the notes
thereto, the “Financial Statements™), which have been prepared in accordance with generally accepted
accounting principles (“GAAP”) in the United States, except as otherwise described therein. The consolidated
statement of operations data set forth in this Item 3.A with respect to the years ended December 31, 2007 and
2006, and the consolidated balance sheet data as of December 31, 2008, 2007 and 2006, have been derived from
other consolidated financial statements not included herein that have been adjusted for discontinued operations
and have been prepared in accordance with U.S. GAAP. The selected consolidated financial data set forth in this
Item 3.A should be read in conjunction with Item 3—Key Information—Risk Factors, Item 5—Operating and
Financial Review and Prospects and the Financial Statements.



Statement of Operations Data:
(in thousands except per share data and footnotes)

Year Ended December 31,
2010 2009 2008 2007 2006
REVENUES . ..ottt et $529,355 $359,330 $ 407,950 $349,527 $415,834
Cost of revenues:
Cost of products sold and services rendered . . .. .. .. 312,901 220,202 241,946 199,649 224,632
Write-down of inventories (1) .................. — — 3,348 4,821 —_—
Total costofrevenues .. .......... ... cciiinnvn... 312,901 220,202 245,294 204,470 224,632
Gross profit .. ....oooiii i e 216,454 139,128 162,656 145,057 191,202
Research and development costs:
Expensesincurred ........... ... ... . ... 81,191 66,318 75,353 67,243 59,592
Less—govemment participations (2) ............. 2,864 2,212 3,281 3,247 1,708
Net research and developmentcosts .. ................ 78,327 64,106 72,072 63,996 57,884
Selling, general and administrative expenses ........... 66,264 63,598 71,723 65,962 68,370
Amortization of intangible assets (3) ................. 14,176 19,848 5,743 1,120 —
In-process research and development charges (4) ....... — — 6,537 — —
Restructuring costs (5) .................. [ — — 8,621 510 3,332
Impairment (adjustment of impairment) of
goodwill (6) .. ... — (3,300) 93,368 — —
Operating income (10SS) .. .......ovuivvriiunnneennn. 57,687 (5,124) (95,408) 13,469 61,616
Financial income (expenses)—net (7) ................ (7,284) (11,090) (1,474) 9,502 7,531
Write-down of long-term investments (8) ............. — — — (5,000) (205)
Income (loss) from continuing operations before taxes on
IICOMIE © ottt et ettt et et i 50,403 (16,214) (96,882) 17,971 68,942
Income tax expense (benefit) ....................... 7,397 (372) 800 2,805 7,893
Income (loss) from continuing operations of the
COMPANY .o v ettt e 43,006 (15,842) (97,682) 15,166 61,049
Share in losses of an associated company ............. — — — (266) (315)
Net income (loss) from continuing operations .......... 43,006 (15,842) (97,682) 14,900 60,734
Loss from discontinued operations, net of tax (9) ....... 8,717 3,914 37,391 13,000 5,509
Netincome (10SS) ... ..ot e 34,289 (19,756) (135,073) 1,900 55,225
Net income attributable to the non-controlling interest . .. 144 168 232 416 255
Net income (loss) attributable to Orbotech Ltd. ......... $ 34,145 $(19,924) $(135,305)$ 1,484 $ 54,970
Amounts attributable to Orbotech Ltd.:
Income (loss) from continuing operations ......... 42,862 (16,010) (97,914) 14484 60479
Loss from discontinued operations, net of tax ...... 8,717) (3,914) (37,391) (13,000) (5,509)
Net Income (loss) attributable to Orbotech . .. ... ... $ 34,145 $(19,924) $(135,305) $ 1,484 $ 54,970

Earnings (loss) per share
Income (loss) from continuing operations

DASIC i e $ 123§ (©046)$% (292)$% 044 $ 183

diluted ... e $ 120% ©046)$ (292)$ 044 $ 1.81
Net income (loss):
basiC ... e $ 098 3% (058)% @oHs$ 0043 1.66
diluted (10) . ... o e $§ 095% (058)% @04H$ 004 38 1.65
Weighted average number of shares used in computation

of earnings (loss) per share:
DaSIC .o 34,911 34,501 33,512 33,091 33,105
diluted ... .. .. 35,778 34,501 33,512 33,190 33,399




Balance Sheet Data:
(in thousands)

December 31,
2010 2009 2008 2007 2006
Working capital (11) .......... ... ... ... ..... $356,378 $324,188 $165,285 $342,563 $371,374
Long-term bank loan (12) ...................... 96,000 128,000 — — —
Totalassets . ..........ouiiii .. 628,341 605,762 634,861 573,171 575,013
Capitalstock . ....... .. ... 176,698 171,494 163,641 146,690 134,258
Equity (13) ... 349,555 312,513 313,030 440,952 442416

(1) The write-downs of inventories of $3,348,000 in 2008 and $4,821,000 in 2007 primarily relate to excess
inventories of components for certain of the Company’s PCB products. See Note 3 to the Financial
Statements.

(2) The Company receives funding, principally from the Israeli Government, for the development of approved
projects and is not required to pay royalties on sales of products developed on the basis of such funding. See
Note 1n to the Financial Statements.

(3) The amortization of intangible assets in 2010, 2009 and 2008 is primarily attributable to the PDI
Acquisition. Based on current factors, estimated amortization expense associated with intangible assets for
2011 is $12,287,000. See Note 5b to the Financial Statements.

(4) In-process research and development charges in 2008 were associated with the PDI Acquisition. See Note
2c¢ to the Financial Statements.

(5) The restructuring charges of $8,621,000 in 2008, $510,000 in 2007 and $3,332,000 in 2006, relate to
reductions in the Company’s workforce and rationalizations of certain of its research and development,
manufacturing and operating activities, in order to realign the Company’s infrastructure. See Note 14e to the
Financial Statements.

(6) The adjustment of impairment of goodwill in 2009 represents $3,300,000 of additional consideration from
the sale of Salvador Imaging, Inc. (“Salvader”) which was owned by PDI at the time of the PDI
Acquisition. The impairment of goodwill of $93,368,000 in 2008 is comprised of: a write-off of
$87,977,000 of goodwill associated with the Company’s FPD business; and a write-off of $5,391,000 of

- goodwill associated with the Company’s assembled PCB business. See Notes 1j and 2c to the Financial
Statements.

(7) Includes interest income from cash which was subsequently used in connection with the completion of the
PDI Acquisition and interest expense associated with $160,000,000 borrowed under the Loan Agreements to
complete the PDI Acquisition, $128,000,000 of which remained outstanding at December 31, 2010. See
Notes 2c, 6 and 14f to the Financial Statements.

(8) The write-downs of long-term investments of $5,000,000 in 2007 and $205,000 in 2006 reflect the
impairment of the Company’s interests in two private Israeli companies.

(9) The loss from discontinued operations, net of tax of $8,717,000 in 2010, $3,914,000 in 2009, $37,391,000 in
2008, $13,000,000 in 2007 and $5,509,000 in 2006 is attributable to the re-classification during 2010 of
OMS and OMD as discontinued operations.

(10) Excludes equity awards outstanding at December 31, 2009 and 2008, as their inclusion would be anti-
dilutive.

(11) Working capital is defined as current assets less current liabilities. The decrease in working capital in 2008
is attributable to the $160.0 million borrowed from IDB under the Loan Agreements in connection with the
PDI Acquisition, initially as a short-term loan but which, on December 21, 2009, was converted into long-
term borrowings. “

(12) Net of current maturities.

(13) Comprising shareholders’ equity and non-controlling interest.




As of January 31, 2011, the Company had outstanding indebtedness in an aggregate principal amount of
$128.0 million, $32.0 million of which is due to be repaid in 2011. The Company has not paid any cash
dividends in the last five years. See Item 5—Operating and Financial Review and Prospects—Liquidity and
Capital Resources.

3.B Capitalization and Indebtedness
Not applicable in Annual Report on Form 20-F.

3.C Reasons for the Offer and Use of Proceeds
Not applicable in Annual Report on Form 20-F.

3.D Risk Faciors

Our business faces significant risks. You should, in addition to the Cautionary Statement Regarding
Forward-Looking Information noted above, give careful consideration to the information set forth below and
elsewhere in this Annual Report concerning risks and uncertainties in connection with any investment in our
Ordinary Shares. Additional risks not currently known to us or that we currently believe are immaterial may also
impair our business, results of operations, financial condition and liquidity.

(a) We have incurred net losses in the past and we may not be profitable in the future.

Although we recorded net income of $34.1 million for the year ended December 31, 2010, we recorded net
losses of $19.9 million for the year ended December 31, 2009 and $135.3 million for the year ended
December 31, 2008. Our ability to sustain profitability in the future depends in part on the global economy, the
rate of growth of, and changes in technology trends in, the PCB, FPD and other industries in which we currently
or may in the future operate, our ability to develop and manufacture new products and technologies in a timely
manner, the competitive position of our products, the continued acceptance of our products by our customers and
in the industries that we serve and our ability to manage expenses. We have in the past undertaken cost cutting
initiatives in response to worldwide economic conditions, including reducing our worldwide workforce. In the
future, we may also have to undertake cost reduction initiatives to remain profitable, which may lead to a
deterioration of our competitive position, and any difficulty in reducing our cost structure could negatively
impact our results of operations and cash flow in the future. We cannot assure you that we will continue to
remain profitable.

(b) We are dependent upon the worldwide electronics industry and unfavorable changes in economic
conditions and capital expenditures may negatively impact our operating results.

Our revenue is dependent upon the strength of the worldwide electronics industry. In particular, we depend
upon the need by manufacturers of PCBs and FPDs to make continuing capital investments in systems and
products, such as those marketed and sold by us, for use in their manufacturing processes. These spending levels
are impacted by the worldwide level of demand for consumer end-products that utilize PCBs and FPDs as
electronic components in their production, including, among others, smartphones, tablets, computers, televisions,
automobiles and portable electronic devices and for products used in medical, industrial, telecommunications and
military applications. Demand for consumer end-products is normally a function of prevailing global or regional
economic conditions and is negatively affected by a general economic slow-down as consumers reduce
discretionary spending on electronics. We are limited in our ability to reduce expenses due to the ongoing need to
invest in research and development and to maintain our worldwide customer service and support operations. In
circumstances of reduced overall demand for electronic devices using PCBs and FPDs, or if orders received
differ from our expectations with respect to the product, volume, price or other items, our fixed cost structure
could have a material adverse effect on our business and results of operations.
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Demand for our products is also created, in part, by technological developments that affect product
functionality or give rise to new or enhanced products, such as smartphones, tablets, LCD televisions and other
sophisticated devices. These developments generate an ongoing need on the part of electronics component
manufacturers for the type of improved yield-enhancing and production solutions we provide. If changes in these
technologies do not continue to occur, or if other technologies were to emerge that lessened or obviated the need
for the use of PCBs and FPDs in electronic devices, the overall demand for our products could be reduced.

(c) Capital investments by PCB and FPD manufacturers are highly cyclical and may decline in the future.
If we fail to respond to industry cycles, our business could be seriously harmed.

Our business relies considerably upon continuing capital investments by manufacturers of PCBs and FPDs.
The capital equipment procurement practices of both PCB and FPD manufacturers have been, and continue to be,
highly cyclical in nature, and have experienced both periodic and sustained downturns. For example, the
contractions in the credit markets and the subsequent severe financial system disruption, which culminated in late
2008, negatively impacted the global economy and resulted in a significant downturn in the electronics industry,
which, in turn, impacted our profitability in recent years. Our business may be negatively affected if the
availability of capital resources for investment is reduced, particularly in the computer, television or
telecommunications industries. In addition, our business could also be negatively affected by reductions in the
capital expenditure programs of PCB or FPD manufacturers.

We may not be able to predict future levels of demand for electronic products and devices with accuracy.
For example, the recent increase in demand for smartphones, tablets, e-readers and other mobile connected
devices may not continue at its current level, may not increase as anticipated and may decline. If this happens,
our PCB business may be adversely impacted. In addition, the increasing demand for higher definition, larger-
sized, more power efficient, low cost FPDs may not continue, may not increase as anticipated and may decline,
which would negatively affect our FPD business. When cyclical fluctuations result in lower than expected
revenue levels, operating results may be adversely affected. Given our limited ability to reduce our significant
expenditures for research and development and worldwide customer support operations, our cost reduction
measures may not be implemented in a sufficiently timely manner in response to industry cycles. Our inability to
respond to industry cycles could have a material adverse effect on our business and results of operations.

(d) Our leverage could adversely affect our ability to raise additional capital to fund our operations, limit
our ability to react to changes in the economy or the industries that we serve and prevent us from meeting
our obligations under our indebtedness. In addition, because a significant portion of our indebtedness is
variable rate debt, our interest expense would increase if interest rates rise. We also may not be able to
generate sufficient cash to service all of our indebtedness.

On September 18, 2008, we borrowed $160.0 million from IDB pursuant to the Loan Agreements. As of
December 31, 2010, we had $128.0 million of principal outstanding indebtedness and our anticipated fiscal 2011
debt service payment obligations are $32.0 million of principal and, based on the applicable interest rate at
December 31, 2010, approximately $4.5 million in interest. Our ability to make payments on our indebtedness
depends on our ability to generate cash in the future. Our ability to generate sufficient cash flow from operations
to make scheduled payments on our debt will depend on a range of economic, competitive and business factors,
many of which are outside our control. Our business may not generate sufficient cash flow from operations to
meet our debt service and other obligations. If we are unable to meet our expenses and debt service and other
obligations, we may need to refinance all or a portion of our indebtedness on or before maturity, sell assets or
raise equity. We may not be able to refinance any of our indebtedness, sell assets or raise equity on commercially
reasonable terms or at all, which could cause us to default on our obligations and impair our liquidity. Our
inability to generate sufficient cash flow to satisfy our debt obligations or to refinance our obligations on
commercially reasonable terms could have a material adverse effect on our business, financial condition, results
of operations or cash flows.

