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PRELIMINARY NOTE

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

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

99 ¢ 9 ¢ 9 ¢ 99 ¢ 9 ¢

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

PART I

LT3

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

ITEM 1.IDENTITY OF DIRECTORS, SENIOR MANAGEMENT AND ADVISERS

Not applicable.

ITEM 2. OFFER STATISTICS AND EXPECTED TIMETABLE

Not applicable.
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ITEM 3. KEY INFORMATION

A. SELECTED FINANCIAL DATA

The selected financial data, set forth in the table below, have been derived from our audited historical financial
statements for each of the years from 2009 through 2013. The selected consolidated statement of operations data for
the years ended December 31, 2011, 2012 and 2013, and the selected consolidated balance sheet data as of December
31, 2012 and 2013, have been derived from our audited consolidated financial statements set forth elsewhere in this
Annual Report. The selected consolidated statement of operations data for the years ended December 31, 2009 and
2010, and the selected consolidated balance sheet data as of December 31, 2009, 2010 and 2011, have been derived
from our previously published audited consolidated financial statements, which are not included in this Annual
Report. The selected financial data should be read in conjunction with our consolidated financial statements, and are
qualified entirely by reference to these consolidated financial statements.
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Year Ended December 31,

2009

2010

2011

2012

(In thousands, except per share data)

Statement of Operations Data:

Revenues:

Products $114,871 $132,662 $135,827 $103,651
Services 11,023 17,378 20,025 23,839
Total revenues 125,894 150,040 155,827 127,490
Cost of revenues:

Products 53,004 62,155 59,917 48,371
Services 3,190 3,983 4,228 5,923
Total cost of revenues 56,194 66,138 64,145 54,294
Gross profit 69,700 83,902 91,682 73,196
Operating expense:

Research and development, net 29,952 30,189 32,150 28,677
Selling and marketing 32,111 35,024 43,248 40,040
General and administrative 7,821 8,252 9,028 8,214
Total operating expenses 69,884 73,465 84,426 76,931
Operating income (loss) (184 ) 10,437 7,256 (3,735
Financial expenses (income), net 2,744 94 423 ) (453
Income (loss) before taxes on income (2,928 ) 10,343 7,679 (3,282
Income tax expense (benefit), net 290 (1,885 238 541
Equity in losses of affiliated companies 76 213 277 354
Net income (loss) $(3,294 ) $12,015 $7,164 $4,177
Net loss attributable to a non- controlling interest $472 $111 $- $-

Net income (loss) attributable to AudioCodes’ shareholders $(2,822 ) $12,126 $7,164 $(4,177
Basic earnings (loss) per share $(0.07 ) $0.30 $0.17 $(0.11
Diluted earnings (loss) per share $(0.07 ) $0.30 $0.17 $(0.11
Welghtgd average number of ordinary shares used in 40,208 40,560 41,438 39.125
computing basic earnings (loss) per share

Weighted average number of ordinary shares used in 40,208 40,961 41,935 39.125

computing diluted earnings (loss) per share

2013

$111,750
25,482
137,232

51,996
6,568
58,564

78,668

28,194
39,279
8,456
75,929

) 2,739

) (96

) 2,835
(1,404
21

) $4,218

$_

) $4,218

) $0.11

) $0.11

38,241

39,097
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Balance Sheet Data:

Cash and cash equivalents

Short-term and restricted bank deposits, marketable
securities and accrued interest

Working capital

Long-term and restricted bank deposits and long-term
marketable securities

Total assets

Bank loans

Long term senior convertible notes

Shareholders’ equity

Non-controlling interest

Total equity

Capital stock (*)

December 31,

2009

$38,969
13,902
54,557

147,533
21,750
403
84,129
(244
83,885
170,062

)

2010

$50,311
13,825
66,537

173,644
15,750
353
99,180
99,180
172,263

2011

$28,257
14,353
55,083
32,943

192,677
33,155
353
106,019

106,019
176,998

2012

$15,219
18,296
46,598
25,013

165,789
22,913
353
98,297

98,297
178,623

2013

$30,763
24,807
64,859
6,697
174,304
14,477
104,809

104,809
182,220

(*) Capital stock represents share capital plus additional paid-in capital. less carrying amount of the equity component

of the senior convertible notes.

