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

As of December 31, 2004, the Registrant had outstanding 32,251,285 Ordinary Shares!, NIS 0.14 Nominal (par) Value each?

Indicate by check mark whether the Registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the Securities Exchange Act
of 1934 (the Exchange Act ), during the preceding 12 months (or for such shorter period that the Registrant was required to file such reports),
and (2) has been subject to such filing requirements for the past 90 days. Yes x No

Indicate by check mark which financial statement item the Registrant has elected to follow. Item 17 = Item 18 x

Does not include a total of 6,995,058 Ordinary Shares, 6,588,807 of which were subject to outstanding stock options granted pursuant to
the Company s stock option plans (3,919,018 of which had vested) and 406,251 of which (including 1,625 that had been designated but not
yet priced) remained available for future option grants pursuant to such plans, both as of December 31, 2004, comprised of:

(a) 768,166 Ordinary Shares issuable pursuant to options under the Company s Israeli Key Employee Share Incentive Plan (1992) (As
Amended, 1994, 1996, 1997, 1998, 1999) (the 1992 Plan ), all of which were subject to options that had been granted (of which
761,569 had vested);

(b) 2,342,241 Ordinary Shares issuable pursuant to options under the Company s 1995 Incentive Stock Plan for Key Employees of
Orbotech Ltd. s Subsidiaries (As Amended, 1997, 1998, 1999, 2000, 2001, 2003) (the 1995 Plan ), of which:

@) 2,062,355 Ordinary Shares were subject to options that had been granted (of which 1,219,430 had vested); and

(i) 279,886 Ordinary Shares remained available for future option grants pursuant to the 1995 Plan;

(c) 24,375 Ordinary Shares issuable pursuant to an option granted to a consultant to the Company under the Stock Option Plan for
Consultants of Orbotech Ltd. (1998) (the 1998 Plan ), which had fully vested; and

(d) 3,860,276 Ordinary Shares issuable pursuant to options under the Company s Employee Share Ownership and Option Plan (2000)
(As Amended, 2003) (the 2000 Plan ), of which:

@) 3,733,911 Ordinary Shares were subject to options that had been granted (of which 1,913,644 had vested); and

(ii) 126,365 Ordinary Shares (including 1,625 that had been designated but not yet priced) remained available for future option
grants pursuant to the 2000 Plan.

Also does not include 483,000 Ordinary Shares purchased by the Company during 2000 and held as treasury shares under Israeli law. For
so long as such Ordinary Shares are owned by the Company they have no rights and, accordingly, are neither eligible to participate in or
receive any future dividends which may be paid to shareholders of the Company nor are they entitled to participate in, be voted at or be
counted as part of the quorum for, any meetings of shareholders of the Company.
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Unless otherwise stated, all earnings per share, share and option data presented in this Annual Report on Form 20-F have been adjusted to
give effect to the issues of bonus shares (equivalent to three-for-two stock splits) undertaken by the Company in November 1999 and
September 2000 (see Item 4 Information on the Company History and Development of the Company Corporate History).
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Introduction

This Annual Report on Form 20-F relates to the Ordinary Shares New Israeli Sheqels 0.14 nominal (par) value each ( Ordinary Shares ) of
Orbotech Ltd. (the Company ,the Registrant or Orbotech ). In this Annual Report, references to the Company are, unless the context otherwise
requires, intended to be to the Company and its consolidated subsidiaries and joint venture.

Orbotech is principally engaged in the design, development, manufacture and marketing of yield-enhancing, production support solutions for
specialized applications in the supply chain of the electronics industry. The Company s products include automated optical inspection ( AOI ) and
process control systems for bare and assembled printed circuit boards ( PCB s) and for flat panel displays ( FPD s), and imaging solutions for PCB
production. In addition, the Company markets computer-aided manufacturing ( CAM ) solutions for PCB production. Through its subsidiary,
Orbograph Ltd. ( Orbograph ), the Company also develops and markets automatic check reading solutions to banks and other financial

institutions, and has developed a proprietary technology for web-based, location-independent data entry for check processing and forms

processing. The Company is continuing to develop its proprietary technologies for use in other applications both within and outside the

electronics industry. The Company also derives a significant portion of its revenues from the service and support of its products.

Cautionary Statement Regarding Forward-Looking Information

This Annual Report may contain certain forward-looking statements and information with respect to the business, 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 by discussions of strategy. 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 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 2005 and beyond, and are derived from beliefs and assumptions of the Company s management based, in

part, upon information currently available to the Company. Such statements 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 which 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, the timing and strength of new product offerings, pricing
strategies of the Company and its competitors, mix of product and service revenues, introduction of competing products by other companies,

lack of acceptance of new products and services by the Company s intended customers, changes in the Company s business strategy or those of its
competitors, the Company s ability to continue to receive adequate raw materials from its suppliers on acceptable terms (or at all) or to continue

to meet its liquidity needs, changes in the political and regulatory framework in which the Company operates or in economic or technological
trends or conditions, including currency fluctuations, inflation and consumer confidence, on a global, regional or national basis.

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 wishes to caution 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 Annual Report and as may be disclosed in the Company s other filings with the Securities
and Exchange Commission (the SEC ). For more information regarding some of the above factors, 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.
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PART I

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
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3.A Selected Financial Data

The consolidated statement of operations data set forth below with respect to the years ended December 31, 2004, 2003 and 2002, and the
consolidated balance sheet data as of December 31, 2004 and 2003, have been derived from the Consolidated Financial Statements listed in Item
18, which have been prepared in accordance with generally accepted accounting principles ( GAAP ) in the United States. The consolidated
statement of operations data set forth below with respect to the years ended December 31, 2001 and 2000, and the consolidated balance sheet
data as of December 31, 2002, 2001 and 2000, have been derived from other consolidated financial statements not included herein and have
been prepared in accordance with U.S. GAAP. The selected consolidated financial data set forth below should be read in conjunction with Item
5 Operating and Financial Review and Prospects, and the Consolidated Financial Statements listed in Item 18.
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Statement of Operations Data:

(in thousands except per share data)

Revenues

Cost of revenues:

Cost of products sold and services rendered
Write-down of inventories (1)

Settlement with the Government of Israel in respect of research
and development grants received (2)

Total cost of revenues

Gross profit

Research and development costs:

Expenses incurred

Less government participations (2)

Net research and development costs

Selling, general and administrative expenses
Amortization of goodwill and other intangible assets
Restructuring costs (4)

Operating income (loss)
Financial income net
Write-down of long-term investments (5)

Income (loss) before taxes on income
Taxes on income

Income (loss) from operations of the Company and its
subsidiaries and joint venture

Share in profits (losses) of an associated company
Minority share in profits of consolidated subsidiary

Net income (loss)

Earnings (loss) per share:

basic

diluted

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

basic

diluted

Balance Sheet Data:

Year Ended December 31,
2004 2003 2002 2001 2000
$315,168 $ 228,392 $216,368 $301,904 $ 372,341
176,535 130,917 130,284 162,293 182,239
7,448 7,013
14,173
176,535 138,365 130,284 183,479 182,239
138,633 90,027 86,084 118,425 190,102
49,716 42,057 44,384 50,047 42,237
1,719 2,601 2,191 140
47,997 39,456 42,193 50,047 (3) 42,097
52,951 48,000 50,184 58,612 60,727
2,308 2,400 2,521 7,291 4,558
3,786 10,733 6,149
35,377 3,615) (19,547) (3,674) 82,720
1,252 2,379 2,888 4,730 8,005
(2,945) (696)
33,684 (1,932) (16,659) 1,056 90,725
4,346 61 (1,099) 975) 10,838
29,338 (1,993) (15,560) 2,031 79,887
196 (507) (233)
(48) (455) (814)
29,486 (2,955) (15,793) 2,031 79,073
$ 0.91 $ (0.09) $ (049 $ 0.06 $ 2.51
$ 0.90 $ (0.09) $ (049 $ 0.06 $ 2.40
32,251 32,031 31,972 31,819 31,566
32,924 32,031 31,972 32,871 32,932

10



Working capital

Total assets

Long-term debt (net of current maturities)
Capital stock

Shareholders equity
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(in thousands)

December 31,

2004 2003 2002 2001 2000
$264,263 $238,808 $248,754 $ 256,027 $ 248,866
443,871 386,448 387,169 407,625 419,815
11,906 (2) 11,338 (2)
99,972 98,310 96,564 94,195 87,482
325,280 293,089 295,434 308,969 300,021

11
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The write-downs of inventories of $7.4 million in 2003 and $7.0 million in 2001 relate to excess inventories of components for

certain of the Company s PCB and FPD products. See Item 5 Operating and Financial Review and Prospects Year Ended

December 31, 2003 Compared To Year Ended December 31, 2002; and Note 3 to the Consolidated Financial Statements listed

in Item 18.