10



Our substantial indebtedness could also have other important consequences with respect to our ability to
manage our business successfully, including: limiting our ability to borrow money for our working capital,
capital expenditures, debt service requirements, strategic initiatives or other purposes; making it more difficult
for us to satisfy our obligations with respect to our indebtedness, and any failure to comply with these obligations
or obligations to other banks or lenders, including restrictive covenants and borrowing conditions, could result in
triggering provisions allowing IDB, the lender under the Loan Agreements, and Bank Hapoalim Ltd.
(“Hapoalim™) the secured party pursuant to the Hapoalim Debenture (as defined below), to accelerate the
repayment of the loans or demand immediate payment of any amounts owed for positions taken by us in
connection with the Hapoalim Banking Activities (as defined below); requiring us to dedicate a substantial
portion of our cash flow to payments on our indebtedness, which would reduce the amount of cash flow available
to fund working capital, capital expenditures, product development and other corporate requirements; limiting
our flexibility in planning for, or reacting to, changes in our operations or business; making us more vulnerable to
downturns in our business or the economy; restricting us from making strategic acquisitions, introducing new
technologies or realizing potential business opportunities; and, in conjunction with the financial and other
restrictive covenants contained in the Loan Agreements and the Hapoalim Debenture, among other things,
limiting our ability to borrow additional funds or dispose of assets.

The Loan Agreements and the Hapoalim Debenture also provide for certain limitations on our ability to sell
assets, other than in the ordinary course of business. We may not be able to sell assets quickly enough or for
sufficient amounts to enable us to meet our obligations. Furthermore, a substantial portion of our assets are, and
may continue to be, intangible assets. Therefore, it may be difficult for us to service all our debt obligations, which
could lead to a material adverse effect on our business, financial condition, results of operations or cash flows.

In addition, the interest rate on $48.0 million of our debt is fixed and the interest rate on the remaining $80.0
million and on the unused amount of an additional $25.0 million short-term credit facility which is available to
us, is variable. As a result, our interest expense would increase if interest rates rise. The interest rate on that
portion of the loan which bears variable interest under the Loan Agreements is based on IDB’s cost plus an
agreed margin. IDB’s cost has been determined with reference to the London Interbank Offered Rate (“LIBOR”),
which in 2010, 2009 and 2008 has been at historic lows and may increase substantially in the future. Fluctuations
in LIBOR or other bank costs may increase our overall debt service obligation and could have a material adverse
effect on our ability to service our debt obligations. An increase of 1% in the interest rate payable on our
outstanding variable rate debt would, as of January 1, 2011, increase our annual debt service requirements by
approximately $0.8 million. Also, we have availability to borrow an additional $25.0 million, and may still incur
significantly more debt in excess of that pursuant to additional financing arrangements that we may, in the future,
enter into, which could intensify the risks described above.

(e¢) The Loan Agreements and the Hapoalim Debenture impose significant operating and financial
restrictions, which could have a material adverse effect on our business, financial condition, results of
operations or cash flows.

On October 21, 2010, Orbotech Litd. issued a debenture in favor of Hapoalim (the “Hapoalim Debenture”)
to secure an approved credit risk limit of up to an aggregate amount of $22.0 million granted by Hapoalim to
Orbotech Ltd., $20.0 million of which was granted in connection with performance of certain forward
transactions and other related activities and $2.0 million of which was granted in connection with factoring
activities (collectively, the “Hapoalim Banking Activities”).

The Loan Agreements and the Hapoalim Debenture contain various covenants that limit or prohibit our
ability, among other things, to: guarantee additional indebtedness; make certain loans, acquisitions or
investments; sell certain assets, including shares of our subsidiaries; create or incur liens; consolidate, merge,
sell, transfer or otherwise dispose of all or substantially all of our assets; and enter into certain transactions with
our affiliates. In addition, under the Loan Agreements we are subject to various financial covenants that are
tested either quarterly or annually. If we do not comply with the covenants, including the financial covenants, the
lender under the Loan Agreements could declare due all amounts thereunder and Hapoalim could require
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payment by us to cover any amounts owed for positions taken by us in connection with the Hapoalim Banking
Activities, as applicable. Acceleration of repayment of borrowings under the Loan Agreements would have a
material adverse effect on our business, results of operations, financial position and cash flow. Certain of the
amendments which have been made to the Loan Agreements were designed to facilitate our compliance with the
financial covenants thereunder and the creation of the charges under the Hapoalim Debenture.

The financial covenants and other affirmative and negative covenants contained in the Loan Agreements
and in the Hapoalim Debenture could limit our ability to plan for or react to industry conditions, meet our capital
needs or otherwise restrict our activities or business plans; and adversely affect our ability to finance our
operations, enter into strategic initiatives, fund investments or engage in other business activities that would be in
our interest.

Upon the occurrence of certain events, IDB could declare due all amounts payable under the Loan
Agreements and Hapoalim could require payment by us to cover amounts owed for positions taken by us in
connection with the Hapoalim Banking Activities, as applicable, and IDB may also terminate all commitments to
extend further credit. If we were unable to repay those amounts, IDB and/or Hapoalim, as applicable, could
proceed against any collateral granted to it/them to secure the Loan Agreements and the Hapoalim Banking
Activities. If IDB accelerates the repayment of borrowings, or Hapoalim requires payment to cover negative
positions, such acceleration would have a material adverse effect on our business, financial condition, results of
operations or cash flows.

() We may raise additional equity from time to time, which could lead to dilution for our existing
shareholders or a decline in our share price.

We may raise equity capital through the issuance of additional Ordinary Shares, subject to market and other
conditions. We filed a shelf registration statement on Form F-3 with the SEC on December 28, 2009 under which
we may issue additional Ordinary Shares, warrants, subscription rights or debt securities with an aggregate
offering price of up to $150.0 million, which became effective on January 13, 2010. Future sales of Ordinary
Shares could cause the market price of our Ordinary Shares to decline and could cause our existing shareholders
to experience significant dilution.

(g) We have a sizeable accumulation of contracted orders for sales of FPD products, some of which are
subject to delay, cancellation or non-acceptance by customers.

Our FPD business has a significant amount of orders for sales of FPD products. Our orders consist of
product orders for which written authorizations have been accepted and assigned shipment dates for such orders
are expected within the ensuing six to twelve months. We do not include maintenance revenues in our
determination of orders for this purpose. Generally, such orders represent a substantial portion of revenue from
the sale of FPD products in a twelve-month period, and Orbotech expects to realize as revenue a substantial
portion of these orders in 2011. However, our orders on any particular date are not necessarily indicative of
actual sales for any succeeding period. Customers may delay delivery of products, cancel orders prior to
shipment or refuse to provide acceptances due to unresolved research and development issues, particularly in
relation to new products. Moreover, since expense levels are based in part on our expectations of future revenue,
we may be unable to adjust costs in a timely manner in response to further revenue shortfalls. Furthermore,
because certain parts used in the FPD manufacturing process entail relatively long lead times, a customer
cancellation may require us to record inventory write-offs. Delays in delivery or acceptance of our products or a
reduction of our orders as a result of cancellations or as a result of the level of orders during any particular period
could have a material adverse effect on our business, results of operations, financial position and cash flow.
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(h) Owur business, in particular with respect to the FPD industry, is dependent on sales to a small number
of large customers and a loss of any of our large customers could have a material adverse effect on our
Jfinancial condition, results of operations and cash flows.

The FPD industry is highly concentrated with a small number of manufacturers producing the majority of
the world’s liquid crystal displays (“LCD”s). We market and sell our AOI, test and repair systems for FPDs to
virtually all of the world’s LCD manufacturers, with significant concentration in sales to a limited number of
them. For the year ended December 31, 2010, approximately 28% of our total revenues were derived from LG
Display and Samsung Electronics, our two largest customers on a global basis. Substantially all of those revenues
were in our FPD business. In addition, approximately 50% of our total revenues were derived from our top ten
customers. We cannot assure you that LG Display and Samsung Electronics, or other customers that account for
a substantial portion of our revenues, will continue to contribute significantly to our total revenues in future
periods. The loss of any major customer or a significant reduction in purchases from us by such a customer could
have a material adverse effect on our financial condition, results of operations and cash flows. In addition, the
concentration of our FPD customer base means that if one or more of our major customers were to develop its
own competing technology or to experience economic difficulties, changes in purchasing policies, difficulties in
fulfilling their obligations to us, bankruptcy or lack of success, our revenues, profitability and financial condition
could be materially and adversely affected.

(i) Our results of operations depend on our ability to manage our supply chain effectively. We depend on a
limited number of key suppliers to provide us with sufficient parts to meet our production requirements in a
timely and cost-effective manner. In addition, certain of our facilities may be subject to disruption.

Certain of the various key components and subassemblies included in some of our systems are purchased
from a single or limited group of suppliers. Should any of these suppliers be unable to meet our requirements in a
timely manner, or should we otherwise experience an interruption in supply from any of these sources, the
possible resulting late deliveries of our products and services may have an adverse effect on our results of
operations. While we seek to anticipate future increases in demand across our customer base, and communicate
potential increases in a timely manner to suppliers, we may be unable to do so with accuracy. If our suppliers are
unable to deliver key components or subassemblies to meet our production needs, whether as a result of an
unanticipated increase in demand for our products or otherwise, our production process may be delayed causing
us to be unable to meet all of our customers’ desired delivery dates. Although we generally maintain an inventory
of critical components used in the manufacture and assembly of our systems, such supplies may not be sufficient
to avoid potential delays that could have an adverse effect on our business. In addition, were a major disruption
(such as might be caused by factors including work stoppages, acts of war, terrorism, fire, earthquake, energy
shortages, flooding or other natural disasters) to occur at our offices or manufacturing facilities, we could not
guarantee that alternate production capacity would be obtainable on favorable terms or at all. Such disruptions
could result in delays in shipments of products to our customers, cancellation of orders or loss of customers and
could also-adversely affect our business by causing substantial delays in our research and engineering efforts for
the development of new products.

A sudden increase (or decrease) in demand for our products, as well as a lengthening of customer lead
times, may also affect our manufacturing cycle and impose logistical constraints on our supply chain. We have
recently experienced greater demand for both our PCB and FPD product lines, which required us to increase our
production and delivery rate significantly. There can be no guarantee that we will, in the future, have the capacity
necessary to ramp up production in order to meet increased orders without any delay. In addition, our
manufacturing cycle involves significant fixed costs, including those with respect to labor. While we intend to
implement a more variable cost structure across our supply chain, cyclical fluctuations in demand for our
products may result in periodic inefficiencies in our cost structure. Certain of our costs that are variable, such as
procurement, may not decline proportionally with any increased purchasing of supplies by us. While we are
undergoing initiatives to migrate production facilities closer to our various customer bases, including in Asia,
expenses relating to the production, shipping and delivery of our products, which may involve facilities on more
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than one continent, remain a significant component of our overall cost of goods sold. Should we experience late
deliveries of our products and services or fail to mitigate expenses associated with our global supply chain, our
results of operations and reputation may be adversely affected.

(i) Our future revenues are dependent in part upon existing customers continuing to use our products and
renewing their maintenance agreements with us.

We depend on our existing customers for additional future revenues from ongoing service and support
related generally to our PCB products. Our maintenance agreements are generally renewable after twelve months
at the option of the customer and do not contain mandatory renewal obligations. A change in business conditions
could alter current customer purchasing plans and as a result our maintenance agreements may not be renewed
and, as a result, we may not generate significant revenues and cash flow from product maintenance in future
periods.

(k) We extend unsecured credit in the form of accounts receivable to many of our customers in connection
with their purchases from us and we may be unable to collect accounts receivable.

We extend unsecured credit, in the form of accounts receivable, to many of our customers in connection
with their purchases of our products. In addition, diversification of the related credit risk is limited because we
sell primarily to two industries, the PCB and FPD industries. Our exposure to credit losses due to failure to
collect accounts receivable will depend on the financial condition of our customers and other factors beyond our
control, such as conditions in the world economy or in the PCB, FPD or other industries that we serve. Credit
losses, if significant, could have a material adverse effect on our business, financial condition, results of
operations or cash flows.

(1) We may not receive significant revenues from our current research and development efforts for several
years.

Developing innovative product solutions is expensive, and our investment in product development may
entail a long payback cycle. In 2010 and 2009, net research and development expenses were $78.3 million, or
approximately 14.8% of our total revenues and $64.1 million, or approximately 17.8% of our total revenues,
respectively. Our future plans include significant investments in product research and development and related
opportunities, efforts which we believe are critical to maintain our competitive position. However, we may not
receive significant revenues from these investments for several years, if at all.

(m) Deterioration of political, economic and security conditions in Israel may adversely affect our
profitability.

We are incorporated under the laws of the State of Israel and our headquarters, as well as substantial
research and development and production facilities, are located in Israel. As such, we are directly influenced by
political, economic and military conditions affecting Israel. Any major hostilities involving Israel, a substantial
decline in the prevailing regional security situation or the interruption or curtailment of trade between Israel and
its present trading partners could have a material adverse effect on our operations. Since the establishment of the
State of Israel in 1948, a number of armed conflicts have taken place between Israel and its Arab neighbors and a
state of hostility, varying in degree and intensity, has led to security and economic problems for Israel. Beginning
in September 2000, the overall relationship and security situation between Israel and the Palestinians deteriorated
significantly and continues to be marked by ongoing violence, also varying in its degree of severity. During the
summer of 2006, Israel was engaged in an armed conflict with Hezbollah, a Lebanese Islamist Shiite militia
group and political party; and during the winter of 2008-2009, Israel was engaged in an armed conflict with
Hamas, a militia group and political party operating in the Gaza Strip. These conflicts involved missile strikes
against civilian targets in various parts of Israel and negatively affected business conditions in Israel. To date,
these matters have not had any material effect on our business and results of operations, but there can be no
assurance that they will not do so in the future.
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(n) Our operations may be negatively affected by the obligations of our personnel to perform military
service.