Currency and Exchange Rates

The following table sets forth the exchange rates for one United States dollar (“US$”) expressed in terms of one New
Israeli Shekel (“NIS”) in effect at the end of the following years, (based on the exchange rate on the last day of each

year).

December 31,
2009 2010 2011 2012 2013
3.775 3.549 3.821 3.733 3.471

The high and low exchange rates for each month during the previous six months are as follows (NIS per United States

$1.00):

Month High Low

September 2013 3.632 3.504
October 2013 3.567 3.518
November 2013 3.569 3.519
December 2013 3.530 3.471

10



January 2014
February 2014

3.507 3.483
3.549 3.496
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The high, low, average (calculated by using the average of the exchange rates on the last day of each month during the
period) and closing exchange rates for each of the Company’s five previous fiscal years are as follows:

Year Ended December 31,

2009 2010 2011 2012 2013
High 4256 3.894 3.821 4.084 3.791
Low 3.690 3.549 3.363 3.700 3.471

Average 3923 3732 3.579 3.858 3.609
Period End 3.775 3.549 3.821 3.733 3471

Unless otherwise indicated, in this Annual Report all references herein are to United States dollar.

The exchange rate on March 20, 2014, as reported by the Bank of Israel, for the conversion of United States dollars
into New Israeli Shekel was U.S. $1.00 equals NIS 3.484.

B. CAPITALIZATION AND INDEBTEDNESS
Not applicable.
C. REASONS FOR THE OFFER AND USE OF PROCEEDS
Not applicable.
D. RISK FACTORS

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

Risks Related to Our Business and Industry

12
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We reported losses in 2008, 2009 and 2012. We may report additional losses in the future.

We reported a net loss of $85.8 million in 2008, $2.8 million in 2009 and $4.2 million in 2012. We reported net
income of $12.1 million in 2010, $7.2 million in 2011 and $4.2 million in 2013. The loss in 2008 included a non-cash
impairment charge of $86.1 million taken in the fourth quarter of 2008 with respect to goodwill, intangible assets and
investment in an affiliate. The majority of our expenses are directly and indirectly related to the number of people we
employ. We may increase our expenses based on projections of revenue growth. If at any given time we do not meet
our expectations for growth in revenues our expenses incurred in anticipation of projected revenues may cause us to
incur a loss. We may not be able to anticipate a loss in advance and adjust our variable costs accordingly. As a result,
we may report additional losses in the future.

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

Our gross profit percentage has decreased in the past and is currently decreasing. Our gross profit percentage
decreased in 2008, 2009, 2012 and 2013. Our gross profit percentage has been negatively affected in the past and
could continue to be negatively affected by amortization expenses in connection with acquisitions, expenses related to
equity based compensation, increases in manufacturing costs, a shift in our sales mix towards our less profitable
products, increased customer demand for longer product warranties, fixed expenses that are applied to a lower revenue
base and increased cost pressures as a result of increased competition. Acquisitions of new businesses could also
negatively affect our gross profit percentage. A decrease in our gross profit percentage could cause an adverse effect
on our results of operations.

13
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We have depended, and expect to continue to depend, on a small number of large customers. The loss of one or more
of our large customers or the reduction in purchases by a significant customer or failure of such customer to pay for
the products it purchases from us could have a material adverse effect on our revenues.

Historically, a substantial portion of our revenues has been derived from large purchases by a small number of original
equipment manufacturers, or OEMs, and network equipment providers, or NEPs, systems integrators and distributors.
Our top three customers accounted for approximately 25.5% of our revenue in 2011, 25.3% of our revenues in 2012
and 27.8% of our revenues in 2013. Sales to ScanSource Communications Inc., our largest customer, accounted for
17.8% of our revenues in 2013, compared to 13.9% of our revenues in 2012, and 14.4% of our revenues in 2011. We
do not enter into sales agreements in which a customer is obligated to purchase a set quantity of our products. Based
on our experience, we expect that our customer base may change from period to period. If we lose a large customer
and fail to add new customers, or if purchases made by such customers are significantly reduced, there could be a
material adverse effect on our results of operations.