Prior to 2001, a portion of the Company s research and development costs was funded by the Government of Israel, through the Office of
the Chief Scientist at the Ministry of Industry and Trade of the State of Israel (the OCS ), in the form of royalty-bearing participations.
These amounts were deducted from the related research and development expenditures as incurred. During 1999, the Company decided to
phase out Israeli Government participation in its research and development activities due to the conditions then imposed upon such
participation by the Israeli Government. In December 2001, the Company reached an agreement with the OCS (the OCS Agreement )
pursuant to which it undertook to pay $14.2 million to the Government of Israel in settlement of all royalty obligations (other than those of
Orbograph) arising from sales after June 30, 2001 with respect to previous OCS grants to the Company. The Company initially decided to
make this payment in annual installments over five years commencing in 2003. However, during 2003 the Company agreed with the OCS
that the Company would accelerate payment of the balance (which included interest and linkage components) owing under the OCS
Agreement. Accordingly, the Company paid to the Government of Israel $8.7 million in 2003 and the remaining $6.2 million in 2004. The
OCS Agreement was also a pre-condition to Orbotech s participation in another OCS program under which it became eligible to receive
future research and development grants without any royalty obligations and pursuant to which it received $1.7 million, $2.6 million and
$2.2 million during 2004, 2003 and 2002, respectively. See Item 4 Information on the Company; Item 5 Operating and Financial Review
and Prospects Research and Development Policy Results of Operations; and Notes 1m and 7a(1) to the Consolidated Financial Statements
listed in Item 18.

Net research and development costs for the year ended December 31, 2001 included $1.2 million in consideration for co-operation on joint
research and development projects between the Company and Jenoptik AG ( Jenoptik ), a large, diversified German holding company
engaged, in part, in high-end optics technology. This was effected by the issuance of 67,500 Ordinary Shares to an affiliate of Jenoptik.
The restructuring charges of $3.8 million in 2003, $10.7 million in 2002 and $6.1 million in 2001 relate to reductions in the Company s
workforce and the rationalizations of certain of its manufacturing and operating activities. See Item 5 Operating and Financial Review and
Prospects Year Ended December 31, 2003 Compared To Year Ended December 31, 2002; and Note 13d to the Consolidated Financial
Statements listed in Item 18.

The write-downs of long-term investments of $2.9 million in 2004 and $0.7 million in 2003 reflect the revaluation of the Company s
interests in two private Israeli companies.

The Company has not paid any cash dividends in the last five years.

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 Factors

Investors, holders and prospective purchasers of Ordinary Shares and other persons reading this Annual Report should, in addition to having due
regard to the Cautionary Statement Regarding Forward-Looking Information noted above, also give consideration to the information set forth
below and elsewhere in this Annual Report concerning risks and uncertainties in connection with any investment in the Company s Ordinary

12
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Shares:

(a) Dependence on the Worldwide Electronics Industry

The predominant portion of the Company s products are used in manufacturing processes employed in the production of virtually all major
electronic products, particularly those associated with computers, televisions

13
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and telecommunications. As such, the Company depends very significantly upon the strength of the worldwide electronics industry, and in
particular upon the need by electronics component manufacturers to make continuing capital investments in systems and products, such as those
marketed and sold by the Company, for use in their production and manufacturing processes. This need is a reflection, in turn, of the worldwide
level of demand for the products and devices produced by these electronics component manufacturers. Demand for consumer end-products is
normally a function of the prevailing global or regional economic environment and is negatively affected in circumstances of a general economic
slow-down such as that which occurred from late 2000 until the middle of 2003.

Demand for the Company s products is also created, in part, by technological developments affecting product functionality or giving rise to new
or enhanced products, and which therefore generate an ongoing need on the part of electronics component manufacturers for yield-enhancing,
production support solutions of the type which the Company provides. Should changes in these technologies not continue to occur, or if there
were to emerge other technologies, such as those which may reduce or even obviate the need for the use of PCBs and FPDs in electronic
devices, this could have the effect of reducing overall demand for the Company s principal products.

There can be no assurance as to the future levels of demand for electronic products and devices and, correspondingly, as to the demand which
may exist for PCBs or FPDs and, in turn, for the Company s principal products. These factors, coupled with the Company s limited ability to
reduce its expenses due to the ongoing need for investment in research and development and to maintain the Company s worldwide customer and
support operations, and the difficulties associated with any such reductions, could, in circumstances of reduced overall demand for electronic
devices using PCBs and FPDs, have a material adverse effect on the Company s business and results of operations, such as occurred during the
years 2001 to 2003.

(b) The Cyclical Nature of the PCB and FPD Industries

The PCB and FPD industries have in the past been, and today remain, cyclical in nature, and have experienced periodic downturns, most

recently in the years 2001 to 2003. Because the Company s business relies considerably upon continuing capital investments by manufacturers of
bare and assembled PCBs and manufacturers of FPDs, it may be negatively affected in circumstances of a general economic slow-down, where
the availability of capital resources for investment, particularly in the computer, television or telecommunications industries, is reduced. In
addition, the timing and nature of capital expenditures by manufacturers of PCBs is usually such that the Company does not normally have a
substantial volume of unfilled orders from such manufacturers, and products are generally shipped to customers within a relatively short period
after receipt of orders. As a result, the Company s ability to foresee possible future changes in the total volume of such orders may be limited.

There can be no assurance as to the future levels of demand for electronic products and devices. Reduced demand for the inspection and other
systems and products developed and sold by the Company caused by lower demand for PCBs or FPDs, coupled with the Company s limited
ability to reduce its significant expenditures for research and development and worldwide customer and support operations, and the difficulties
associated with any such reductions, could have a material adverse effect on the Company s business and results of operations, such as occurred
during the years 2001 to 2003.

For further information see Item 4 Information on the Company Business Overview The Company s Products; Item 5 Operating and Financial
Review and Prospects Year Ended December 31, 2003 Compared To Year Ended December 31, 2002; and Trend Information.

(¢) The Company s Location in Israel

14



Edgar Filing: ORBOTECH LTD - Form 20-F

The Company is incorporated under the laws of the State of Israel and its headquarters and primary research, development and production
facilities are located in Israel. As such, the Company is directly influenced by political, economic and military conditions affecting Israel. Any
major hostilities involving Israel, a

15
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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.

In addition, the Company benefits from certain Israeli Government programs and tax legislation, particularly regarding its production facilities in
Israel. The termination or curtailment of these programs or the loss or reduction of such benefits could have a material adverse effect on the
Company s business, financial condition and results of operations.

For further information see Item 4 Information on the Company Additional Considerations Relating to the Company s Operations in Israel.

(d) Competition; Rapid Technological Change

Although the Company is a world leader in the design, development, manufacture and marketing of AOI systems for bare PCBs and for FPDs
and of imaging solutions for PCB production, it faces competition from a number of companies that either produce or are developing such
systems and products. In addition, there are a number of companies which develop and provide AOI solutions for manufacturers of assembled
PCBs, resulting in a strong competitive environment in which the Company s success may be adversely affected by any failure of the Company
to develop and market, in a timely manner, AOI solutions offering superiority of performance and handling, or to offer consistent and effective
service and support of those systems to its customers.

The Company s competitors in all product lines can be expected to continue to improve the design and performance of their products and to
introduce new products with more competitive prices and performance features. Although the Company attempts to maintain its competitive
position through its policy of substantial investment in research, development, marketing and operations, there can be no assurance that the
Company will be able to continue to make such investments or that the Company will be able to achieve, in a timely manner, the technological
advances necessary to develop new products and product enhancements to meet rapid change in manufacturing technologies required for PCBs
and FPDs in order to maintain its current competitive position.