Many of our male employees in Israel are obligated to perform annual reserve duty in the Israel Defense
Forces. In addition, virtually all such employees are subject to being called to active military duty in emergency
circumstances. In response to increased hostilities, there have been periods of significant recruitment of military
reservists, and it is possible that there will be additional recruitments in the future. No assessment can be made of
the full impact of such requirements on us in the future or the effect on us of any expansion of these obligations.
Our operations could be disrupted and harmed by the absence for a significant period of time of one or more of
our key employees or a significant number of our other employees due to military service. To date, these matters
have not had any material effect on our business and results of operations, but there can be no assurance that they
will not do so in the future.

(0) We face intense competition in our business, which may result in decreased demand or prices for our
>
products and services.

We are subject to competition from companies that either currently manufacture or are developing PCB and
FPD products directly in competition with our systems and products, including from some of our customers and
their affiliates. Because some of our competitors are associated with certain of our customers, including LG
Display and Samsung Electronics, they have access to our products and technology which may make it easier for
them to compete with us. For economic, internal administrative or other business reasons, our customers may
purchase PCB and FPD products manufactured in-house or by their affiliates, rather than by us, even if such
products may be lesser in quality and/or higher in price (on an arms-length basis) than our products. Orbograph
faces competition from a number of companies which develop and market character recognition solutions. In
both 2010 and 2009, we experienced competition-induced pricing pressure from our customers that adversely
affected our operating results, and competitive pressures in the future could lead to further price eroston that
could have a material and adverse effect on our operating results.

(p) We may not be able to develop new products or respond to technological changes in a timely manner,
which could reduce our ability to compete effectively.

Our products are used to manufacture goods in consumer end markets that are characterized by rapidly
changing technologies and frequent new product introductions. We believe that our future success will depend, in
part, on our ability to develop new products and introduce them in a timely manner. We expect our competitors in
all product lines to continue to improve the design and performance of their products and to introduce new products
with more competitive prices and performance features. In addition, these or other companies may in the future
offer a range of PCB or FPD yield-enhancing and production products or ¢haracter recognition solutions that is
broader and more comprehensive than ours. Although we attempt to maintain and strengthen our competitive
position through our policy of substantial investment in research, development, marketing, operations and customer
support, we may not be able to continue to make such investments, particularly in challenging global economic
conditions and given our significant indebtedness. In addition, certain of our competitors are or may be affiliated
with companies that are, larger in terms of their operations and/or balance sheet, enabling them to invest a greater
amount of resources, on both a relative and absolute basis, in research and development. In the future, we may not
be able to achieve, in a timely manner, the technological advances necessary to develop new products and product
enhancements to meet the rapid change in manufacturing technologies required for PCBs and FPDs. Any such
failure could lead to deterioration in our competitive position.

(q) Acquisitions and other types of strategic initiatives have been and are expected to continue to be an
important element of our growth, but we may not find suitable opportunities and we may not be able
successfully to integrate and manage such initiatives in the future.

Our business strategy contemplates the expansion of our technological base and diversification into new
growth areas through acquisitions, joint ventures, investments and other types of strategic initiatives. Risks
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associated with these activities include: accurately assessing the value, strengths, weaknesses, contingent and
other liabilities and potential profitability of acquisition candidates; financing costs; the potential loss of key
personnel of an acquired business; the ability to achieve projected economic and operating synergies and any cost
savings; difficulties in successfully integrating, operating, maintaining and managing newly acquired operations;
accounting issues relating to the previous conduct of an acquired business; difficulties in maintaining uniform
standards, controls, procedures and policies; unanticipated changes in business and economic conditions
affecting an acquired business; the possibility of impairment and restructuring charges if an acquired business
performs below expectations; and the diversion of management attention from our existing business. In addition,
such transactions will often result in the acquisition of intangible assets required to be amortized in our
consolidated statements of operations over certain time periods and the recording of goodwill which may be
subject to possible future impairment charges. Such amounts have been, and may continue to be, substantial and
have a material effect on our operating results. Furthermore, we may be restricted from entering into certain
acquisitions, joint ventures, investments and other types of strategic initiatives due to limitations placed upon it
under the Loan-Agreements and the Hapoalim Debenture.

(r) We obtain substantial benefits by operating in Israel, but these benefits may not continue or in the
future may be limited or restricted.

We benefit from certain Israeli Government programs and tax legislation, particularly regarding our
production facilities in Israel. Pursuant to these programs and legislation, a significant portion of our income is
taxed at reduced rates. To be eligible for these benefits, we must continue to meet certain conditions. Should we
fail to meet such conditions in the future, these benefits could be cancelled, resulting in higher effective tax rates,
and we may be required to refund tax previously received, if any, together with interest and linkage differences to
the Israeli Consumer Price Index (the “Israeli CPI”). Additionally, if we increase our activities outside of Israel,
for example, via acquisitions, our increased activities may not be eligible for inclusion in Israeli tax benefit
programs, which could also have the effect of increasing our effective tax rate. We also benefit from a
Government of Israel program under which we receive grants from the Office of the Chief Scientist at the
Ministry of Industry, Trade and Labor of the State of Israel (the “OCS”) for the development of generic
technologies without incurring any royalty obligations. These programs and tax legislation may be terminated in
the future or the available benefits may be reduced or impacted, including, among other possible circumstances,
should we transfer certain research and development and/or manufacturing activities outside the State of Israel.
The termination or curtailment of these programs or the loss or reduction of such benefits could have a material
adverse effect on our business, financial condition and results of operations.

Israeli Government consent is required to manufacture products developed with OCS participations outside
of Israel and to transfer to third parties know-how developed through projects in which the Israeli Government
participates. Although such restrictions do not apply to the export from Israel of the Company’s products
developed with such know-how, they may prevent us from engaging in transactions with our affiliates or
customers outside Israel, involving product or other asset transfers, which might otherwise be beneficial to us.

(s) Substantially all of our revenue is derived from sales to companies located in the Far East, and a
growing portion of our operations are conducted outside Israel, each of which exposes us to political,
economic and other uncertainties.

We anticipate that, as in the past, sales of products and services outside Israel will continue to account for
virtually all of our revenues. In 2010, approximately 90% of our revenues from equipment sales were derived
from sales in the Far East and Japan, including approximately 35% from sales in Korea, 25% from sales in
China, 20% from sales in Taiwan and 10% from sales in Japan. In addition, as part of our program of cost
efficiencies, we are in the process of moving a portion of our FPD manufacturing activities to those countries
where our customers are located in the Far East, including in China. The risks and complexities inherent in doing
business in international markets include those associated with the possibility of a concentration of sales within a
particular country or region; the imposition of governmental controls and local standards, including the need to
comply with stringent and evolving environmental protection laws and regulations, a wide variety of foreign and
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domestic import/export laws, customs and excises and foreign labor laws; the imposition of new and additional
commercial terms by foreign customers, such as requiring us to manufacture and sell our products through local
entities which can have the effect of increasing our exposure to operational and foreign currency risks; political,
economic and legal instability, including an increased amount of foreign government involvement in our
operations; trade restrictions; exposure to multiple complex systems of taxation and international double taxation
treaties; regulatory reform and changes in reimbursement rates, tariffs and taxes and their applications; difficulty
in protecting intellectual property; longer payment cycles usually characteristic of international sales; and the
general difficulties associated with administering business overseas, as well as overall economic conditions. Our
business success depends in part on our ability to anticipate and manage these and other regulatory, economic,
social and political risks inherent in international business effectively. Failure to anticipate and manage these
risks effectively may have a material adverse effect on our business, financial condition and results of operations.

The risks and complexities outlined above may prove to be particularly acute in China, where we have
deployed substantigl resources in order to grow our PCB and FPD manufacturing capabilities, including by
establishing relationships with Chinese manufacturers. The economy of China differs from the economies of
most developed countries in many respects, including the amount of governmental involvement, level of
development, growth rate, control of foreign exchange and allocation of resources. The Chinese government also
exercises significant control over the country’s economic growth through the allocation of resources, controlling
payment of foreign currency-denominated obligations, setting monetary policy and providing preferential
treatment to particular industries or companies. Such government initiatives may inhibit our efforts to expand our
business in China, or otherwise adversely affect our financial results and results of operations.

(t) Our future success depends in part on our ability to attract and retain highly qualified staff.

Our success depends, in significant part, upon our continuing ability to attract and retain highly qualified
managerial, scientific, technical, sales and marketing personnel. Our personnel are instrumental to our ability to
develop increasingly advanced product solutions, market those products and provide ongoing support and service
to our customers worldwide. The competition for qualified personnel, particularly among computer software
programmers and hardware engineers, has always been, and remains, a challenge. In addition, part of the way in
which we remunerate our senior managerial, scientific, technical, sales and marketing staff is through the grant of
equity awards. The issuance of these awards will dilute the ownership of existing shareholders and may cause the
price of our Ordinary Shares to decline. As we issue equity awards, we use availability under our existing equity
remuneration plans and, when availability is low, we will need to seek shareholder approval to increase
availability thereunder. We cannot assure you that we will receive shareholder approval to increase the
availability of shares under our existing or new equity remuneration plans and our ability to grant equity awards
in the future may therefore be limited. Furthermore, demographic trends, a lack of appropriately qualified and
skilled employees, financial market conditions and future business decisions of both us and our competitors may
all operate in a manner detrimental to our ability to attract and retain key personnel. If we are unable to attract
and retain highly qualified employees to meet our needs in the future, our business and results of operations
could be adversely affected.

(u) Our future success depends in part on our ability to maintain the proprietary nature of our technology.

Our future success and competitive position are dependent, in significant part, on our proprietary technology.
We protect our intellectual property through patent, trade secret, trademark and copyright law, as well as technical
safeguards and non-disclosure agreements with our employees, subcontractors and potential business associates.
However, we may not be able successfully to protect our technology or deter infringement of our intellectual
property rights or unauthorized copying by third parties or prevent breach of our non-disclosure agreements,
particularly in circumstances where we may transfer research and development or manufacturing activities outside
the State of Israel, especially to the Far East. Patents that we own or license will eventually expire and could be
invalidated or challenged. Our pending or future patent applications may not be issued with the scope of claims
sought by us, if at all. Patent coverage may not be extended to all countries sought, and effective copyright and trade
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secret protection may be unavailable or limited in certain countries. The degree of future protection for our
proprietary technology is uncertain because legal means afford only limited protection and may not adequately
protect our rights or keep our competitive advantage. For example, other companies may develop technologies that
are similar or superior to our technology, duplicate our technology or design around the patents or other proprietary
rights held by us. Other companies may gain unauthorized access to our technology in situations where we test our
products at customer sites with co-operation from our customers. An inability to protect our intellectual property
could have a material adverse effect on our business and operating results.

(v) If we are sued for infringing intellectual property right of third parties, litigation could be costly and
time consuming and an unfavorable outcome may adversely affect our business and operating resulls.

As is characteristic of the electronics industry, there can be no assurance that our products do not or will not
infringe the proprietary rights of third parties, that third parties will not claim infringement by us with respect to
patents or other proprietary rights or that we would prevail in any such proceedings. We have received in the
past, and may receive in the future, communications asserting that the technology used in some of our products
requires third-party licenses. Any infringement claims, whether or not meritorious, could result in costly
litigation or arbitration and divert the attention of technical and management personnel. Any adverse outcome in
litigation alleging infringement could require us to develop non-infringing technology or enter into royalty or
licensing agreements. If, in such situations; we are unable to obtain licenses on acceptable terms, we may be
prevented from manufacturing or selling products that infringe such intellectual property of a third party. An
unfavorable outcome or settlement regarding one or more of these matters could have a material adverse effect
on our business and operating results.

(w) Our operating results fluctuate from period to period, and period-to-period comparisons may not be
meaningful given the PDI Acquisition in 2008 and may not be representative of our future performance.

The timing of revenue recognition for our most expensive products, principally FPD systems for the most
advanced generations of FPD fabrication facilities, may have a substantial effect on our periodic revenues and
net income. Normally, revenue from the sale of products is recognized upon delivery, subject to the existence of
a signed contract, purchase order or letter of agreement and a fixed or determinable sale price, with reasonable
assurance of collectability. Our revenues, expenses and operating results have fluctuated in the past, and are
likely to fluctuate significantly in the future due to a number of factors, many of which are beyond our control.
We are not always able to control the timing of delivery because of customer requirements, possible production
delays and other factors. Orders for our systems may also be subject to cancellation by customers. In addition, in
limited circumstances, principally in the case of newly developed products, recognition of income may be
deferred. Lastly, our ability to foresee possible future changes in the total volume of PCB orders in particular
may be limited because we cannot rely on unfilled orders as a dependable and consistent indicator of future
revenue in this area of our business.

Our operating results may fluctuate significantly in the future, and such fluctuations could be further
exacerbated due to the timing of special charges and expenses. In 2008, for example, we recorded special charges
that include impairments with respect to intangible assets and goodwill in the amount of $93.4 million; write-
downs of inventories in the amount of $3.3 million; restructuring costs in the amount of $8.6 million; and
acquired in-process research and development in the amount of $6.5 million in connection with the PDI
Acquisition.

In addition, as a result of the PDI Acquisition on October 2, 2008, it may be difficult to compare our
historical and future results to our results for fiscal 2008 and other periods. The PDI Acquisition was accounted
for utilizing purchase accounting, which resulted in new valuations for the assets and liabilities of PDI equal to
their fair values on October 2, 2008. Accordingly, our historical financial information may be of limited use in
evaluating our historical performance and comparing it to prior and future periods.
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(x) We are exposed to foreign currency exchange rate fluctuations which may adversely affect our
business and results of operations.