We have invested significant resources in developing products compatible with Microsoft Lync related
solutions. If Microsoft abandons this solution, decides to promote products of our competitors instead of our
products, is unwilling to continue to recognize AudioCodes as its partner or fails to achieve the expected
growth of Lync, our results of operations will be adversely affected.

We have invested significant resources in complying with Microsoft’s requirements for the purpose of becoming a
Microsoft recognized partner for their unified communication solutions for the enterprise market, which are known as
Microsoft Lync. We have adapted some of our gateway products, IP phones, session border controllers, survivable
branch applications, value added applications and professional services to operate in the Microsoft Lync environment.
We believe that recognition as a Microsoft partner enhances our access to and visibility in markets relevant to our
products. We are dependent on the users of Microsoft Lync to recognize the utility of our compatible products and
purchase them. If Microsoft were to abandon Lync, decide to promote the products of our competitors instead of our
products, is unwilling to continue to recognize AudioCodes as a Lync partner or fails to achieve the expected growth
of Lync, our results of operations will be adversely affected.

Recent and future economic conditions may adversely affect our business.

The uncertain economic and credit environment is having a negative impact on business around the world. The impact
of these conditions on the technology industry and our major customers and potential customers has been significant.
Conditions may continue to be uncertain or may be subject to deterioration which could lead to a further reduction in
consumer and customer spending overall, which could have an adverse impact on sales of our products. A disruption
in the ability of our significant customers to access liquidity could cause serious disruptions or an overall deterioration
of their businesses which could lead to a significant reduction in their orders of our products and the inability or
failure on their part to meet their payment obligations to us, any of which could have a material adverse effect on our

14
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results of operations and liquidity. A significant adverse change in a customer’s financial and/or credit position could
also require us to assume greater credit risk relating to that customer’s receivables or could limit our ability to collect
receivables related to previous purchases by that customer. As a result, our allowance for doubtful accounts and
write-offs of accounts receivable could increase.
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We may need additional financing to operate or grow our business. We may not be able to raise additional financing
for our capital needs on favorable terms, or at all, which could limit our ability to grow and to continue our longer
term expansion plans.

We may need additional financing to operate our business or continue our longer term expansion plans. To the extent
that we cannot fund our activities and acquisitions through our existing cash resources and any cash we generate from
operations, we may need to raise equity or debt funds through additional public or private financings. We cannot be
certain that we will be able to obtain additional financing on commercially reasonable terms, or at all. This could
inhibit our growth, increase our financing costs or cause us severe financial difficulties.

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

In 2011, we borrowed $23.8 million, of which $19.9 million is repayable in 20 equal quarterly payments of
approximately $1.0 million from December 2011 through September 2017 and the remaining $3.9 million is repayable
in 10 equal semiannual payments of $390,000 from June 2012 through December 2016. If we are unable to make
payments when required by these loan agreements or if we do not comply with covenants in our loan agreements with
respect to maintaining shareholders’ equity at specified levels or achieving certain levels of operating income, we
could be required to repay all or portion of these bank loans prior to their maturity. During 2011 and 2012, we were
not in compliance with some of the financial covenants contained in our loan agreements. Each of our lenders agreed
to waive compliance with these covenants, subject to compliance with revised financial covenants during the
remainder of 2012 and 2013. We are currently in compliance with our covenants, but if we are unable to comply with
these revised financial covenants in the future, our lenders could require us to repay all of our outstanding loans.

We are dependent on the development of the VoIP market to increase our sales.

We are dependent on the development of the Voice over Internet Protocol, or VoIP, market to increase our sales. We
cannot be sure that the delivery of telephone and other communications services over packet networks will continue to
expand or that there will be a need to interconnect to other networks utilizing the type of technology contained in our
products. For example, the need for our media gateway products depends on the need to interconnect VolP networks
with traditional non-packet based networks. Our enterprise session border control products depend on growth in the
need to interconnect Voice over Packet and unified communication systems with each other. The adaptation process
of connecting packet networks and telephone networks can be time consuming and costly. Sales of our VoIP products
will depend on the continued development of packet networks and the continued commercialization of VoIP services.
If this market develops more slowly than we expect, we may not be able to sell our products in a significant enough
volume to be profitable.
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We may expand our business through acquisitions that could result in diversion of resources and extra expenses. This
could disrupt our business and affect our results of operations.

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