For further information see Item 4 Information on the Company Business Overview Competition.

(e) Operation in International Markets

The Company anticipates that, as in the past, sales of products and services outside Israel will continue to account for virtually all of its
revenues. In 2004, approximately 80% of the Company s revenues from equipment sales were derived from sales in the Far East, including
approximately 32% from sales in Taiwan, 23% from sales in China and 10% from sales in each of Japan and Korea. 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 as well as a wide variety of foreign and domestic export laws; political and economic instability;
trade restrictions; changes in tariffs and taxes; longer payment cycles usually characteristic of international sales; and the general difficulties
associated with administering business overseas, as well as overall economic conditions. These factors may operate to have a material adverse
effect on the Company s business, financial condition and results of operations (see Item 4 Information on the Company Marketing, Sales and
Support; and Item 5 Operating and Financial Review and Prospects Impact of Inflation and Currency Fluctuations; Effective Corporate Tax Rate;
Geographical Analysis; Worldwide Economic Situation; Cost of Revenues).

16
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(f) Ability to Obtain and Retain Qualified Staff

The Company s success depends, in significant part, upon its continuing ability to attract and retain highly qualified managerial, scientific,
technical, sales and marketing personnel. Demographic trends, non-availability of appropriately qualified and skilled employees, competition for
the services of highly specialized computer software programmers and hardware engineers, financial market conditions and future business
decisions of the Company and its competitors may all operate in a manner detrimental to the Company, thereby having a material

17
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adverse effect on the Company s business and results of operations (see Item 4 Information on the Company Strategy; Competition; Item
5 Operating and Financial Review and Prospects Impact of Inflation and Currency Fluctuations; Geographical Analysis; Worldwide Economic
Situation; Cost of Revenues; and Item 6 Directors, Senior Management and Employees Employees).

(g) Intellectual Property Protection

The Company s future success and its competitive position are dependent, in significant part, upon the Company s proprietary technology, and the
Company relies on patent, trade secret, trademark and copyright law, as well as technical safeguards and non-disclosure agreements with its
employees, subcontractors and potential business associates, to protect its intellectual property. There can be no assurance that the Company will
be able to protect its technology, or that others will not develop technologies that are similar or superior to the Company s technology, duplicate
the Company s technology, design around the patents or other proprietary rights held by the Company or breach these agreements.

In addition, there can be no assurance that the Company s products do not or will not infringe the proprietary rights of third parties, that third
parties will not claim infringement by the Company with respect to patents or other proprietary rights or that the Company would prevail in any
such proceedings. The Company has received in the past, and may in the future receive, communications asserting that the technology used in
some of its 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 any litigation alleging infringement could
result in the loss of proprietary rights, require the Company to develop non-infringing technology or enter into royalty or licensing agreements
(which it may not be successful in achieving) or prevent the Company from manufacturing or selling its products.

For further information see Item 5 Operating and Financial Review and Prospects Research and Development, Patents and Licenses, etc.

(h) Foreign Currency Fluctuations

In 2004, 2003 and 2002, approximately 22%, 30% and 26%, respectively, of the Company s revenues, and approximately 41%, 46% and 49%,
respectively, of the Company s expenses, were denominated in currencies other than the United States dollar (the Dollar or $ ). Because the
Company s financial results are reported in Dollars, fluctuations in the rates of exchange between the Dollar and non-Dollar currencies may have
an adverse effect on the Company s results of operations. 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 the Company s non-Dollar costs. The Company may, from time to time, take various measures designed to
hedge, in part, its exposure to these effects. There can be no assurance that foreign currency fluctuations will not have a material adverse effect
on the Company s financial condition and results of operations. See Item 5 Operating and Financial Review and Prospects Impact of Inflation and
Currency Fluctuations; Liquidity and Capital Resources; Notes 10 and 11 to the Consolidated Financial Statements listed in Item 18; and Item

11 Quantitative And Qualitative Disclosures About Market Risk.

(i) Write-down of Inventories

The life cycles of the Company s PCB and FPD products are affected by the life cycles of the consumer electronic products in the manufacturing
processes of which the Company s products are utilized. The life cycles of these consumer products vary based upon a number of factors, but in
some cases can be relatively short. While the Company monitors its production and inventory levels closely, inventory may become obsolete as

a result of changes in consumer demand and the corresponding effects on the production processes of PCB and FPD manufacturers. During
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periods of economic slowdown or rapid technological improvement this may result in

10
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significant charges for inventory write-downs, as occurred during 2001 and 2003, and the Company s future operating results may be adversely
affected by material levels of obsolete or excess inventories. See Item 5 Operating and Financial Review and Prospects Year Ended December 31,
2003 Compared To Year Ended December 31, 2002; and Note 3 to the Consolidated Financial Statements listed in Item 18.

() Dependence upon Key Suppliers

Certain of the various key components and subassemblies included in many of the Company s systems are purchased from a single or limited
group of suppliers. Should any of these suppliers be unable to meet the Company s requirements in a timely manner, or should the Company
otherwise experience an interruption in supply from any of these sources, the possible resulting late deliveries of the Company s products and
services may have an adverse effect on the Company s results of operations. Although the Company generally maintains an inventory of critical
components used in the manufacture and assembly of its systems, there can be no assurance that such supplies will be sufficient to avoid
potential delays. For further information see Item 4 Information on the Company Production and Sources of Supply.

Item 4. Information on the Company

4.A History and Development of the Company

(a) Corporate History

The Company 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 the Company now operates is the Israeli
Companies Law, 1999 (the Companies Law ), which became effective on February 1, 2000, and the Israeli Companies Ordinance (New
Version) 1983, as amended (the Companies Ordinance ).

In August 1984, the Company made an initial public offering of its Ordinary Shares in the United States. The Ordinary Shares are listed on the
Nasdaq National Market ( Nasdaq ) and are traded under the symbol ORBK.

On August 17, 1992, the Company entered into a Share Exchange Agreement and Plan of Merger (the Merger Agreement ) with Orbot Systems
Ltd. ( Orbot ), a private Israeli company which was engaged primarily in the design, development, manufacture and marketing of AOI and
process control systems for use in the manufacture of bare PCBs, the then principal shareholders of the Company and all of the then shareholders
of Orbot (the Former Orbot Shareholders ), pursuant to which the Former Orbot Shareholders, on October 27, 1992, transferred all of their
shares and all outstanding options to purchase or acquire shares in Orbot to the Company in exchange for a sufficient number of Ordinary Shares
and options to purchase Ordinary Shares so that, following consummation of the transaction, the Former Orbot Shareholders owned 50% of the
issued and outstanding share capital of the Company on a fully diluted basis (giving effect to certain post-closing adjustments). The Merger
Agreement also provided for the merger of Orbot with and into the Company, in such manner that the Company would be the surviving entity

(the Merger ).

Pursuant to the Merger Agreement the Company changed its name to Orbotech Ltd., effective as of October 27, 1992. The Merger was approved
by the Tel Aviv-Jaffa District Court effective as of January 1, 1993.
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On November 1, 1999, the board of directors of the Company (the Board of Directors ) approved the allotment as bonus shares, to each
shareholder of record entitled thereto at the close of business on November 12, 1999, of one additional Ordinary Share for every two Ordinary
Shares held at the close of business on that date. On August 1, 2000, the Board of Directors approved the allotment as bonus shares, to each

shareholder of record entitled thereto at the close of business on September 8, 2000, of one additional Ordinary Share for every two Ordinary
Shares held at the close of business on that date.
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(b) Major Business Developments

The Company s business initially centered upon the design, development, manufacture, marketing and service of AOI and process control
systems and imaging solutions for use in the manufacture of bare PCBs, and since the Merger the Company has been the world s leader in
providing such systems. Since 1991, the Company has also been engaged, and has become the world leader, in the design, development,
manufacture, marketing and service of AOI and process control systems for use in the manufacture of FPDs. Commencing in 1997, the
Company has also been engaged in the design, development, manufacture, marketing and service of AOI and process control systems for use in
the manufacture of assembled PCBs. In addition, since 1995, the Company has, through Orbograph, developed and marketed automatic check
reading solutions to banks and other financial institutions, representing the first application of the Company s machine vision and image
processing technologies outside the electronics industry, and has also developed a proprietary technology for web-based, location-independent
data entry for check processing and forms processing.