In 2010, 2009 and 2008, approximately 28%, 39% and 30%, respectively, of our revenues, and
approximately 42%, 42% and 47%, respectively, of our expenses, were denominated in currencies other than the
United States dollar (the “Dollar” or “$”). Because our financial results are reported in Dollars, fluctnations in
exchange rates between the Dollar and non-Dollar currencies may have an adverse effect on our results of
operations. We are primarily exposed to the Japanese Yen, the Korean Won, the Taiwanese dollar and the
Chinese Renminbi. See Item 11—‘Quantitative and Qualitative Disclosure About Market Risk’—for more
information. An increase in the value of a particular currency relative to the Dollar will increase the Dollar
reporting value for transactions in such currency, and a decrease in the value of a particular currency relative to
the Dollar will decrease the Dollar reporting value for such transactions. This effect on the Dollar reporting value
for transactions is only partially offset by the impact that such fluctuations may have on our non-Dollar costs. We
may, from time to time, take various measures designed to reduce our exposure to these effects, but any such
steps may be inadéquate to protect us from currency rate fluctuations. Failure to protect adequately against
currency rate fluctuations could have a material adverse effect on our financial condition and results of
operations.

(y) We have experienced, and may continue to experience, losses on inventories.

Frequent new product introductions in the electronics industry can result in the obsolescence of existing
manufacturing processes, which may in turn make our offerings of PCB and FPD yield-enhancement and
production solutions outdated or obsolete. This can result in a decrease in the stated value of our inventory since
we value our inventory at the lower of cost or market value. The life cycles of our PCB and FPD yield-
enhancement and production solutions are affected by the life cycles of the consumer electronic products that are
manufactured utilizing our product offerings. The life cycles of these consumer end-products vary based upon a
number of factors, but in some cases can be relatively short. While we monitor our production and inventory
levels closely, inventory may nonetheless become obsolete as a result of changes in consumer demand and the
corresponding effects on the production processes employed by PCB and FPD manufacturers. During past
periods of economic slowdown or rapid technological improvement this has resulted, and may result in the
future, in.charges for inventory write-downs. For example, in 2008 we recorded $3.3 million of write-downs of
inventories relating primarily to excess inventories of components for certain of our PCB products. Our operating
results have been, and in the future may be, adversely affected by material levels of obsolete or excess
inventories.

(z) Our cash may be subject to a risk of loss and we may be exposed to fluctuations in the market values of
our portfolio investments and in interest rates.

Our assets include a significant component of cash; however, we may in the future increase our investment
in marketable securities. We believe that our cash is held in institutions whose credit risk is minimal and that the
value and liquidity of our marketable securities are accurately reflected in our consolidated financial statements
at December 31, 2010. Nevertheless, our cash and any marketable securities that we now hold or may acquire in
the future may be subject to risks, including the risk of loss or of reduced value or liquidity, particularly in light
of the increased volatility and worldwide pressures in the financial and banking sectors. In the future, should we
determine that there is a decline in value of any of our portfolio securities which is other-than-temporary in
nature, this would result in a loss being recognized in our consolidated statements of operations.

(aa) Changes in accounting standards or practices or in our effective tax rates can have a significant
effect on our reported results.

We prepare our financial statements to conform to U.S. GAAP, except as otherwise described therein. From
time to time, recognized authoritative bodies, including the Financial Accounting Standards Board of the United
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States (the “FASB”) and the SEC, issue new and/or revised accounting standards or guidance. Changes to
existing standards or the questioning of current practices may adversely or significantly affect the way in which
we record and report our operating results, cash flows and financial position.

In addition, our effective tax rate is influenced by a number of factors, including shifts in the mix of pre-tax
profits and losses by tax jurisdiction, our ability to use tax credits, changes in tax laws or related interpretations
in the jurisdictions in which we operate and tax assessments resulting from income tax audits. We are routinely
subject to tax audits in various jurisdictions. Although we regularly assess the likely outcomes of such audits in
order to determine the appropriateness of our tax provisions, there can be no assurance that we will predict the
outcomes of these audits with accuracy, and the actual outcomes of these audits could have a material impact on
our net income or financial condition.

There can be no assurance that the reduction in net income and earnings per share (or increase in net loss or
loss per share) arising from the adoption of such financial accounting standards or from changes in our effective
tax rates in the future will not adversely affect our results of operations, cash flows or financial position, the
market price of the Ordinary Shares or the cost to us of raising capital.

(bb) We have been and may in the future be subject to adverse claims from our employees, customers and
their employees as a result of the complex mechanical nature of some of our products.

Some of our products are complex machines requiring appropriate procedures and care to be taken in their
handling, installation and use. As a result, we may face exposure relating to incidents involving their improper
handling, installation or use. On November 15, 2010, an accident occurred at the facility of one of our customers
in Korea in which a worker was killed. Korean authorities have initiated a criminal investigation related to
Orbotech’s Korean subsidiary, its officers and employees in connection with this incident. We cannot predict the
outcome of this investigation; however, it may lead to criminal penalties for our Korean subsidiary and the
officers and employees under investigation, including possible imprisonment. We have settled this matter with
the deceased’s family and a substantial portion of the settlement amount is expected to be covered by insurance.
While we cannot predict the outcome of the pending investigation, we believe that we have sufficient resources
to address it and sufficient insurance to cover the current incident and foreseeable future claims. Incidents of this
type could result in substantial damages awards against us. An unfavorable outcome in litigation with respect to
any such matters may cause our profitability, business, financial condition and reputation to decline.

Item 4.  Information on the Company
4.A History and Development of the Company
(a) Corporate History

Orbotech Ltd. was incorporated in Israel, as a company limited by shares, on February 8, 1981 under the
name ‘Optrotech Ltd.” pursuant to the provisions of the then current Israeli Companies Ordinance. The
legislative framework within which Orbotech Ltd. and its Israeli subsidiaries now operate is the Israeli
Companies Law, 1999, as amended (the “Companies Law”), which originally became effective on February 1,
2000, and the Israeli Companies Ordinance (New Version) 1983, as amended (the “Companies Ordinance”).

On August 9, 1984, the Company made an initial public offering of its Ordinary Shares in the United States.
The Ordinary Shares are listed on the NASDAQ Global Select Market (“Nasdaq™) and are traded under the
symbol ORBK.

Effective as of October 27, 1992, the Company acquired all the ordinary shares of Orbot Systems Ltd.
(“Orbot”), a private Israeli company which was engaged primarily in the design, development, manufacture and
marketing of AOI systems for use in the manufacture of PCBs, and subsequently merged with Orbot, with
Orbotech Ltd. as the surviving entity (the “Merger”). In connection with the Merger, the Company changed its
name to Orbotech Ltd. on October 27, 1992. The Merger was approved by the Tel Aviv-Jaffa District Court
effective as of January 1, 1993.
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(b) Major Business Developments

The Company’s business initially centered upon the design, development, manufacture, marketing and
service of AOI systems and imaging solutions for use in the manufacture of PCBs, and since the Merger the
Company has been a leader in providing such systems. Since 1991, the Company has also been engaged, and
subsequently became a leader, in the design, development, manufacture, marketing and service of AOI systems
for use in the manufacture of FPDs; and since the PDI Acquisition in 2008 the Company has also been engaged
as a leader in the design, development, manufacture, marketing and service of test and repair systems for use in
the manufacture of FPDs.

Since 1995, the Company has, through Orbograph, developed and marketed character recognition solutions
to banks and other financial institutions, and has also developed a proprietary technology for web-based,
location-independent data entry for use, among other things, in check and forms processing. For further
information on character recognition solutions, see Item 4—Information on the Company—Business
Overview—Our Application and Products—Recognition Solutions.

In 1996, the Company commenced the development of laser-based direct imaging technologies. For further
information on laser-based direct imaging, see Item 4—Information on the Company—Business Overview—Our
Applications and Products—OQOur PCB Applications and Products.

In 1997, the Company commenced the design, development, manufacture and marketing of AOI systems for
‘assembled’ (as distinct from ‘bare’) PCBs, which are PCBs on which the electronic components needed to
perform the specified tasks have been mounted. During 2008, the Company decided to phase out its assembled
PCB business and, accordingly, commencing from the beginning of 2009, the Company ceased to develop and
market assembled PCB equipment. During 2009, the Company consummated an agreement with Orpro Services
s.r.l. (“Orpro”) of Italy for the sale of its assembled PCB business in Europe and the Americas.

In 1998, Orbotech Ltd. entered into an agreement with Valor Computerized Systems Ltd. (which has
subsequently been renamed Mentor Graphics Development Services (Israel) Ltd.) (“Mentor”), an Israeli
corporation, for the formation of Frontline, a joint venture with respect to CAM software for PCB fabrication
applications. Frontline is owned equally by Orbotech Ltd. and Mentor and combines the former CAM operations
of Orbotech Ltd. and Mentor. See Item 4—Information on the Company—Business Overview—Our
Applications and Products—Our PCB Applications and Products. The Company’s interest in Frontline is
presented in the Financial Statements using the proportionate method of consolidation. See Note 2a to the
Financial Statements.

In 1999, the Company acquired all the outstanding shares of KLLA Acrotec Co. Ltd., a Japanese company
then engaged in the design, development, manufacture and marketing of FPD-AOI systems. For further
information on FPDs, see Item 4—Information on the Company—Business Overview—Our Applications and
Products—Our FPD Applications and Products.

In 2007, the Company acquired New System s.r.l. (“New System”), a privately-held Italian company
engaged in the design, development, manufacture and marketing of PCB inkjet legend printers, for approximately
$17.0 million (including satisfaction of net liabilities). For further information on inkjet printers, see Item 4—
Information on the Company—Business Overview—Our Applications and Products—Our PCB Applications and
Products.

As part of the Company’s strategy of diversifying into new growth areas for imaging technologies, in 2005
Orbotech Medical Solutions Ltd. (“OMS”) acquired all the assets of Imarad, a privately-held Israeli company
that developed a technology to manufacture high performance, solid state cadmium zinc telluride (“CZT”)
gamma radiation detectors, for $7.0 million; and in 2007 the Company acquired 3—D Danish Diagnostic
Development A/S (which was subsequently renamed Orbotech Medical Denmark A/S), a privately-held Danish
company engaged in the development, manufacture and sale of gamma cameras for use in nuclear cardiac
imaging, for approximately $41.0 million. In October 2010, the Company entered into an agreement (the “APA”)
with General Electric Company (“GE”) pursuant to which a subsidiary of GE, GE Medical Systems Israel Ltd.
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(“GEMSI”) agreed to acquire the assets of OMS for approximately $9.0 million in cash at closing and up to an
additional $5.0 million in cash, subject to the achievement of certain agreed performance-based milestones. The
transaction closed on February 10, 2011. In addition, as of December 31, 2010, the Company committed to a plan
to sell OMD by the end of 2011. However, the timing and terms of any such transaction within that period are
subject to market and other conditions. As a result, OMS as well as OMD have been classified as discontinued
operations and certain financial data for this and previous fiscal years provided in this Annual Report and the
Financial Statements have been re-cast to give effect to this. For further information, see Note 2b to the Financial
Statements.

In 2008, the Company acquired PDI, a leading provider of test and repair systems for the FPD industry. On
the PDI Closing Date, the Company paid $15.60 per share in cash for all of the issued and outstanding shares of
PDI’s common stock, and issued equity awards with respect to Ordinary Shares to certain PDI employees,
resulting in an aggregate purchase price of approximately $295.8 million. In 2008 the Company recorded an
impairment ¢harge of $85.7 million with respect to the goodwill associated with the PDI Acquisition. For further
information on test and repair systems for FPDs, see Item 4—Information on the Company—Business
Overview—Our Applications and Products—Our FPD Applications and Products.

As part of the PDI Acquisition, the Company acquired an interest in certain research and development
activity in the crystalline silicon photovoltaic manufacturing processes for the solar energy industry. Following
examination of this activity, the Company decided to continue to pursue its interest in this project, and in July
2009, OLTS was established as a limited liability company for this purpose. OLTS is held jointly by the
Company and the two developers of the technology. For further information on crystalline silicon photovoltaic
manufacturing processes for the solar energy industry, see Item 4—Information on the Company—Business
Overview—Our Applications and Products—Solar Photovoltaic Manufacturing.

(¢c) Recent Major Capital Expenditures

During the period from January 1, 2010 to December 31, 2010, the Company’s non-acquisition related
capital expenditures totaled approximately $6.8 million (compared to $3.7 million during 2009 and $10.5 million
during 2008), of which approximately $3.3 million (compared to $2.8 million during 2009 and $7.6 million
during 2008) was expended at or upon the Company’s facilities in Yavne, Israel, and approximately $3.5 million
(compared to $0.9 million during 2009 and $2.9 million during 2008) was expended upon various facilities of the
Company’s subsidiaries outside Israel. Of these expenditures, approximately $2.9 million during 2010 (compared
to $0.3 million during 2009 and $5.4 million during 2008) was for capital equipment and leasehold
improvements and the balance of approximately $3.9 million (compared to $3.4 million during 2009 and $5.1
million during 2008) was related to information technology. For information with respect to significant capital
divestitures made or committed to by the Company since January 1, 2006, see Major Business Developments.
Other than capital expenditures of the types and consistent with the amounts described above, there are not any
significant capital expenditures in progress by the Company.

All of the above non-acquisition related capital expenditures were paid from internally generated funds.
These amounts do not include non-acquisition related capital expenditures by entities acquired by the Company
prior to their acquisition dates.