In 1996, the Company entered into an agreement with Jenoptik to establish a joint venture for the development of direct imaging technologies

(the DI Joint Venture ). Jenoptik had previously developed a laser-based direct imaging system suitable for the production process of PCB
prototypes and short production runs. During 2000, the Company acquired all of the right, title and interest in and to the DI Joint Venture, which
is now wholly owned by the Company, in consideration for the issuance of 90,000 Ordinary Shares. An additional 67,500 Ordinary Shares were
issued on March 15, 2002, in consideration for Jenoptik s co-operation with the Company on joint research and development projects. For further
information on direct imaging, see Item 4 Information on the Company Business Overview The Company s Products Bare PCBs.

In 1997, the Company commenced the design, development, manufacture and marketing of AOI systems for assembled PCBs through a limited
partnership ( Orbotech-Schuh ), in which the Company initially held a 51% equity interest, which acquired the AOI activity of Dipl.- Ing W.
Schuh GmbH & Co. KG, a German private limited partnership which had been engaged in the manufacture of AOI systems for assembled
PCBs. In 2001, the Company exercised an option to acquire the remaining equity interest in Orbotech-Schuh. For further information on AOI
systems for assembled PCBs, see Item 4 Information on the Company Business Overview The Company s Products Assembled PCBs.

In 1998, the Company entered into an agreement with Valor Computerized Systems Ltd. ( Valor ), an Israeli corporation, for the formation of a
joint venture with respect to CAM software for PCB fabrication applications. The joint venture, Frontline P.C.B. Solutions Limited Partnership

( Frontline ), is owned equally by the Company and Valor and combines the former CAM operations of the Company and Valor. See Item

4 Information on the Company Business Overview The Company s Products Bare PCBs. The Company s interest in Frontline is presented in the
Company s financial statements by the proportionate method of consolidation. See Note 2 to the Consolidated Financial Statements listed in Item

18. Non-financial information presented herein, such as number of employees and properties utilized by the Company in its operations, does not
include information as to Frontline.

In 1999, the Company acquired all the outstanding shares of KLA Acrotec Co. Ltd. (which was later renamed Orbotech Display Pacific Ltd.

( ODP )), a Japanese company then engaged in the design, development, manufacture and marketing of FPD-AOI systems. ODP has subsequently
been merged with and into the Company s wholly-owned subsidiary, Orbotech Japan Ltd. For further information on FPDs, see Item

4 Information on the Company Business Overview The Company s Products FPDs.

In 2001, the Company formed a corporate venture fund, the Orbotech Technology Ventures Limited Partnership (the Fund ), to develop and
expand opportunities for growth through the provision of financing to a limited number of Israeli companies with technologies or products
believed to complement the Company s business strategy. As at December 31, 2004, the Fund, which is wholly-owned by the Company, had
invested approximately $9.2 million in three private Israeli companies and had no commitments for further equity investments. In addition, as at
that date, the Company had directly invested a total of approximately $3.3 million
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in an equity investment in a fourth private Israeli company, Coreflow Scientific Solutions Ltd. ( Coreflow ). During 2003 the Company wrote
down from $1.1 million to $0.4 million one of the Fund s investments, and during 2004 the Company wrote down from $3.2 million to $0.3
million another of the Fund s investments. In 2004, the Company s initial share in the profits of Coreflow was $0.2 million.

In March 2005, as part of the Company s strategy of diversifying into new growth areas for imaging technologies, Orbotech Medical Solutions
Ltd. ( OMS ), a wholly-owned subsidiary of the Company, was incorporated and entered into an agreement to acquire all the assets of Imarad
Imaging Systems Ltd. ( Imarad ), a privately held Israeli company which developed and manufactured high-performance, solid state gamma
radiation detectors based on proprietary Cadmium Zinc Telluride crystal-growth technology, for $7 million. In addition, subject to the
achievement of agreed sales milestones, OMS will make payments to Imarad on sales through the end of 2008, up to a maximum of $26 million.

(¢) Recent Major Expenditures

During the period from January 1, 2004 to December 31, 2004, the Company s capital expenditures totaled approximately $4.9 million
(compared to $3.9 million during 2003 and $4.6 million during 2002), of which approximately $3.2 million (compared to $2.9 million during
2003 and $3.3 million during 2002) was expended at or upon the Company s facilities in Yavne, Israel, and approximately $1.7 million
(compared to $1.0 million during 2003 and $1.3 million during 2002) was expended upon various facilities of the Company s subsidiaries,
primarily outside Israel. Of these expenditures, approximately $2.9 million during 2004 (compared to $3.0 million during 2003 and $3.4 million
during 2002) was for capital equipment and leasehold improvements and the balance of approximately $2.0 million (compared to $0.9 million
during 2003 and $1.2 million during 2002) was related to information technology. Since January 1, 2002, the Company has not made any
significant capital divestitures nor has it committed to any such divestitures. Other than further capital expenditures of the types and consistent
with the amounts described above, there are no significant capital expenditures in progress by the Company.

All of the above expenditures were paid from internally generated funds.

(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, respectively, P. O. Box 215, Yavne 81101, Israel, +972-8-9423533 and +972-8-9438769. The Company s internet
address is: www.orbotech.com (the Corporate Website ), where its Annual Report 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 be accessed through the SEC Filings hyperlink contained on the Investors
section.

The Company s agent for SEC matters in the United States is Orbotech, Inc., the headquarters of which are located at 44 Manning Road,
Billerica, Massachusetts 01821.

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 years.

4.B Business Overview
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(a) General

Orbotech is principally engaged in the design, development, manufacture and marketing of yield-enhancing, production support solutions for
specialized applications in the supply chain of the electronics industry, primarily for PCBs and FPDs. The Company is the world leader in the
design, development, manufacture and marketing of
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AOI and process control systems for bare PCBs and for FPDs and of imaging solutions for PCB production, and is one of a number of leading
providers of AOI systems for assembled PCBs. In addition, the Company markets CAM solutions for PCB production and, through its
subsidiary, Orbograph, develops and markets automatic check reading solutions to banks and other financial institutions, and has developed a
proprietary technology for web-based, location-independent data entry for check processing and forms processing. The Company derives a
significant portion of its revenues from the service and support of its products.

The Company s AOI systems use Orbotech s proprietary machine vision, electro-optics, precision mechanics, artificial intelligence and imaging
technology to detect, automatically, flaws and defects in products being manufactured or assembled by its customers. These systems are
designed to help increase the yield and cost effectiveness of customers production processes. In addition, through its AOI systems for bare PCBs
and imaging solutions, and the CAM solutions which it markets, the Company offers to its PCB manufacturing customers comprehensive
solutions which allow automation and integration of the design, tooling, production data and inspection needs associated with PCB production.
The Company believes that its PCB-AOI customers generally view AOI as an integral part of the manufacturing process rather than as a
dissociated post-manufacturing step. The Company s FPD-AOI systems detect defects in the active matrix glass component of FPDs and, by
using automatic classification tools, also identify flaws occurring within the FPD manufacturing process. This enables manufacturers to ascertain
the source of those flaws as early as possible during the manufacturing process which, in turn, increases production yield and facilitates
preventative actions that can reduce the recurrence of defects in the future.

Orbograph s data conversion software solutions use Orbotech s proprietary machine vision and artificial intelligence to enable banks and other
financial institutions to automate their check processing operations, thereby reducing manual labor costs and increasing their overall cost
effectiveness.

The Company currently has two reportable operating segments: Production Support Solutions for the Electronics Industry, which, in 2004,
accounted for approximately 97% of the Company s revenues; and Automatic Check Reading, which, in 2004, accounted for approximately 3%
of the Company s revenues. See Note 13a to the Consolidated Financial Statements listed in Item 18 for a description of each segment and
information as to segment revenues, operating income or loss, assets and related data.