(d) Miscellaneous

The Company’s corporate headquarters, executive and registered offices and principal research and
development, engineering and manufacturing facilities are located at Sanhedrin Boulevard, North Industrial
Zone, Yavne, Israel. The Company’s postal address and its telephone and facsimile numbers at that facility are
P. O. Box 215, Yavne 81101, Israel, +972-8-9423533 and +972-8-9438769, respectively. The Company’s
internet address is: www.orbotech.com (the “Corporate Website”), where its annual reports on Form 20-F,
current reports on Form 6-K and certain other SEC filings made by, or which are relevant to, the Company may
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be accessed through the ‘SEC Filings’ hyperlink contained in the ‘Investors’ section. The Corporate Website is
not incorporated by reference in this Annual Report and is included as an inactive textual reference only.

The Company’s agent for SEC matters in the United States is its wholly-owned subsidiary, Orbotech, Inc.,
the headquarters of which are located at 44 Manning Road, Billerica, Massachusetts 01821; attention: Guy
Shemi.

There have been no public takeover offers by third parties with respect to the Company or by the Company
during the last or current fiscal year.

4.B Business Overview
(a) General

Company Overview

We are a leading global provider of yield-enhancing and production solutions for PCBs, which are used in
virtually all electronic equipment, including smartphones, tablets and other mobile electronic devices, and for
LCDs and touch screens. We design, develop, manufacture and market inspection, test, repair and production
solutions, with PCB and FPD manufacturers as our main customers. For over 30 years, we have built our global
installed base of systems at customers which include leading PCB, as well as virtually all FPD, manufacturers,
for whom our solutions are designed to optimize production yields, improve throughput and increase production
process cost effectiveness.

We offer a technologically advanced end-to-end solutions portfolio to address yield management at various
manufacturing stages for both PCBs and FPDs. Our products include AOI, AOR, CAM and engineering
solutions, imaging and production products for PCB manufacturing, as well as AOI, test, repair and process
monitoring systems for FPD manufacturing. We also develop and market character recognition solutions,
primarily to banks and other financial institutions, for use in check and forms processing. Additionally, we are
engaged in the research and development of products for the deposition of anti-reflective coating on crystalline
silicon photovoltaic wafers for solar energy panels. Approximately 47%, 50% and 3%, respectively, of our 2010
revenues was derived from the sale of products and services in our PCB, FPD and character recognition
businesses.

Recently, consumer end markets have been experiencing a fundamental shift in technology complexity,
driven primarily by the proliferation of high-end mobile devices such as smartphones and tablets, as well as by
the growing demand for large-size, internet enabled, three-dimensional LCD televisions. This shift has
emphasized the importance of production quality because production is more challenging and there are increased
costs of lower yields compared to less technologically advanced devices. We believe that approximately 23%,
42%, 18% and 17%, respectively, of our 2010 revenues were derived from sales of our products that were used
by our customers in the manufacture of mobile phones and tablets; LCD televisions; automotive, communication,
medical and other electronic devices; and personal computers.

We sell our solutions to PCB manufacturers globally, including first-tier electronics companies and, as of
December 31, 2010, we had an installed base of over 9,000 PCB systems. Our FPD manufacturing customers
include the major LCD manufacturers and, as of December 31, 2010, we had an installed base of over 1,400 FPD
systems. Most of our PCB customers enter into service and maintenance agreements with us after the expiration
of the warranty period with respect to our installed base of PCB products. In addition, we provide utilization-
based service arrangements for our FPD customers. We believe our proximity to our customers, together with our
large installed base of products and ongoing service arrangements, enable us to understand and address our
customers’ rapidly changing technological and capacity needs. Approximately 23% of our 2010 revenues was
derived from the service and support of our installed base of products.
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We have long maintained our leadership position, with a specific focus on the high-end industry segments.
For the past 30 years, we believe we have consistently been the first to market in most key technological cycles
in the industries served by our products by continually investing in research and development and by working
with our customers to understand their current and anticipated technological requirements. As of December 31,
2010, our intellectual property portfolio consisted of approximately 520 patents and patent applications
worldwide. Our yield-enhancing and production solutions are designed to increase our customers’ production
yields and significantly reduce their costs. We have also established a strong global footprint, which enables us to
be close to our key customers to provide them with real-time support.

Industry Trends

We believe that the current trends in mobile devices and LCD television consumer products will drive the
need for production, inspection, test and repair solutions that are able to address the cutting edge technology
embedded in these types of electronic products. We believe that strong growth in key consumer end markets will
drive the need for more advanced manufacturing combined with yield management capabilities to contain costs.
We believe that this need will lead manufacturers to make significant capital investments in the near future. We
believe the key growth elements are:

» the increase in demand for smartphones, tablets, e-readers and other mobile connected devices that
require high performance, high density PCBs; and

* the increasing demand for high definition, larger-sized, more power efficient, low cost FPDs across a
number of sectors, such as consumer electronics, communications, healthcare, government and
industrial applications.

While PCB and FPD manufacturers create different products for diverse end-markets, they share similar
production challenges in an increasingly competitive environment. Both continuously seek to increase yields and
enhance the efficiency of their manufacturing processes, including by improving their manufacturing, inspection,
testing and repair capabilities.

Printed Circuit Boards

Due to the recent proliferation of smartphones, tablets and other mobile devices, our customers have faced
inereased demand for more complex, multilayer and high density PCBs. For such complex boards, production
yield drops dramatically as the number of likely defects increases, due ultimately to the increased sophistication,
miniaturization and quality of these consumer end products. In 2010, due to the higher technological
requirements, we believe the yield-rate for any-layer high density interconnect (“HDI”) was only 50-70%
compared to yield rates of 80% or greater for non-any-layer HDI. These lower yields translate into increased time
spent and materials consumed in production, leading to higher costs.

The success of smaller and more sophisticated electronic devices, such as smartphones and tablet PCs has
been a key driver of this growth for the past years, and is projected to drive growth in the future as well.
According to the December 2010 issue of Worldwide Smartphone 2010 - 2014 Forecast Update and the
September 2010 issue of Worldwide and U.S. Media Tablet 2010 - 2014 Forecast Update, IDC projects that,
between 2010 and 2014, global smartphone shipments will grow by a compound annual growth rate (“CAGR”)
of 24% and consumer and commercial global media tablet shipments will grow by a CAGR of 45%.

Flat Panel Displays

The growing demand for high definition and zero defect televisions requires FPD manufacturers to develop
more complex panel designs and to implement tighter production process controls. The inspection of LCDs poses
distinct technological challenges due to the transparent materials used for some conductors and insulators, their
multilayered structure and high-density features and the fine nature of potential defects. LCD inspection, test and
repair processes must also match the high production speeds of LCD facilities, a task made more challenging by
the fact that LCD manufacturers have been utilizing larger substrate glasses for new generations of complex
larger-sized displays.
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Over recent years there has been a significant shift from cathrode ray tube (“CRT”) screens to LCDs for use
in computer monitors and other display devices. There has also been steady growth in sales of LCD television
sets for home use as a percentage of the total number of televisions sold. We believe that the production of LCD
televisions at electronics manufacturing services and original design manufacturers is projected to grow by a
CAGR of 14% from 2010 to 2014. In addition, according to Frost & Sullivan, global three-dimensional television
shipments are projected to grow from approximately three million units in 2010 to over 40 million units in 2014,
reflecting a CAGR of 88%, as projected in its October 2010 issue of The Connected Home: Evolution of the
Consumer Space.

FPD manufacturing is currently migrating to China, a move undertaken by PCB manufacturers over ten years
ago, and both industries are at present substantially increasing production capacity in that country. We have an
established commitment to the region with more than 15 years of operating history in China and strong relationships
with local manufacturers in the region. According to the November 2010 issue of “The Printed Circuit Industry”,
published by Prismark, China’s global share in PCB manufacturing is expected to grow from 34.6% in 2009 to
more than 44% in 2015, and is forecasted to continue growing at a 10.4% CAGR during this period.

Our broad range of advanced and integrated inspection, test and repair technologies, applications insights
and manufacturing capabilities provides our customers with differentiated, and in some cases, what we believe
are ‘must have’ solutions that serve their critical requirements. For example, our FPD customers use our systems
in the manufacturing ramp-up phase of new plants in order to identify production deficiencies in initial
production runs to shorten lead times to capacity production and reduce costs. A new FPD fabrication plant
typically takes about a year to construct, at a cost of between $2 and $4 billion, which we believe increases the
importance of our systems to our customers in the ramp-up phase. We estimate that in a typical FPD fabrication
plant, approximately 2.5% of such construction costs are allocated to yield-enhancement products of the type we
sell. Our global presence ensures that we are in relatively close proximity to our customers, which allows us to
provide them with ongoing services and support on a real time basis. Through these services and our in-person
contacts with our customers, we believe we are able to hone our understanding of our customers’ current and
future production requirements. We are then able to design solutions optimized to their needs and that are
becoming an increasingly important part of their product design and manufacturing processes.

As of December 31, 2010, the Company had two reportable segments: Production Solutions for the
Electronics Industry, which, in 2010, accounted for approximately 97% of the Company’s revenues; and
Recognition Software, which, in 2010, accounted for approximately 3% of the Company’s revenues. In addition
to its two reportable segments, certain research and development initiatives concerning various products not
related to the Company’s two reportable segments are included in the Financial Statements under “Other”. See
Note 14a to the Financial Statements for a description of each reportable segment and information as to segment
revenues, operating income or loss, assets and related data.

(b) Strengths and Strategies
We believe our key competitive strengths include:

Leadership position. We have the largest installed base in our key PCB and FPD products and our installed
base continues to grow. Our industry-leading position is further driven by rapid growth in the high end elements
of the electronics industry, where we continue to focus our efforts. Given the embedded nature of our solutions in
the manufacturing of our customers’ products, we believe that our advanced technology, high performance, broad
solutions portfolio and global footprint, as well as the lack of other available end-to-end solutions, provides us
with a strong competitive advantage. Our large installed base of products provides us with a stable source of
revenue from services we provide to our customers. These services also allow us to enhance our customer
relationships and provide us with an opportunity to understand our customers’ existing and anticipated
technological and capacity needs on a real-time basis.

Technological innovation. For over 30 years, we believe we have consistently been first to market in most
key technological cycles by continually investing in research and development. The majority of our 2010 annual
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revenues from product sales was derived from products introduced since the beginning of 2009, which we
believe reflects the success of our ongoing efforts to innovate. Our technological creativity enables us to sustain
our strong competitive position and remain at the forefront of each industry we serve.

Industry-leading solution portfolio. We believe that our broad solution portfolio is unmatched in terms of
performance, technical capability, defect detection, accuracy, speed and quality assurance, allowing for increased
production yields and significant cost-savings. We are the only provider of certain of the solutions that we offer
and we believe that we have the broadest end-to-end yield management solutions portfolio for both PCB and
FPD manufacturing.

Global presence with strong foothold in growing markets. We have established a strong global footprint
with a solid and growing customer base, which includes most PCB and virtually all FPD manufacturers in the
world. Qur global organizational infrastructure includes local management, customer service support, sales,
operations and engineering, enabling us to maintain ongoing contact with our key customers. In 2010, 92% of
our total annual revenues came from outside North America, including 31% from Korea, 25% from China, 20%
from Taiwan and 11% from Japan.

The key elements of our growth strategy are to:

Maintain our technological leadership. We will continue to invest to preserve our technological
leadership, anticipate technological trends and provide innovative solutions through continued research and
development through economic cycles. We believe our geographic proximity and our ongoing.contact with our
customers through our service organization enhances our ability to maintain our technological leadership because
of our ability to understand customers’ technological needs on a real-time basis.

Enhance and extend our existing product offering. We will enhance our current product offerings and
develop new generations of cutting-edge solutions in order to meet the existing and anticipated needs of our
customers as their products and manufacturing processes become increasingly complex. A recent example is our
ultraviolet laser drilling system, a new production tool used to generate the interconnection between different
layers in HDI PCBs.

Expand Use of Our Core Technologies. We plan to utilize our core competencies in machine vision,
electro-optics, precision mechanics, artificial intelligence and imaging technologies, to reach additional
customers in existing and new industries and expand into new applications.

Leverage our global footprint. We believe our extensive worldwide marketing and distribution
organization and customer support network will allow us to captute an increasing share of growing geographic
regional markets. As of December 31, 2010, we had approximately 150 employees dedicated to our global sales
and marketing efforts and 557 employees in over 35 locations providing customer support and services.

Grow through complementary acquisitions. We intend to continue to pursue acquisitions to expand our
product offerings to our existing PCB and FPD customers, enter new industries and broaden and develop our
character recognition, artificial intelligence and related forms processing software platform. For example, in
2008, we completed our acquisition of PDI, through which we expanded our product offering to FPD
manufacturers and gained an interest in technologies applicable in the solar industry.

(c) Our Technologies

We believe we have a unique combination of proprietary technologies, such as image acquisition, precision
mechanics and motion control, high resolution printing, laser machining, algorithms and image processing and
system integration capabilities by which we provide our customers with differentiated solutions serving their
critical requirements. Our solutions are designed to enable our customers to realize increased yields and drive
down production costs.
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For example, our AOI systems use our proprietary machine vision, electro-optics, precision mechanics,
artificial intelligence and imaging technologies to automatically detect flaws and defects in products being
manufactured by our PCB and FPD customers. Some of our AOI systems incorporate several parallel methods of
inspection, utilizing pre-programmed algorithms and data stored in a computer-aided design/computer-aided
manufacture (“CAD/CAM?”) database to maximize the probability of defect detection and minimize the rate of
false calls. The proprietary structure of the electronic logic unit enables parallel processing, a requirement for
performing defect detection tasks in real time, which, in turn, is one of the key factors in attaining the high
throughput achieved by our systems.