(b) Strategy

The Company s business strategy includes the following elements:

(i) Strengthen and Expand Position in the PCB and FPD Industries

The Company seeks to strengthen and expand its position in the PCB and FPD industries by: (a) preserving its technological advantages through
the continuing enhancement of current generations, and the development of new generations, of PCB and FPD AOI and process control systems,
imaging products and CAM solutions, to meet the needs of bare and assembled PCB manufacturers and FPD manufacturers as their products
become increasingly complex; (b) maintaining its close working relationships with its customers, which include leading electronics
manufacturers, to enhance the Company s ability to anticipate technological trends at an early stage and to design products which meet customers
future needs; and (c) where appropriate, maintaining and expanding its worldwide marketing, customer support and service network.

(ii) Apply Proprietary Technologies; Diversify Into New Growth Areas For Imaging Technologies
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The Company intends to continue developing its proprietary machine vision, electro-optics, precision mechanics, artificial intelligence and
imaging technologies for use in other applications both within and outside the electronics industry. The Company also intends to leverage its
technology, expand its technological base and diversify into new growth areas for imaging technologies, through joint ventures with other
companies and through acquisitions.
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(iii) Leverage Marketing, Distribution and Support Infrastructure

The Company intends to continue to utilize its extensive worldwide marketing and distribution channels and customer support capabilities, as
well as its considerable accumulated experience in the marketing and sale of capital equipment and software, for the introduction and marketing
of additional products both within and outside the electronics industry. The Company believes that its worldwide marketing and support
network, with more than 600 employees in over 30 locations outside of Israel, and its experience in the marketing and sale of complex systems,
afford it advantages over its competitors.

(c) The Company s Products

The Company currently offers AOI and imaging products for specialized applications in the manufacture of bare PCBs, assembled PCBs and
FPDs, as well as automatic check reading products enabled through its data conversion software. Each of these is discussed below.

(i) Bare PCBs

General

The vast majority of electronic equipment uses PCBs, which are the basic interconnecting platforms for the electronic components that comprise
most 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, pocket computers
and personal digital assistants ( PDA s), consumer electronic and automotive equipment, telecommunications equipment, industrial and medical
equipment and military and aerospace applications.

PCBs are manufactured through a series of complex steps. Generally, a board made of fiberglass (or other material with insulating qualities) is
laminated with a conducting material. Holes are then drilled in a specific pattern into the board, either mechanically or by means of a laser beam,
and the inner part of each hole is plated with conducting metal. The board is then coated with a thin layer of light-sensitive material

( photoresist ). A transparent film containing the desired circuitry pattern corresponding to the drilled pattern on the board ( production phototool ),
which has been either copied from an artwork master or produced directly by a photoplotter connected to a computer-aided
design/computer-aided manufacture ( CAD/CAM ) data base, is then laid on the photoresist. The board is then exposed to light, which transfers
the conductor pattern from the production phototool to the photoresist. Alternatively, the conductor pattern may be transferred directly onto the
photoresist without the use of a production phototool, using laser-based direct imaging technologies. Subsequent development of the photoresist
and a chemical etching process leave the desired conducting metal pattern printed on the board after excess conducting material is removed.
PCBs may be single-sided or double-sided, and more complex PCBs may be multilayered. Multilayered boards comprise the largest segment of
the PCB industry.

PCBs are susceptible to conductor defects, such as electrical shorts, open circuits and insufficient or off-measure conductor widths, which may
impair or interfere with the electrical interconnections between electronic components mounted on the finished boards. 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, and therefore the overall cost to the manufacturer, of unusable boards.
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The ongoing trend towards the more complex and smaller electronic components, which are used in sophisticated devices such as mobile
telephones and PDAs, requires the production of high-density PCBs with finer conductor lines, reduced spacing between those lines, smaller

holes and multiple layers. For such complex, multilayer boards, production yield drops dramatically as the number of likely defects increases.

The Company s PCB-AOI products are of particular value to manufacturers of fine line and multilayered PCBs.
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Another aspect of PCB manufacturing which may benefit from automated inspection is interconnecting devices for silicon chips. These are
sometimes known as IC (integrated circuit) substrates, packaging substrates or chip carriers. After the production of silicon chips, the finished
silicon die must be interconnected with other electronic components in order to perform their desired functions. This process may be performed
by various technologies and through various substrates and methods, such as wire bonding to ball grid arrays, or direct bonding to the desired
circuit pattern on PCBs or multichip or other modules. These substrates are also susceptible to various defects, such as plating defects,
off-measure lead dimensions or surface defects which, if not detected prior to interconnection to the silicon die, may result in scrapping of the
package together with the silicon die.

Overview of Bare PCB Product Lines

The Company s bare PCB product lines consist of: (i) PCB-AOI systems; (ii) verification and repair stations; (iii) imaging products; and (iv)
through its 50% interest in Frontline, CAM systems for PCB production.

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. Each of the Company s PCB-AOI systems consists of an image acquisition unit and an
image processing unit. The image acquisition unit includes a moving platform carrying the PCB or artwork being inspected, and a scanning unit
which acquires an image of the board, digitizes it and transmits it to the image processor. The image processor enhances and processes the image
to allow efficient analysis and interpretation of the acquired images. 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 keys to attaining the economical
throughput achieved by the Company s systems.

Certain of the Company s PCB-AOI systems incorporate several parallel methods of inspection, utilizing pre-programmed algorithms and data
stored in a CAD/CAM database (such as the CAM workstations of Frontline or other CAM systems) to maximize the probability of defect
detection and minimize the rate of false calls. These systems may differ from each other with respect to the image acquisition technologies they
utilize. Certain types of PCBs, notably those based on inorganic materials, can only be inspected with reflective illumination, while other types,
particularly those with a matte metal surface or extensive conductor surface contamination, are better inspected using fluorescent technology
through laser imaging. The Company manufactures PCB-AOI products which can respond to either of these needs: the Company s Vision series
use laser imaging to cause fluorescence of the laminate and the Company s other PCB-AOI series use reflective illumination. The Company s
PCB-AOI systems can easily be integrated into the production processes of most PCB manufacturing facilities, are designed for flexibility, easy
upgradability, operational simplicity and ease of maintenance and do not generally require highly specialized skills or experience to operate.

Verification and repair stations enable manufacturers to obtain an accurate picture of the defects occurring at various stages of production and,
where possible, to repair them. This is of value to manufacturers since PCBs in which defects are detected must be either scrapped or repaired,
depending upon the nature of the flaw. In addition, these process tools provide statistical and other information that may be useful to
manufacturers in adapting and tailoring their manufacturing processes so as to reduce the recurrence of such defects. Since the verification
process involves sorting of critical defects from false alarms and repair of the panel, it is generally performed separately from inspection.

Imaging solutions include laser plotters and direct imaging. 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 (production
phototools). 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. The Company believes that 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.
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CAM solutions are designed for application 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 Company s products include archiving 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. The Company s CAM solutions are offered through Frontline, which also supports the
pre-existing installed base of CAM products of both the Company and Valor. The Company has also entered into certain marketing
arrangements with Frontline.

In 2004, the Company s bare PCB product lines accounted for approximately $174.2 million of revenues (including approximately $55.9 million
related to service and support of those products), representing approximately 55% of the Company s revenues. This compared with
approximately $133.4 million of revenues (including approximately $52.7 million related to service and support of those products), representing
approximately 58% of the Company s revenues, in 2003, and approximately $129.4 million of revenues (including approximately $52.0 million
related to service and support of those products), representing approximately 60% of the Company s revenues, in 2002.

Bare PCB Products

Vision Series. The Vision series of PCB-AOI systems is designed for the inspection of PCBs for which fluorescent technology is more
suitable. The Vision-309 system is designed to inspect lines down to 2-mil in width and can inspect more than 1,200 panel sides per eight hour
shift of 18 x 24 PCBs containing lines 5-mil in width. In 2003 the Company introduced the next generation Vision system, the PowerVision,
which achieves up to 30% higher throughput and offers improved resolution (down to 1.5-mil line width) as well as enhanced detection
algorithms for the inspection of today s advanced and complex PCB designs.

InSpire Series. The InSpire series, which was introduced in 1998, is designed to meet the critical cost, quality and time-to-market challenges of
traditional, mid- to high-volume PCB production, by offering superior detection, very high and reliable throughput and significantly reduced
labor requirements. The InSpire-9060 system features fully automated panel handling and achieves scan speeds of up to 210 sides per hour on an
18 x24 panel. Customers may select either the Company s integrated automation solution or compatible automation modules offered by third
party suppliers.