Our laser-based direct imaging technology enables the transfer of digital image data directly from the
electronic media on to the photoresist which translates into fewer manufacturing steps, lower material costs and
greater accuracy. Our laser-based direct imaging technology enables our PCB customers to manufacture higher
density, more sophisticated PCBs, with significantly higher yields and reduced manufacturing costs, through the
elimination of artwork costs and the scrap created by traditional contact printing.

Our repair products employ advanced optics systems and image acquisition and processing techniques,
combined with high-performance, high-power laser control, to achieve highly accurate, repeatable and reliable
results for advanced PCB and FPD applications, which cannot be replicated in manual repair processes.

Our UV laser drilling systems are used to achieve the small vias required for the most advanced mobile
phone boards and IC substrates at a quality superior to that achievable by traditional mechanical drills or CO,
lasers.

Our FPD test systems utilize advanced digital imaging technology which enables LCD manufacturers to
conduct electrical testing of glass panels, based on examination and testing of their functionality, to identify and
repair defects during the various stages of the cell and array manufacturing process thereby allowing
manufacturers to reduce overall cost of materials and significantly improve throughput.

Our CAM and engineering solutions facilitate automation and integration of the design, tooling, production
data and inspection needs associated with PCB production. These software solutions streamline the transfer of
complex designs from the designer of the PCB to the production floor and enable system operators to perform a
wide range of data-related operations.

Our recognition software solutions use proprietary image processing, character recognition and web-based
work flow algorithms to enable banks and other financial institutions to automate their check processing
operations, thereby reducing manual labor costs and increasing their overall cost effectiveness. We have also
developed a proprietary technology for web-based, location-independent data entry for use, among other things,
in check and forms processing. We believe we are a leading provider of automatic check reading software
solutions.

(d) Our Industry

Printed Circuit Boards

Virtually all electronic equipment uses PCBs, which are the basic interconnect platforms for the electronic
components that comprise all electronic equipment. PCBs contain the electronic circuitry required to interconnect
the components which are subsequently mounted on them and which, when operating together, perform a
specified function. An assembly of one or more mounted PCBs working together forms an essential part of most
electronic products. These include computers, hand-held electronic devices such as cellular telephones, tablets
and electronic book readers, consumer electronics, automotive equipment, telecommunications equipment,
industrial and medical equipment and military and aerospace applications.
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PCBs are manufactured through a series of complex steps. Generally, production starts with a sheet of
epoxy-fiberglass (or other material with electric insulating qualities) laminated with a conducting material such
as copper. The sheet is coated with a thin layer of light-sensitive material (‘photoresist’). A transparent film
containing the desired circuitry pattern (‘production phototool’), normally produced by a photoplotter connected
to a CAD/CAM data base, is then laid on the photoresist. The sheet is then exposed to light, which copies the
conductor pattern from the production phototool into the photoresist. Alternatively, the conductor pattern may be
transferred directly into the photoresist without the use of a production phototool using direct imaging
technologies. Subsequent development of the photoresist and a chemical etching process removes excess
conducting material and leaves the desired conducting metal pattern printed on the layer.

Although PCBs may be single-sided or double-sided, the largest segment of the PCB industry consists of
multilayer boards. In multilayer board production several such layers with appropriate copper patterns (‘inner
layers’) are stacked up in registration and laminated together. Thereafter, holes are drilled through the stack in a
specific pattern, using a mechanical driller, and plated with a conductive metal. Further steps of patterning the
outermost 1§yers, protecting the functional areas with a more inert conductor and the rest of the surface with
insulating material (‘solder mask’) and marking the board with a screen printed or ink jetted legend result in the
completed multilayer board. Still more advanced PCBs, known as ‘build-up’ boards, are produced using HDI
technology. This involves adding thin additional electrical insulating layers to the top and bottom surface of the
board, drilling miniature holes (known as ‘vias’) through each such layer using a laser drilling machine and then
metalizing and patterning the surface as before. This process may be repeated several times resulting in multiple
build up layers on each side of the PCB.

As PCBs are susceptible to various defects (electrical shorts, open circuits and insufficient or off-measure
conductor widths), inspection is required throughout PCB production to identify such defects, which are then
repaired, if possible. Early detection of these defects, particularly in the case of multilayered boards where PCB
layers are subsequently embedded inside the finished board, increases the possibility of successful repair and
reduces the number of unusable boards, and therefore reduces the overall cost to the manufacturer.

Flat Panel Displays

FPDs, which include LCDs, plasma displays, organic light-emitting diodes displays (“OLED”s) and other
types of FPDs, are presently used as display screens for laptop and desktop computers, tablets, televisions,
smartphones, car navigation systems, digital and video cameras and a variety of other devices for technical,
medical, military, aerospace and consumer electronics applications. FPDs offer various advantages over CRTs,
including the convenience associated with their significantly smaller physical depth and lower weight, their
relatively efficient use of energy and their relatively low levels of radiation and heat emission. Over recent years
there has been a steady growth in sales of LCD television sets for home use as a percentage of the total number
of televisions sold, as well as in the average screen size of LCD televisions.

The most common FPD technology currently in use is the thin film transistor (“TFT”) LCD, and we believe
that this LCD technology will maintain its position of major importance in the foreseeable future. TFT LCDs,
which are also known as active matrix LCDs, enable the production of higher resolution displays which provide
very high performance.

LCD manufacturers generally refer to the size of glass panels (as measured in length and width) in terms of
successively numbered ‘generations.” Although there is no standard gauge that is strictly and uniformly applied
by all LCD manufacturers, a broad understanding exists as to the glass size represented by each incremental
generation number. Normally, fourth generation glasses are 730 x 920 mm in size; fifth generation 1,100 x 1,300
mm in size; sixth generation 1,500 x 1,850 mm in size; seventh generation 1,870 x 2,200 mm in size; eighth
generation 2,200 x 2,500 mm in size; and tenth generation, the largest currently in commercial production, are
2,880 x 3,130 mm in size. By developing increasingly large glasses, manufacturers are able to take advantage of
various economies of scale which are available in the LCD production process, thus enabling them to improve
their overall productivity. In addition, larger glasses enable manufacturers to produce and market consumer
products, including televisions, with larger screen sizes.
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LCDs are susceptible to various defects, many of which result from the photolithographic, deposition and
etching processes used in LCD production. Detection of these defects during the production process allows
manufacturers to improve monitoring of their production processes, avoid the expense of further costly materials
(which represent a substantial percentage of total costs), repair defects, if possible, before they become
inaccessible due to further manufacturing processes and improve yields.

(e) Our Applications and Products

We design, develop, manufacture and sell AOI, repair, production and imaging products for use in the
manufacture of PCBs, AOI, test and repair systems for FPDs and automatic check reading products enabled
through recognition software. We also market CAM and engineering solutions for PCB production. The table
below provides an overview of our target industries and our key applications and products:

* Direct Imaging

Our Target Industries Our Applications Our Products
> Discovery

AOI Ultra Discovery
Fusion
PerFix

AOR Ultra PerFix -

Imaging

« Plotting LP9

Paragon
Paragon-SM

Paragon Ultra

PCBs Paragon-Xpress
¢ Inkjet Sprint
Laser Drilling Emerald
Pre-Production
B InCAM
« CAM Genesis 2000
GenFlex
InPlan
* Engineering InPlan Flex
InCoupon
SuperVision
XVision
Aol EVision
FPI-6000
Test ArrayChecker
FPDs Repair ArraySaver
Process Monitoring EYES-2020

Value Added Applications

Automatic Defect Classification
Digital Macro Inspection
Critical Dimension and Overlay Measurement

Recognition Solutions

. eFAST
Check Processing OrboCAR
Fraud Prevention Sereno
Forms Automation Convene
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Our PCB Applications and Products

Our PCB-AOI products are of particular value to manufacturers of fine-line, advanced PCBs (where defects
are especially difficult to detect) and of multilayered PCBs (where the cost of undetected defects is very high)
because they enable manufacturers to trace the source of defects in their manufacturing processes and increase
their yield of usable finished products. In addition, the capability of our digital production solutions, such as laser
direct imaging, inkjet legend printing and ultraviolet (“UV”) laser drilling, to adapt production data and thereby
compensate for random production process inaccuracies enables manufacturers to improve their yield in the
production of these complex boards. We believe that from 2000 to 2010, growth in sales of our PCB applications
and products was about three times the rate of growth in the general PCB industry.

In 2010, our PCB product lines accounted for approximately $250.1 million of revenues (including
approximately $77.8 million related to service and support of those products), representing approximately 47%
of our revenues. This compared with approximately $144.1 million of revenues (including approximately $69.6
million relafed to service and support of those products), representing approximately 40% of our revenues, in
2009, and approximately $217.6 million of revenues (including approximately $78.1 million related to service
and support of those products), representing approximately 53% of our revenues, in 2008.

(i) PCB-AOI

PCB-AOI systems are computerized, electro-optical systems for inspection and identification of defects in
the artwork design master, production phototools and PCBs at various stages of production. Our PCB-AOI
systems are designed for easy integration into the production processes of most PCB manufacturing facilities, as
well as for flexibility, easy upgradeability, operational simplicity and ease of maintenance and do not generally
require highly specialized skills or experience to operate. Our PCB-AOI offering includes the Fusion series and
the Discovery series of AOI systems. Fusion was launched in the fourth quarter of 2010 and can handle
resolutions down to 25 microns at very high throughput, and provides significantly improved detection on semi
transparent and multi-colored substrates. In addition, the Fusion’s ‘Smart Setup’ offers significantly shortened
setup time and offers intuitive operation thus reducing the need for AOI training.

(ii) AOR Systems and Verification and Repair Stations

AOR systems are designed to address certain limitations inherent in the manual repair of PCBs, by enabling
the automatic repair of defects known as ‘shorts’ and ‘excess copper,’ thereby minimizing the scrapping of
unusable panels during the manufacturing process and enabling a significant reduction in manufacturers’ overall
manufacturing costs. Our AOR products employ advanced image.acquisition and image processing techniques,
combined with high-performance laser control, to achieve highly accurate, repeatable and reliable results,
particularly for advanced PCB applications, which cannot be replicated in manual repair processes. The PerFix
series of AOR systems, which was introduced in 2008, is the first system to offer an automated repair solution
for ‘shorts’ and ‘excess copper’ defects in PCBs.

Our current offering of verification and repair stations is comprised of the VeriSmart, introduced in 2004,
the VeriWide and VeriFine, introduced in 2006 and the Ultra VeriFine-A, introduced in 2009. Each of these
models provides the operator with a crisp and magnified color image of the possible defect essential for
verification of high-density PCBs.

(iii) Imaging Solutions

Laser plotters provide PCB manufacturers with the capability to transform, within a few minutes, circuit
designs on electronic media or design data retrieved from CAM databases into accurate, reliable ‘artwork’, or
production phototools. In 2008, we introduced our latest generation of high performance, automated laser
plotters, the LP-9 series.
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Laser-based direct imaging eliminates the need for exposing photoresist through a production phototool by
enabling the transfer of digital image data directly from the electronic media on to the photoresist. This translates
into fewer manufacturing steps, lower material costs and greater accuracy and layer-to-layer registration. Laser-
based direct imaging technology enables the manufacture of higher density, more sophisticated PCBs, with
significantly higher yields and reduced manufacturing costs, through the elimination of artwork costs and the
scrap created by contact printing. Our advanced Paragon systems are industry-leading, high accuracy, power
efficient, fast throughput laser direct imaging solutions.

Legend printing refers to a particular stage in the PCB manufacturing process during which characters and
other non-functional patterns (‘legends’) are printed on the PCB under production. Using a digital, non-contact,
dot-matrix printing technology, inkjet systems release droplets of ink from a small aperture directly to a specified
position on a given media to create the required image. The Sprint series systems, introduced in 2008, provide
substantial cost savings for PCB manufacturers by significantly reducing the legend printing cycle time and
enabling functionality that cannot be achieved through the conventional legend printing process.

(iv) UV laser drilling

UV laser drilling is used to generate the interconnection between different layers in HDI PCBs. UV laser
drilling is capable of achieving the small vias required for leading edge mobile phone boards and the most
advanced IC substrates at a quality superior to that achievable by traditional mechanical drills or CO, lasers. In
2010, we introduced the Emerald-100, a high performance UV laser drilling solution for IC substrates and HDI
applications. The Emerald-100 activates multiple beams and scanners in parallel to achieve very high drilling
speed, accuracy and quality.

(v) CAM and Engineering Solutions

CAM and engineering solutions are designed for use in the PCB pre-production phase to facilitate
automation and integration of the design, tooling, production data and inspection needs associated with PCB
production. The Frontline products we market include CAM and engineering software solutions, which
streamline the transfer of complex designs from the designer of the PCB to the production floor and enable
system operators to perform a wide range of data-related operations. Our CAM and engineering product lines
include: InCAM, GenFlex and InPlan.

Our FPD Applications and Products

The FPD-AOI and test systems manufactured and marketed by the Company identify and classify defects
that may impact the performance of the LCD panel; and the repair systems manufactured and marketed by the
Company are designed to enable customers to repair defects, thereby further improving manufacturers’ yield of
non-defective or higher grade (quality) glasses.

In 2010, our FPD product lines accounted for approximately $265.6 million of revenues (including
approximately $36.0 million related to service and support of such products), representing approximately 50% of
our revenues. This compared with approximately $201.2 million of revenues (including approximately $31.6
million related to service and support of such products), representing approximately 56% of our revenues, in
2009, and approximately $175.1 million of revenues (including approximately $16.8 million related to service
and support of those products), representing approximately 43% of our revenues, in 2008.