InFinex Series. The InFinex series, which was introduced in 2002, enables the high-volume inspection of advanced packages (such as chip
carriers), ultra fine-line designs (down to 15-micron line widths) and advanced mainstream PCBs. The series employs specialized morphology
based algorithms to facilitate the detection of extremely fine defects in critical, hard-to-inspect areas, including wire and FlipChip bonding pads,
resulting in accurate detection and a low rate of false calls on even the most complex design patterns. The most recent models in the InFinex
series, the InFinex 3300 and the InFinex 3500, were introduced in the second quarter of 2004, and are capable of scanning up to 65 sides per
hour at 1-mil line widths.

Spiron Series. The Spiron series, which was introduced in 2003, includes many features similar to those of the InSpire series. However, the
Spiron systems contain a manual loading mechanism and are therefore generally better suited for manual mass-production. The Spiron-8800
incorporates a dual loading table and is capable of throughput of up to 200 sides per hour in 5-mil line width. The dual loading table enables the
operator to perform on-line verification of a panel that has just been inspected, concurrently with the inspection of the next board. This process,
known as VIP (verification in parallel), results in a single AOI solution, incorporating both inspection and verification leading to a more efficient
workflow, significant cost and labor savings, reduced panel handling and, ultimately, improved yield. In 2004, the Company introduced the
AVIP (automatic verification in parallel) option, which enables the Spiron to perform most verification tasks in an automated manner, thereby
facilitating a generally more reliable, predictable and efficient verification process.

Discovery Series. The Discovery series, which was introduced in the fourth quarter of 2004, is intended for use in mid- to high volume PCB
production and offers defect detection in line widths down to 45 microns with minimized false calls. At 4-mil lines, the Discovery series is
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capable of achieving a throughput of up to 210 sides
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per hour. The series is powered by the Company s newly developed, proprietary SIP (simple, intelligent, powerful) Technology which, by
combining user-friendly operation with intelligent detection and powerful performance, is designed to enable even inexperienced operators to
achieve high quality AOI results with relatively little training.

Verification and Repair Stations. The Company s current offering of verification and repair stations is comprised of the latest model, the
VeriSmart, which was introduced in the fourth quarter of 2004, and the previous model, the VRS-5. Both provide the operator with a crisp and
magnified color image of the possible defect, as well as the image of the reference, which is essential for verification of high-density PCBs, and
have been designed to maximize accuracy and throughput and to minimize floor space and operator fatigue and error. The operator defines
critical defects, to which these verification and repair stations automatically allocate priority so as to avoid repairing other defects on a panel that
will later be scrapped. Both the VeriSmart and VRS-5 communicate with the Company s PCB-AOI systems, from which they directly and
automatically retrieve defect data files of the panel being inspected. Their output can then be used by the customer for statistical analysis.

Laser Plotters. 'The Company s current series of external drum laser plotters are the Image LP7008 and the LP900S8 families. The multi-beam
imaging technology incorporated in the LP family enables these plotters to achieve very high plotting speeds. The main advantages of external
drum laser plotters are the short distance between the laser optics and the media, which results in more accurate features, higher resolution and
geometric accuracy and the ability to accommodate large size films. The LP9008 laser plotter is capable of plotting at multiple resolutions down
to 1-micron in certain configurations. The Company s plotters allow the operator to enter data for a number of plotting jobs, while leaving the
plotter unattended to load films of different sizes and types on to the drum automatically and to plot and unload the finished artwork, all under
light-tight, dust-free conditions.

Direct Imaging. The Company s initial direct imaging project, originally conducted through the DI Joint Venture, relates to the development of
an advanced, laser-based direct imaging system for use in the manufacture of PCBs at full production rates. The Company s latest direct imaging
product, introduced in the third quarter of 2004, is the Paragon-8000, a direct imaging solution enabling the production of fine feature PCBs. The
Paragon-8000 operates with a diode pumped, solid state ultraviolet laser (rather than the gas ultraviolet laser used in previous direct imaging
systems), thereby facilitating lower electricity consumption, reduced cost of operations and extended laser life. The Paragon-8000 incorporates
sophisticated optics allowing the exposure of an entire panel in one scan, and utilizes advanced digital techniques to enable wide process
latitudes, digital image scaling and precise side-to-side registration. The single scan-line technique used to image the entire panel provides
uniform exposure even on large panel surfaces. The system s sophisticated filtering mechanisms and relatively small number of process steps
reduce external contaminants and handling defects. The Paragon-8000 achieves effective imaging rates of up to 160 sides per hour in manual
operation mode.

CAM Solutions. Frontline s InGineering line is comprised of a suite of intelligent and fully integrated products for automating the entire
pre-production process of PCB manufacturing. The series of applications ranges from the quoting stage, through process planning and CAM to
the production floor. The line includes: Genesis 2000, a leading comprehensive pre-production CAM system; GenFlex, a complete CAM
solution for flexible PCB manufacturers; InPlan, an automatic engineering process system, integrated with InMind, a central, open
repository-engineering database that synchronizes all users allowing them to share the same data; e-quote, an intelligent quotation system for the
PCB industry; ODB++ Communicator, a cross-department communication tool; ODB++ Messenger and Viewer, a data transfer format enabling
all staff members to share ODB++ information; and the STAR 1000, a data management and archiving system.

(ii) Assembled PCBs

General

Once manufactured, bare PCBs are then mounted with the electronic components needed to perform the specified tasks, after which process they
are commonly referred to as assembled (or populated ) PCBs. There are three main steps in the assembly of surface-mount devices. The first step,
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application of solder paste on every contact point of the PCB. The solder paste will later be reflowed to form the solder joint. The second step,
component placement, is the actual placement of the components on the PCB. The last step, reflow, is the process of melting the solder paste and
cooling it to form a solder joint. Inspection, either manual or automated, is performed after some or all of these steps, depending upon the
intended application and the complexity of the board. As PCB assemblies become smaller and denser, manual inspection becomes increasingly
time consuming and inefficient, resulting in higher manufacturing costs, lower yields and more product returns.

Overview of Assembled PCB Product Lines

The Company s assembled PCB product lines consist of: (i) AOI solutions for each production stage of assembled PCBs; (ii) verification and
repair stations; and (iii) process control solutions.

The Company s assembled PCB-AOI solutions are computerized electro-optical systems comprising either two or three dimensional image
acquisition methods for the identification and inspection of defects and process deviations at various stages in the manufacture of assembled
PCBs. Each of these solutions is designed to work in either in-line or off-line mode and can support high-volume production. In addition, when
supplemented with specialized software developed and marketed by the Company, these solutions can also support prototype production (also
known as NPI (new product introduction) or high-mix production), which is utilized mainly in the introduction of new products. Other
specialized software produced and marketed by the Company enables these systems to inspect the press-fit connector pins located in the
backplane of an assembled PCB.

In 2004, the Company s assembled PCB product lines accounted for approximately $34.0 million of revenues (including approximately $3.0
million related to service and support of those products), representing approximately 11% of the Company s revenues. This compared with
approximately $21.6 million of revenues (including approximately $2.1 million related to service and support of those products), representing
approximately 9% of the Company s revenues, in 2003, and approximately $19.9 million of revenues (including approximately $1.7 million
related to service and support of those products), representing approximately 9% of the Company s revenues, in 2002.

Assembled PCB Products

Trion Series. The Company s principal products for the inspection of assembled PCBs are in-line and off-line, post-paste, post-placement and
post-solder inspection systems, called the Trion 2000 family, introduced in 1999. This family is comprised of inspection systems varying in
throughput, inspection stage and price. The systems all provide high-level defect detection and repair cycles as well as accurate process data for
fault prevention at the critical stages of post-paste, post-placement and post-solder inspection, thereby improving yields of even the most
complex surface mount, through-hole and mixed technologies. The Trion 2000 Xpress and the Trion HD, both introduced in 2002, have been
developed to meet the requirements of manufacturers of either high density or small component assembled PCBs, such as those used in personal
computers, notebook motherboards, mobile applications or telecommunication transmission stations, whether produced in small or large batch
sizes.

VT Series. The VT 9000 family of AOI systems was introduced in 2002, and has been designed to address the requirements of mainstream
assembly technology by providing lower cost inspection solutions which support high volume production in small to medium sized
manufacturing facilities. These systems support a similar product mix to the Trion Xpress, such as motherboard, controller and automotive
applications.

Symbion Series. The Company s three dimensional solder paste AOI systems, the Symbion Series, has been designed to provide an AOI
solution to the solder paste inspection needs of electronics assembly manufacturers. The Symbion P36 features three-dimensional imaging
technology for area and volumetric measurements, at high speed and without compromising accuracy.
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Verification and Repair Stations. The Verifast 21 verification and repair station supports all of the Company s assembled PCB AOI systems
and provides rapid repair cycles by means of clear and easy-to-use
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graphic user interface. It also offers accurate data for process control. The ergonomic design of the repair station facilitates the location of
defects, either on screen or with a laser pointer that pinpoints failures on the PCB. The station operates in either fully automated in-line
configuration, or in off-line mode.

Process Control Tools. The Company s suite of process control solutions, called the Advisor products, consists of: the Quality Process Control
(Process Advisor), which provides real time statistical process control, processes statistical data and visualizes inspection results, enabling
manufacturers to identify undesirable process trends and problems; the Yield Advisor, a data analysis application which uses AOI and

verification and repair station results for data input, enabling extensive monitoring and reporting of the PCB assembly process; and the Process
Control-and-Capability Module (Line Advisor) packages for measuring placement machine capability in post-reflow AOL.

(iii) FPDs

General

FPDs are presently used as display screens for laptop and desktop computers, televisions, digital telephones, car navigation systems, video
cameras and a variety of other devices for technical, medical, military, aerospace and consumer electronics applications. FPDs offer various
advantages over cathode ray tubes ( CRT s), including the convenience associated with their smaller physical dimensions and lower weight, and
their relatively low levels of radiation and heat emission. The significant increase in the replacement of desktop CRTs by FPDs for use in
computers in recent years has also been due, in part, to the reduction in FPD unit costs resulting from technological improvements in FPD
manufacturing processes. Recently, there has been a significant growth in sales of liquid crystal display ( LCD ) wall-mounted television sets for
home use, now estimated to comprise approximately five percent of the worldwide sales of television sets. This increased demand has given rise
to considerable investments by LCD manufacturers in order to facilitate the supply of LCDs for television requirements. The Company

anticipates that there will be a further movement towards the replacement of CRTs by FPDs for computers, as well as for mid-size wall-mounted
television sets for home use, audio visual applications and other electronic devices and applications.

The most common FPD technology currently in use is the thin film transistor ( TFT ) LCD, and the Company believes 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-quality performance. They have replaced the lower-end passive matrix LCDs
for use in mainstream applications such as laptop screens. Desktop monitors for personal computers, which is one of the major applications for
FPDs, are manufactured using only active matrix TFT LCDs.

A typical active matrix LCD consists of two transparent substrates (normally glass) separated by liquid crystal material. On one of the substrates
an active array of transistors is built through a complex, multilayer photolithographic deposition process similar in many ways to semiconductor
production. On the other substrate a color filter is attached. There are three transistors, one for each of the red, green and blue components of
each picture element (commonly known as a pixel ). In a typical XGA-quality color active matrix LCD there are a total of 2,360,000 transistors
with geometric line widths for each transistor of approximately five microns. The color filter enables the display to attain color capability by
selectively filtering out the light emissions from each multi-transistor to produce the desired color mix on the display. The high quality viewing
demands imposed by LCD television applications have increased the need for manufacturers to employ stringent yield management tools such as
the measurement and inspection systems developed and offered by the Company.

FPD manufacturers generally refer to the size of glass panels (as measured in length and breadth) in terms of successively numbered generations .
Although there is no standard gauge that is strictly and uniformly applied by all FPD manufacturers, there does exist a broad understanding 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 mms x 1,300 mm in size and sixth generation 1,500 mms x 1,850 mm in size. Seventh generation glass
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panels, the large-scale production of which is reportedly scheduled to commence in the second half of 2005, are planned to be 1,870 mm x 2,200
mm in size. By developing increasingly large FPD glass sizes, manufacturers are able to take advantage of various economies of scale which are
available in the FPD production process, thus enabling them to improve their overall productivity. In addition, larger FPD glasses enable
manufacturers to produce and market consumer products with larger screen sizes.

The technology traditionally utilized in producing the LCD rear panel, and the TFTs incorporated into them, is known as Amorphous Silicon or
a-Si , which refers to the material from which the active portion of the transistors is manufactured. However, a technology known as Low

Temperature Polysilicon ( LTPS ) has emerged into mainstream LCD manufacturing in recent years. Although LTPS requires more processing

steps, as well as additional and higher resolution inspection, than Amorphous Silicon, it enables significantly better performance of the final

LCD product. In addition, it allows for the integration of non-display components on to the display glass, which can have the effect of reducing

the number of parts requiring assembly in the final product.

FPDs are susceptible to various defects, many of them resulting from the photolithographic and deposition processes mentioned above.
Detection of these defects during the production process allows manufacturers to improve that process by enabling them to avoid the expense of
further costly materials (which represent a substantial percentage of total costs), to repair defects, if possible, before they become inaccessible
due to further manufacturing processes and to improve yields.

The inspection of LCDs poses distinct technological challenges due to the transparent materials used for some conductors and insulators, their
multi-layered structure and high-density features and the fine nature of potential defects. LCD inspection must also match the high production
speeds of LCD facilities. These technological challenges are growing more acute as LCDs become larger in size and increasingly complex in
response to customer requirements for larger and more sophisticated displays utilizing increased numbers of pixels and involving greater
complexity of manufacture.

Overview of FPD Product Lines

The Company s FPD product lines consist of: (i) FPD-AOI systems for LCD products; and (ii) process control tool solutions.

In 2004, the Company s FPD product lines accounted for approximately $97.8 million of revenues (including approximately $7.9 million related
to service and support of such products), representing approximately 31% of the Company s revenues. This compared with approximately $63.1
million of revenues (including approximately $8.5 million related to service and support of such products), representing approximately 28% of
the Company s revenues, in 2003, and approximately $58.2 million of revenues (including approximately $7.1 million related to service and
support of those products), representing approximately 27% of the Company s revenues, in 2002.

FPD Products

EPI-7000 Series. The FPI-7000 series of AOI systems employ an image acquisition system that enhances the inspected material contrast
thereby enabling the inspection of a wide variety of layers. The FPI-7090, which was introduced in 1999, is designed to handle fourth generation
glass substrates. In 2001, the Company introduced the FPI-7590 to support fifth generation glass substrates.

EPI-6000 Series. The FPI-6000 series of AOI systems offer high sensitivity at rapid inspection speed. In 1999 the Company introduced the
6090 LCD-AOI system for fourth generation size glass substrates, and in 2001 it introduced the FPI-6590 to support fifth generation glass
substrates at a very high resolution of 3 microns. These systems complemented and expanded the Company s range of LCD-AOI systems by
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broadening the scope of inspection solutions that the Company is able to offer to include engineering tool-process analysis for process setup.
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InVision Series. In 2002 the Company introduced an in-line inspection system, the Invision series, which is designed to be integrated into
process equipment so as to provide rapid feedback on process failures. This series, which expands and complements the Company s line of AOI
solutions for FPD production, is designed to inspect glass at very high speeds which keep pace with the production line index, thereby enabling
deployment of systems directly in line with other advanced production tools. The Invision series is available in three models that are designed to
meet the technology needs of fifth, sixth and seventh generation glass sizes, at the sensitivity level required for each manufacturing stage. Each
of these systems incorporates innovative inspection technology, including a purpose designed air-float table for accurate height positioning and
non-contact handling of the glass.

SuperVision Series. In 2003 the Company introduced a new series of off-line, FPD-AOI systems, the SuperVision series. The SuperVision 650
system is the first FPD-AOI system designed to support sixth generation glass substrates. The system incorporates a glass transportation
technique based on air-float technology, and its customized camera and new software architecture enable it to identify very small defects on
large glass panels without compromising scan speed.

Pointer. The Company has also expanded the range of applications for which its FPD-AOI systems can be utilized, with the introduction in
2002 of the Pointer AOI, as an alternative to the traditional methods of electrical testing for open or short circuits. The Pointer AOI operates at
relatively low running costs, can provide more comprehensive information than electrical testing methods and eliminates the risks of damage
generally associated with mechanical probes.