(i) FPD-AOI and Value Added Applications

We offer a variety of inline and offline FPD-AOI systems that includes the Evision Series, SuperVision
Series, X Vision Series and FPI-6000 Series. The EVision series, introduced in the third quarter of 2010, offers
optimized glass handling, rapid image capture capabilities and compact footprint for seventh and eighth
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generation glass substrates. The EVision is designed to meet both the detection sensitivity and throughput
requirements of the industry’s leading manufacturers. Our SuperVision series of FPD-AOI systems supports
fourth through eighth generation glass substrates. The latest model, the SuperVision 470HR, addresses the highly
_ specialized inspection requirements of OLED displays. The XVision systems are designed to be integrated into
process equipment to provide rapid feedback on process failures. The FPI-6000 series FPD-AOI systems
complement and expand the range of our other FPD-AOQI systems by broadening the scope of inspection
solutions that we are able to offer to include engineering tool-process analysis for process setup.

In addition, we offer complementary features to our FPD-AOI systems that include: Advanced Video
Classification (“AVC”), Digital Macro inspection and Critical Dimension and Overlay Measurement. AVC
employs high quality video images to enable the automatic classification of defects identified by our FPD-AQOI
systems during the scanning process. Digital Macro inspection is an optional add-on feature to the FPD-AOI
systems which obviates the need for manufacturers to purchase a separate, stand alone macro inspection system.
Critical Dimegsion and Overlay measurement, or ‘CD/O’, is an optional add-on feature to our FPD-AOI systems,
which enables accurate measurement of critical features on the glass panel, such as conductor widths and layer to
layer registration.

(ii) FPD Test )

The ArrayChecker test systems detect, locate, quantify and characterize electrical, contamination and other
defects in active matrix LCD after array fabrication. These systems use proprietary non-contact voltage imaging
technology to provide a high-resolution voltage map of the entire display and proprietary image analysis software
which converts this voltage map into complete pixel defect data. The ArrayChecker test systems determine
whether individual pixels or lines of pixels are functional and also identify more subtle defects such as variations
in individual pixel voltage. These defect data files are then used for repair and statistical process control.

(iti) FPD Repair

The ArraySaver repair systems utilize multiple wavelength laser technology to repair ‘short’ defects in
FPDs during and after array fabrication. These systems can use defect data files downloaded from any test and
inspection systems, to position the panel for repair automatically, thereby saving time which would otherwise be
spent by operators in locating defects. The repair automation function has been further upgraded by the
introduction of the Parallel Repair System (PRS) which simplifies operator interaction with the system and
improves repair tool capacity.

(iv) Process Monitoring

Our EYES-2020 offers an enhanced process monitoring system providing effective defect data analysis. It
enables accurate process control, virtually in real time, and improves yields by automatically counting,
accumulating and analyzing AOI-generated defect data. We believe that the combination of AOI and EYES
allows LCD manufacturers to achieve high quality, comprehensive and reliable process control.

Recognition Solutions

Through Orbograph, we developed recognition software comprising automatic check reading and check
fraud detection products which are marketed to banks and other financial institutions through system integrators
and solution providers. Orbograph has also developed a proprietary technology, known as Key-Pay, for
web-based, location-independent data entry for use, among other things, in check and forms processing. By using
Orbograph’s automatic check reading products, customers substantially reduce their manual labor costs, while at
the same time generally achieving greater accuracy than human operators. The Company believes that, as of the
date hereof, Orbograph is a leading provider of automatic check reading software products.
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Orbograph’s recognition software drives its automatic check reading products, which operate by acquiring
or ‘capturing’ the image of a check, identifying the amount as well as other important information which it
contains, and converting that image data into a computer readable, digital number. Orbograph’s principal
products are the OrboCAR (check amount recognition) suite of products that are designed to automatically read
the numerical characters and alphabetical letters handwritten or printed on checks. Other products developed and
marketed by Orbograph include: OrboCAR Apex, an innovative product based on Orbograph’s patented Key-Pay
technology that provides a highly efficient solution to check data entry by using a combination of artificial
intelligence and human intervention; Convene, an add-on utility for forms-processing applications which uses
Key-Pay technology to provide remote data-entry and data-repair services; and Sereno, a product that employs
proprietary algorithms which utilize recognition and image quality results, as well as verification of the
signatures and the check-stock (or check ‘template’) and transaction related data such as amount and serial
number, against valid items from a bank’s profile database, to detect fraudulent checks.

In 2010, our recognition software product lines accounted for approximately $13.8 million of revenues
(including approximately $6.0 million related to service and support of those products), representing
approximately 3% of our revenues. This compared with approximately $14.1 million of revenues (including
approximately $6.3 million related to service and support of those products), representing approximately 4% of
our revenues, in 2009, and approximately $15.3 million of revenues (including approximately $5.6 million
related to service and support of those products), representing approximately 4% of our revenues, in 2008.

Solar Photovoltaic Manufacturing

Through OLTS, we are engaged in the research and development of new products for the deposition of anti-
reflective coating on crystalline silicon photovoltaic wafers for solar energy panels. Anti-reflective coating is a
thin film of SiN, which is deposited by a process known as plasma-enhanced chemical vapor deposition
(“PECVD”). This is an efficiency-enhancing technique intended to provide both an effective anti-reflective
coating layer used to match refractive indexes and surface passivation. The process is designed to maximize light
absorption in the silicon and perform material passivation, thereby generating higher solar energy to electricity
conversion efficiencies and, in turn, reducing the cost per watt of electricity produced by photovoltaic systems.
The system being developed by OLTS is intended to combine the benefits of high efficiency performance of
direct PECVD and the productivity of high throughput operation.

() Competition

We believe we are the only end-to-end yield management solutions provider to the PCB and FPD industries.

The competitive landscape we face in the PCB industry is highly fragmented. Within each of our product
categories, we compete with a number of small, independent suppliers which supply solutions for specific, and in
many cases, single applications. Our main competitors in the PCB industry include Camtek, Dainippon Screen,
ORC Imaging, Fuji Film, and Hitachi Via Mechanics. We believe that the key competitive factors in this industry
are product quality and reliability, technical expertise and development capability, breadth of product offerings,
service capabilities and price.

The competitive landscape we face in the FPD industry is more concentrated and within each of the
principal product categories in our FPD business, we compete with either divisions of industrial corporations, or
with companies who are captive providers of yield management solutions to those corporations. Our main
competitors in the FPD industry include NCB Networks, LG PRI, ADP Engineering, AKT (Applied Materials),
Top Engineering, Charm Engineering and Omron LaserFront. We believe that the key competitive factors in this
industry are technical expertise, product quality, reliability and price.
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(g) Product Research, Development and Intellectual Property

We deploy our core technology platforms across various product families and applications in order to
maximize the impact of our research, development and engineering investments, to increase economies of scale
and to apply our technology-specific expertise across multiple consumer end markets.

Our global engineering team of 400 full time scientists and engineers dedicated to product research,
development and engineering works closely with our customers to meet and anticipate their evolving
requirements and new product introductions.

We believe that continued, focused investment in research, development and engineering activities are
critical to our future growth and to maintaining our leadership position. Despite the economic downturn of 2008
and 2009, we continued during this period to invest in research and development in order to better serve our
customers with advanced yield management solutions. Our research and development investment accounted for
15%, 18%, arid 18% of our total revenues in 2010, 2009 and 2008, respectively. Our research and development
and engineering investment enable us to consistently provide innovative, ‘first to market” and high quality
products.

We believe that the development and use of our intellectual property is'a key differentiating factor in the
marketplace. We protect our proprietary technologies by seeking patents, retaining trade secrets and defending,
enforcing and utilizing our intellectual property rights, where appropriate. We believe this strategy allows us to
preserve the advantages of our products and technologies, and helps us to improve the return on our investment
in research and development. We also benefit from our large intellectual property portfolio, which consists of
approximately 520 United States and non-United States patents and patent applications.

(h) Sales, Marketing and Customers

We market our products for inspection of electronic components and provide customer support through our
wholly-owned subsidiaries in the United States, Europe and the Far East, including Japan. Our subsidiaries
employ local marketing, sales and customer support personnel. Worldwide marketing efforts are co-ordinated by
the responsible marketing managers, who are based at our headquarters in Israel. Orbograph, utilizing Orbotech,
Inc. as its distributor, markets and sells its principal products through system integrators, principally in North
America, who incorporate our recognition software into the automated check processing systems utilized by
banks and other financial institutions. The Company has 41 sales offices in 12 countries.

Our sales and marketing strategy focuses on deepening our relationships with leading PCB and FPD
customers and becoming their trusted supplier of yield management solutions and we have longstanding
relationships with most of our customers.

We install, service and provide training to customers on all our products. After a minimum amount of site
preparation by the customer, installation of a system can normally be completed at the customer’s site, either by
the Company or third parties, within a relatively short time after delivery. As part of the installation procedure,
we provide our customers with system documentation and basic training in maintenance and application. In
addition, for a fee, we offer customers service and maintenance contracts commencing after the expiration of the
warranty period. Software, whether contained in optional features or forming an integral part of the functioning
capacity of the system, is licensed. Software updates are typically included in the service fee.

(i) Production and Sources of Supply

The Company maintains manufacturing facilities in Israel, the United States, Europe, Korea, China and
Japan. The Company’s manufacturing activities for systems consist primarily of the assembly and testing of
components and subassemblies that are acquired from third party vendors and subcontractors and then integrated
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into a finished system by the Company. In addition, the Company utilizes turnkey suppliers to build and/or
assemble some of its systems, into which certain core components, such as proprietary software and optical
devices, are then integrated by the Company.

The Company increasingly utilizes subcontractors in Israel, the United States, Europe, Korea, China and
Japan for the production of mechanical parts, optical components, castings and casings, electronic cabinets, PCB
fabrication and a portion of the required electronic assembly.

Most electronic components are imported from the United States, Europe, China and Japan. The Company’s
production capacity is sufficient for its level of sales and permits the Company, in most cases, to ship products
within two weeks to six months of receipt of customer orders if requested by the customer.

Certain key components and subassemblies included in the Company’s systems are purchased from a
limited group of suppliers. The Company purchases certain key components from single sources of supply. To
date, the Company has been able to obtain sufficient units to meet its needs and does not foresee any short-term
supply difficulty in obtaining timely delivery of any parts or components. However, an interruption in supply
from any of these sources could disrupt production, thereby adversely affecting the Company’s results. The
Company generally maintains several months’ inventory of critical components used in the manufacture and
assembly of its systems and/or uses framework orders and other types of agreements to ensure the availability of
such components. )

(j) Additional Considerations Relating to the Company’s Operations in Israel

The Company is incorporated under the laws of the State of Israel, and its headquarters, as well as
substantial research and development and production facilities, are located in Israel. Although virtually all of the
Company’s sales are currently made to customers outside Israel, the Company is nonetheless directly influenced
by political, economic and military conditions affecting Israel. Accordingly, any major hostilities involving
Israel, a substantial decline in the prevailing regional security situation or the interruption or curtailment of trade
between Israel and its present trading partners could have a material adverse effect on the Company’s operations.
Since the establishment of the State of Israel in 1948, a state of hostility has existed, varying in degree and
intensity, between Israel and the Arab countries. Historically, Arab states have boycotted any direct trade with
Israel and to varying degrees have imposed a secondary boycott on any company carrying on trade with, or doing
business in, Israel. Although Israel has entered into certain agreements with Egypt, Jordan and Palestinian
representatives, there have been continued and increasing difficulties in the relationship with the Palestinians and
no prediction can be made as to whether a resolution of past problems will be achieved or as to the nature of any
such resolution. During the past decade the overall relationship and security situation between Israel and the
Palestinians has deteriorated significantly and has been marked by ongoing violence. To date, these matters have
not had any material effect on the Company’s business and results of operations, but there can be no assurance
that they will not do so in the future.

Many of the Company’s male employees in Israel are currently obligated to perform annual reserve duty in
the Israel Defense Forces. In addition, virtually all such employees are subject to being called for active military
duty at any time under emergency circumstances. No assessment can be made of the full impact of such
requirements on the Company in the future, particularly if emergency circumstances occur, and no prediction can
be made as to the effect on the Company of any expansion of these obligations.

The Company benefits from certain government programs and tax legislation, particularly as a result of the
‘Approved Enterprise’ or ‘Benefiting Enterprise’ status of substantially all of the Company’s existing production
facilities in Israel under the Law for the Encouragement of Capital Investments, 1959 (an “Approved
Enterprise”, a “Benefiting Enterprise” and the “Investment Law”, respectively). Pursuant to these programs
and legislation, a significant portion of the Company’s income is currently taxed at reduced rates. See Note 10a
to the Financial Statements. To be eligible for these benefits, the Company needs to meet certain conditions.
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Should the Company fail to meet such conditions, these benefits could be cancelled and the Company might be
required to refund tax benefits previously received, if any, together with interest and linkage differences to the
Israeli CPI, or other monetary penalty. The Company also benefits from a Government of Israel program under
which it receives grants from the OCS for the development of generic technologies without incurring any royalty
obligations. See Item 5—Operating and Financial Review and Prospects—Research and Development, Patents
and Licenses, etc.—Research and Development Policy. There can be no assurance that these programs and tax
legislation will be continued in the future or that the available benefits will not be reduced. For further
information see Item 5—Operating and Financial Review and Prospects—Critical Accounting Policies and
Estimates—Taxes on Income; and Note 10a to the Financial Statements.

The termination or curtailment of these programs or the loss or reduction of benefits under the Investment
Law (particularly those available to the Company as a result of the Approved Enterprise or Benefiting Enterprise
status of the Company’s existing facilities in Israel) could have a material adverse effect on the Company’s
business, financial condition and results of operations.

Israel is a member of the United Nations, the International Monetary Fund, the World Bank Group
(including the International Finance Corporation), the European Bank for Reconstruction and Development, the
Inter-American Development Bank and the Organisation for Economic Co-operation and Development (OECD).
Israel is also a signatory to the General Agreement on Tariffs and Trade, which provides for reciprocal lowering
of trade barriers among its members.