Process Control Tools. In 2003 the Company introduced the EYES-2020, an enhanced process monitoring system providing effective defect
data analysis. It enables accurate process control, virtually in real time, and improves yields by counting, accumulating and analyzing
AOI-generated defect data automatically. EYES-2020 also uses the data that it has collected to initiate certain parts of the AOI setup process of
systems, thereby eliminating the need for FPD manufacturers to devote other time and resources for that purpose. The Company believes that the
combination of AOI and EYES allows FPD manufacturers to achieve high quality, comprehensive and reliable process control.

(iv) Automatic Check Reading

General

Through Orbograph, the Company develops, and markets by way of system integrators and solution providers, automatic check reading

solutions to banks and other financial institutions, representing the first application of the Company s machine vision and image processing
technologies outside the electronics industry. Orbograph has also developed a proprietary technology for web-based, location-independent data
entry for check processing and forms processing. Traditionally, check reading has been accomplished by means of human operators who,
functioning under strict transit deadlines, visually read and manually key the relevant data into automatic processing systems. When conducted

in this fashion, the process is necessarily labor-intensive, time consuming and subject to operator fatigue and human error. 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 Orbograph is currently a leading provider of automatic check reading software.

According to information published in 2002 by the United States Federal Reserve, approximately 42.5 billion checks were processed in the
United States in 2001. The Company believes that, due at least in part to the growing use of electronic methods of payment, the total number of
checks used annually in the United States is decreasing and can be expected to continue to decline in the future, which could result in a
corresponding reduction in the need for check reading solutions of the type offered by Orbograph. However, recent United States legislation,
known as Check Processing In The 21st Century (or Check 21 ), which entered into law in October 2004, may have the indirect effect of
encouraging banks to adopt image processing technology, including check imaging and recognition technology of the type offered by
Orbograph.
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In 2004, the Company s check reading product lines accounted for approximately $9.2 million of revenues (including approximately $2.8 million
related to service and support of those products), representing approximately 3% of the Company s revenues. This compared with approximately

$10.3 million of revenues (including approximately $2.1 million related to service and support of those products), representing approximately

5% of the Company s revenues, in 2003, and approximately $8.8 million of revenues (including approximately $1.4 million related to service and
support of those products), representing approximately 4% of the Company s revenues, in 2002.

Check Reading Products

Orbograph s data conversion software drives its automatic check reading (or character recognition) products, which operate by acquiring or

capturing the image of a check, identifying the amount (which in personal checks is usually handwritten and in commercial checks is usually
machine generated) as well as other important information which it contains, and converting that image data into a computer readable, digital
number.

OrboCAR Series. Orbograph s principal products are the OrboCAR (check amount recognition) suite of products that are designed to read,
automatically, the courtesy amount (the numerical characters) as well as the legal amount (the alphabetical letters) handwritten or printed on
checks. OrboCAR products are utilized in conjunction with the image-based check processing systems employed by banks and other financial
institutions. The OrboCAR series includes a range of products, varying in the accuracy and percentage of checks which they are capable of
reading, but all OrboCAR products share common interfaces, thereby facilitating easy upgradability. The principal product in the series is the
OrboCAR Accura, a check amount recognition product introduced in 2002, which achieves a considerably higher degree of accuracy than
previous Orbograph products and most human operators. Prior to 2003, Orbograph s OrboCAR products had been installed mainly in small and
medium-sized banks. However, during 2003 and 2004 Orbograph commenced installing its OrboCAR products in larger banks and financial
institutions.

OrboCAR Apex. During 2004, Orbograph significantly expanded the installed base of its OrboCAR Apex, an innovative product that provides
a highly efficient solution to check data entry by using a combination of artificial intelligence and human intervention. This product is based on
Orbograph s Key-Pay, a patent-pending technology for web-based, location-independent data entry for check processing and forms processing.
The Company believes that United States banks, in conjunction with data entry companies partnering with Orbograph, currently outsource the
processing of millions of checks monthly using OrboCAR Apex.

Image Quality Assurance (IQA): Image Usability Assurance (IUA). During 2004, Orbograph introduced software which inspects the image

quality and usability of scanned checks. This product is intended for banks that utilize image replacements (rather than original checks) in the
check clearing process, as has become permissible under the Check 21 law. Orbograph has entered into agreements, including with one major
United States bank and with a number of re-sellers, for licensing this software.

(d) Marketing, Sales and Support

The Company markets its products for inspection of electronic components and provides customer support through its wholly-owned
subsidiaries in the United States, Europe, the Pacific Rim and Japan. Each subsidiary employs local marketing, sales and customer support
personnel. Worldwide marketing efforts are coordinated by the responsible marketing managers, who are based at Company 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 the Company s data conversion software into the automated check processing systems utilized by banks and
other financial institutions.
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Approximately 160 people are engaged in the Company s worldwide sales and marketing efforts, which include participation in various trade
shows and conventions, publications and trade press, demonstrations performed in Company facilities and daily contact with customers by sales
personnel.
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The Company installs, services and provides training to customers on all its products. After a minimum amount of site preparation by the
customer, installation of a typical system can normally be completed at the customer s site, either by the Company or third parties, within a very
short time after delivery. The Company s customer support representative installs and checks the system. As part of the installation procedure,
the Company provides system documentation and simple training in maintenance and application to customers. In addition, for a fee, the
Company offers 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.

At December 31, 2004, the Company employed 461 customer support personnel, stationed at 35 locations worldwide, to ensure prompt and
efficient service. 47 persons were stationed at six locations in the United States, 59 were stationed at seven locations in Europe, 261 were
stationed at 20 locations in the Pacific Rim, 48 were stationed at one location in Israel and 46 were stationed at one location in Japan.

(e) Production and Sources of Supply

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 into a finished system by the Company.

The Company utilizes subcontractors in Israel, the United States, Europe 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 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 one to three 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
currently 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.

(f) Competition

Although the Company is the world leader in AOI systems for bare PCBs and for FPDs, it faces competition from a number of companies that
either produce or are developing such systems. Most currently available AOI systems for PCBs use a varying combination of inspection
methods, as do the AOI systems of the Company. The Company has responded to the competition with continued enhancements of its AOI
product lines and it anticipates continuing to do so.

During 2004, the Company faced continuing competition for its FPD products, causing it to experience pricing pressure from customers. Korean
developers of AOI systems have introduced in-line and off-line FPD-AOI solutions that compete with the Company s InVision, SuperVision and
FPI series. Although the Company believes that its solutions compare favorably with those of its competitors, there can be no assurance that
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FPD manufacturers will choose to purchase the Company s products.

Inspection solutions for assembled PCBs are currently offered by a decreasing number of providers, some of which have broader product
offerings targeted at the same customer base, and many of which are business units
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within companies of significantly greater size, and having access to substantially more capital and other resources, than does the Company. The
Company anticipates that the number of providers will continue to decline, and that those companies which are able to develop and offer
competitively priced inspection solutions furnishing superiority of performance and ease of handling, and to provide consistent and effective
service and support of those systems to customers, will prove most successful.

The Company believes that, based upon their respective characteristics, such as automation, throughput, ease-of-use, image processing, editing
capabilities, storage format, accuracy and speed, the performance capabilities of its imaging solutions and its AOI systems for use in the
inspection of bare and assembled PCBs, and in the inspection of FPDs, are competitive with similar products.

The Company also believes that in the future price will remain a principal competitive factor for its PCB and FPD products. However, other
factors, including functionality and performance (e.g., speed, ease of use, accuracy and reliability), the provision of improved products through
research and development, customer support services and customer relations will continue to be of importance to these manufacturing
customers.

Orbograph s automatic check reading products face competition in North America from a number of other providers of so-called intelligent
character recognition solutions, some of which are larger in size and/or have more experience in the provision of such solutions than Orbograph.

The Company s competitors can be expected to continue to improve the design and performance of their products and to introduce new products
with more competitive prices and performance features. Maintaining the technological and other advantages of the Company s products over
those of its competitors will require a continued high level of investment by the Company in both research and development and operations. The
Company believes it can maintain its competitive position by continuing to supply updated, state-of-the-art product apparatus, by providing
comp