Israel has entered into preferential trade agreements with the European Union, the United States, Canada,
the European Free Trade Association and a number of other countries.

For more information about the risks associated with the Company’s operations in Israel, see Item 3—Key
Information—Risk Factors (m), (n) and (r).

4.C Organizational Structure

The Company’s corporate headquarters, executive and registered offices, as well as substantial research and
development, engineering and manufacturing facilities, are located in Yavne, Israel. Orbotech, Inc., wholly-
owned by Orbotech Ltd., maintains its headquarters in Billerica, Massachusetts. PDI and OLTS maintain their
headquarters in San Jose, California. The Company’s European operations are coordinated from the headquarters
of its wholly-owned subsidiary in Brussels, Orbotech S.A., and from regional offices in Italy and Germany. New
System operates from offices in Gorizia, Italy. Orbotech Pacific Ltd. and Orbotech Asia Ltd., also wholly-owned
subsidiaries of Orbotech Ltd., operate through their headquarters in- Hong Kong, and Orbotech Pacific Ltd. also
operates from regional offices or subsidiaries in Korea, Taiwan and China, and through Orbotech Ltd.
subsidiaries in Korea and Singapore. Orbotech Ltd.”s wholly-owned subsidiary in Japan, Orbotech Japan Ltd.,
maintains its headquarters in Tokyo. The Company’s principal Israeli subsidiary is Orbograph (owned
approximately 90% by Orbotech Ltd.). Frontline operates from headquarters in Yavne, Israel. For more
information about the Company’s organizational structure, see Item 19—Exhibits—Exhibit 8.1—List of
Subsidiaries.

4.D Property, Plants and Equipment

The Company maintains substantial administrative, manufacturing, research and development, corporate
sales, marketing and customer support operations in and from leased premises located in Yavne, Israel,
comprising a total area of approximately 291,000 square feet with an option to lease additional space. The lease
is for a ten-year period terminating in 2016, and the Company has a right of first refusal to purchase the facility.

Additionally, the Company, generally through its subsidiaries, leases approximately 456,000 square feet of
floor space, which is used in connection with sales, marketing, customer support, engineering and production
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operations. These leases expire on various dates up to 2019. Also, two of the Company’s European subsidiaries,
Orbotech S.A. and New System, hold interests in real property in Gorizia, Italy and Brussels, Belgium and PDI
owns an interest in real property located in San Jose, California.

The aggregate annual rental paid by the Company for all of the Company’s facilities in and outside Israel in
2010 was approximately $9.9 million (compared to $10.2 million in 2009 and $8.2 million in 2008). For further
information, see Note 8a to the Financial Statements.

The Company has invested substantial sums in improving the leased properties that it occupies in order to
adapt them to its various engineering and production activities. The majority of these improvements have been
integrated into the leasehold facilities. At the present time, the facilities available to the Company in Yavne,
Israel are generally utilized on a one-shift basis in the course of the Company’s normal operations and are
considered to be adequate for such operations; however, the Company has the capability to expand this capacity
when needed, including, as it has done in the past, by scheduling additional production shifts. The Company is
not presently engaged in the construction or material expansion of any additional building at its facilities and has
no present plans to relocate its Yavne facilities. The Company is not aware of any environmental issues that may
affect its ability to use its facilities in any material respect.

As part of the Loan Agreements, Orbotech Ltd. created a floating charge on all of its assets and a fixed
charge on the shares of PDI held by Orbotech, Inc. in favor of IDB as security for repayment of amounts under
the Loan Agreements. In addition, Orbotech Ltd. created a further floating charge on all of its assets, ranking
equally to that granted to IDB, in favor of Hapoalim to secure the repayment of potential losses on positions
taken by the Company in connection with the Hapoalim Banking Activities. For a description of the Loan
Agreements and the Hapoalim Debenture, including the security interests, see Item 5—Operating and Financial
Review and Prospects—Liquidity and Capital Resources.

Item 4A. Unresolved Staff Comments

None

Item 5." Operating and Financial Review and Prospects
5.A Operating Results
(a) General

Orbotech Ltd. is an Israeli corporation with two reportable segments:

(1) Production Solutions for the Electronics Industry, which consists of the design, development,
manufacture, marketing and service of yield-enhancing and production solutions for the supply chain of the
electronics industry, primarily AOI, imaging and production systems for PCBs, AOI, test and repair systems for
FPDs; the CAM and engineering solutions for PCB production marketed by the Company; and

(ii) Recognition Software, which consists of the development and marketing of automatic check reading and
check fraud detection products to banks and other financial institutions by Orbograph.

In addition to its two reportable segments, certain research and development initiatives concerning various
products not related to the Company’s two reportable segments are included in the Financial Statements under
“Other”.

The Company is principally engaged in the design, development, manufacture, marketing and service of
yield-enhancing and production solutions for the supply chain of the electronics industry. The Company’s

products for the electronics industry are primarily AOI, imaging and production systems for PCBs, and AOI, test

37



and repair systems for FPDs. The Company also markets CAM and engineering solutions for PCB production.
Through Orbograph, the Company develops and markets character recognition solutions to banks and other
financial institutions and has developed a proprietary technology for web-based, location-independent data entry
for use, among other things, in check and forms processing. Through OLTS, the Company is engaged in the
research and development of products for the deposition of anti-reflective coating on crystalline silicon
photovoltaic wafers for solar energy panels.

The Company derives revenues from two sources: (i) sales of the Company’s products; and (ii) services
provided with respect to the Company’s products. In 2010, 2009 and 2008, revenues derived from sales of the
Company’s products constituted approximately 77%, 70% and 74%, respectively, of the Company’s total
revenues, with the remaining revenues being derived from service for product support. During 2010, 2009 and
2008, approximately 97%, 96% and 96%, respectively, of revenues from both product sales and service were
derived from product lines related to the Company’s yield-enhancement and production solutions for the
electronics industry and approximately 3%, 4% and 4%, respectively, were derived from product lines related to
recognition software. The Company expects that revenues from its Production Solutions for the Electronics
Industry segment will continue to account for a predominant portion of product revenues and service revenues in
the near future. Most of the Company’s revenues are derived from repeat product sales to existing customers, and
the Company expects that repeat product sales will continue to account for a significant portion of such revenues
in the future. As the Company’s installed base of products grows, service revenues, which typically have lower
gross margins than product sales, are also expected to increase. See Note 14a to the Financial Statements for a
description of each reportable segment and information as to segment revenues, operating income or loss, assets
and related data.

The currency of the primary economic environment in which the operations of the Company (other than one
of the Company’s subsidiaries in Korea (“PKC”)) are conducted is the U.S. Dollar. Virtually all of the
Company’s sales are made outside Israel in non-Israeli currencies, mainly the U.S. Dollar, and most of its
purchases of materials and components are made in non-Israeli currencies, primarily the U.S. Dollar. Thus, the
functional currency of the Company (other than PKC) is the U.S. Dollar. The functional currency of PKC is the
Korean Won, since virtually all of its revenues are received, and most of its expenses are incurred, in Korean
Won.

(b) Basis of Presentation

The Company’s financial statements are generally prepared in accordance with U.S. GAAP. Nevertheless,
having been advised by the SEC that its staff does not object to the Company’s so doing, the Company accounts
for Frontline using the proportionate method of consolidation, including summarized footnote disclosures of the
amounts proportionately consolidated, rather than the equity method as is called for under U.S. GAAP.

In October 2010, the Company entered into the APA, pursuant to which GEMSI agreed to acquire the assets
of OMS for approximately $9.0 million in cash at closing and up to an additional $5.0 million in cash, subject to
the achievement of certain agreed performance-based milestones. The transaction closed on February 10, 2011.
Upon closing, the parties released each other from all claims, including with respect to the claims made in the
litigation between them and on February 14, 2011, the competent court in Israel approved the settlement
agreement entered into by the parties and dismissed such litigation with prejudice. See Item 8.A(c)—Legal
Proceedings. In addition, as of December 31, 2010, the Company committed to a plan to sell OMD by the end of
2011. However, the timing and terms of any such transaction within that period are subject to market and other
conditions. As a result, OMS as well as OMD have been classified as discontinued operations and certain
financial data for this and previous fiscal years provided in this Annual Report and the Financial Statements have
been re-cast to give effect to this.

Certain comparative figures relating to earlier years which are disclosed in this Annual Report have been
reclassified to conform to the current year presentation.
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Because Orbotech alone is obligated to provide funding to OLTS, and for as long as this remains the case,
the Company accounts and will continue to account for 100% of the losses of OLTS. In addition, the results of
OLTS are included in the Financial Statements since it is considered to be a variable interest entity for which the
Company is the primary beneficiary. See Note 1b to the Financial Statements.

(¢) Critical Accounting Policies and Estimates

To improve understanding of the Financial Statements, it is important to obtain some degree of familiarity
with the Company’s principal or significant accounting policies. These policies are described in Note 1 to the
Financial Statements. The Company reviews its financial reporting, disclosure practices and accounting policies
at least annually to ensure that the Financial Statements, which are developed on the basis of these accounting
policies, provide in all material respects complete, accurate and transparent information concerning the financial
position and results of operations of the Company. As part of this process, the Company has reviewed the
selection and application of its critical accounting policies and financial disclosures as at December 31, 2010, and
it believes that the Financial Statements present fairly, in all material respects, the consolidated financial position
of the Company as at that date and the operating results for the year then ended.

In preparing the Financial Statements in accordance with U.S. GAAP, the Company’s management must
often make judgments, estimates and assumptions, which may affect the reported amounts of assets, liabilities,
revenues, expenses and related disclosures as at the date of the Financial Statements and during the reporting
period. Some of those judgments can be subjective and complex, and consequently actual results may differ
materially from those estimates and assumptions. In the current economic environment, the risks and
uncertainties associated with those estimates and assumptions are exacerbated. For any given individual estimate
or assumption made by the Company, there may be alternative estimates or assumptions that are also reasonable.
However, the Company believes that, given the facts and circumstances before it at the time of making the
relevant judgments, estimates or assumptions, it is unlikely that applying any such other reasonable approach
would cause a material adverse effect on the Company’s consolidated results of operations, financial position or
liquidity for the periods presented in the Financial Statements.

The Company is also subject to risks and uncertainties that may cause actual results to differ from estimates
and assumptions, such as cyclicality in the industries in which the Company operates, a sustained continuation or
a deterioration of the worldwide economic slowdown, the timing and strength of product and service offerings by
the Company and its competitors, changes in business or pricing strategies, changes in the prevailing political
and regulatory framework in which the relevant parties operate or in economic or technological trends or
conditions, including currency fluctuations, inflation and consumer confidence, on a global, regional or national
basis. Certain of these risks, uncertainties and assumptions are discussed under the heading Cautionary Statement
Regarding Forward-Looking Information and in Item 3—Key Information—Risk Factors.

The Company considers its most significant accounting policies to be those discussed below.

(i) Revenue Recognition

The Company recognizes revenue from sale of non-software products to end users upon delivery, provided
that appropriate signed documentation of the arrangement, such as a signed contract, purchase order or letter of
agreement has been received by the Company, the fee is fixed or determinable and collectability is reasonably
assured. If the Company determines that any of these criteria have not been met, revenue recognition is deferred
until all of these criteria have been met. The Company does not, in the normal course of business, provide a right
of return to its customers.

The Company implements the applicable accounting guidelines which deal with the accounting by a vendor
for contractual arrangements involving multiple revenue-generating activities to be performed by it, addressing
when, and if so how, an arrangement involving multiple deliverables should be divided into separate units of
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accounting. In such situations, revenue is recognized upon delivery of the separate elements. Multiple element
arrangements are treated as follows: (a) the arrangement is divided into ‘delivered’ and ‘undelivered’ elements;
(b) revenue is allocated to undelivered elements based on the fair value of each such element; and (c) the residual
amounts of revenue are allocated to delivered elements. This accounting treatment is applied if the delivered
elements have value on a stand alone basis, there exists objective and reliable evidence of fair value for the
undelivered elements, the arrangement does not include a general right of return with respect to delivered items
and delivery or performance of undelivered items is considered probable and is substantially within the
Company’s control. The maximum revenue recognized on a delivered element is limited to the amount that is not
contingent upon the delivery of additional items.

Installation and training are not considered essential to the product capabilities since they do not require
specialized skills and can be performed by other vendors. Accordingly, upon delivery, the Company defers
revenue in an amount equivalent to the fair value of installation and training and recognizes those deferred
revenues oncg installation and training has been completed.

The Company’s revenue arrangements contain multiple elements, as it grants its customers a warranty on
products sold, which includes the provision of post-sale service and maintenance, usually for a period of six to
twelve months. Upon meeting the revenue recognition criteria of the product, the Company records a portion of
the sale price that relates to the fair value of the services and maintenance expected to be performed during the
aforementioned period as deferred income, and recognizes it as service revenue ratably over such period. The
cost to the Company of warranting that the product will perform according to certain specifications and that the
Company will repair or replace the product if it ceases to work properly is insignificant and is treated according
to accounting principles for contingencies. After the warranty period, service revenue in respect of the
Company’s systems is recognized ratably over the contractual period or as services are performed. Annual
service fees are generally based on the list price of the Company’s products. It has been the Company’s
experience that many of its customers elect to receive maintenance services from the Company on a continuing
contractual basis after the conclusion of the warranty period.

In the case of delivery of newly developed products, revenue is deferred until acceptance is received.

 The Company recognizes revenue from sale of software to end users upon delivery, provided that
appropriate signed documentation of the arrangement, such as a signed contract, purchase order or letter of
agreement, has been received by the Company, the fee is fixed or determinable, and collectability is reasonably
ass