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Title of each class Name of each exchange on which registered
Ordinary Shares, par value $0.3 per ordinary share The NASDAQ Global Select Market Inc.*

* Not for trading, but only in connection with the listing on the NASDAQ Global Select Market, Inc. of
American Depositary Shares representing such Ordinary Shares

Securities registered or to be registered pursuant to Section 12(g) of the Act: None

Securities for which there is a reporting obligation pursuant to Section 15(d) of the Act: None

Indicate the number of outstanding shares of each of the issuer’s class the period covered by the annual report.
344,207,492 Ordinary Shares.

Indicate by check mark if the registrant is a well-known seasoned issuer, as defined in Rule 405 of the Securities Act.
x Yes " No

If this report is an annual or transition report, indicate by check mark if the registrant is not required to file reports
pursuant to Section 13 or 15(d) of the Securities Exchange Act of 1934.” Yes x No

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

Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web site, if
any, every Interactive Data File required to be submitted and posted pursuant to Rule 405 of Regulation S-T
(§232.405 of this chapter) during the preceding 12 months (or for such shorter period that the registrant was required
to submit and post such files). x Yes ~ No

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

Emerging growth company ~

If an emerging growth company that prepares its financial statements in accordance with U.S. GAAP, indicate by
check mark if the registrant has elected not to use the extended transition period for complying with any new or
revised financial accounting standards{ provided pursuant to Section 13(a) of the Exchange Act. ~

Indicate by check mark which basis of accounting the registrant has used to prepare the financial statements included
in this filing:

U.S. GAAP x International Financial Reporting Standards as issued by the International Accounting Standards
Board ~ Other ~

If “Other” has been checked in response to the previous question, indicate by check mark which financial statement item
the registrant has elected to follow. ” Item 17 = Item 18

If this is an annual report, indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2
of the Exchange Act).
“Yes x No
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SPECIAL NOTE REGARDING FORWARD-LOOKING STATEMENTS

This annual report on Form 20-F contains “forward-looking statements” within the meaning of Section 27A of the
Securities Act of 1933, as amended, and Section 21E of the Securities Exchange Act of 1934, as amended, or the
Exchange Act. Although these forward-looking statements, which may include statements regarding our future results
of operations, financial condition, or business prospects, are based on our own information and information from other
sources we believe to be reliable, you should not place undue reliance on these forward-looking statements, which
apply only as of the date of this annual report. The words “anticipate,”‘believe,”*‘expect,”“intend,”*“plan,”“‘estimate” and simil:
expressions, as they relate to us, are intended to identify a number of these forward-looking statements. Our actual
results of operations, financial condition or business prospects may differ materially from those expressed or implied
in these forward-looking statements for a variety of reasons, including, among other things and not limited to, our
anticipated growth strategies, our and our customers’ future business developments, results of operations and financial
condition, our ability to develop new products, the future growth and pricing trend of the display driver markets, the
future growth of end-use applications that use flat panel displays, particularly TFT-LCD panels, development of
alternative flat panel display technologies, market acceptance and competitiveness of the driver and non-driver
products developed by us, our ability to protect intellectual property, changes in customer relations and preference,
shortage in supply of key components, our ability to collect accounts receivable and manage inventory, changes in
economic and financial market conditions, and other factors. For a discussion of these risks and other factors, please
see “Item 3.D. Key Information—Risk Factors.”

9966 99¢¢

CERTAIN CONVENTIONS

Unless otherwise indicated, all translations from U.S. dollars to NT dollars in this annual report were made at a rate of
$1.00 to NT$29.64, the exchange rates set forth in the H.10 weekly statistical release of the Federal Reserve System of
the United States (the “Federal Reserve Board””) on December 29, 2017. No representation is made that the NT dollar
amounts referred to herein could have been or could be converted into U.S. dollars at any particular rate or at all. On
March 23, 2018, the noon buying rate was $1.00 to NT$29.18. Any discrepancies in any table between totals and

sums of the amounts listed are due to rounding.

Unless otherwise indicated, in this annual report,

99¢¢ 99¢¢

the terms “we,”*us,”“our company,”‘our,” and “Himax” refer to Himax Technologies, Inc., its predecessor entities and
subsidiaries;
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the term “Himax Taiwan” refers to Himax Technologies Limited, our wholly owned subsidiary in Taiwan and our
predecessor;

“shares” or “ordinary shares” refers to our ordinary shares, par value $0.3 per share;

“RSUs” refers to restricted share units;

“ADSs” refers to our American depositary shares, each of which represents two ordinary shares;

“ADRSs” refers to the American depositary receipts that evidence our ADSs;

“AR” refers to the augmented reality;

“ROC” or “Taiwan” refers to the island of Taiwan and other areas under the effective control of the Republic of China;

“PRC” or “China” for purposes of this annual report refers to the People’s Republic of China, excluding Taiwan and the
special administrative regions of Hong Kong and Macau;

“AMOLED?” refers to active matrix organic light-emitting diode;

“ASIC” refers to application specific integrated circuit;

“CMOS” refers to complementary metal oxide semiconductor;
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“head-mounted-display” refers to a display device, worn on the head or as part of a helmet, that has a small display optic
in front of one or each;

“IC” refers to integrated circuit;

“IFRS” refers to The International Financial Reporting Standards as issued by the International Accounting Standards
Board;

“IGZO” refers to indium gallium zinc oxide;

“Innolux” refers to Innolux Corporation, its predecessor and consolidated subsidiaries, unless the context otherwise
requires;

“LCOS” refers to liquid crystal on silicon;

“LED” refers to light-emitting diode;

“LTPS” refers to low temperature poly silicon;

“MEMS?” refers to micro-electro mechanical systems;

“OLED” refers to organic light-emitting diode;

“SLiMM” refers to Structured Light Imaging Module;

10
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“TFT-LCD” refers to amorphous silicon thin film transistor liquid crystal display, or “a-Si TFT-LCD”;

“VGA” refers to Video Graphics Array;

“VR” refers to the virtual reality;

“wafer level optics” or “WLQO” are optical products manufactured using semiconductor process on wafers;

“processed tape” refers to polyimide tape plated with copper foil that has a circuit formed within it, which is used in
tape-automated bonding packaging;

“semiconductor manufacturing service providers” refers to third-party wafer fabrication foundries, gold bumping
houses, and assembly and testing houses;

“large-sized panels” refers to panels that are typically above ten inches in diagonal measurement;

“small and medium-sized panels” refers to panels that are typically around ten inches or less in diagonal measurement;

all references to “New Taiwan dollars,” NT dollars” and “NT$” are to the legal currency of the ROC; and

all references to “dollars,”*U.S. dollars” and “$” are to the legal currency of the United States.

On August 10, 2009, we effected: (i) a stock split in the form of a stock dividend of 5,999 ordinary shares for each
ordinary share held by shareholders of record, followed by a consolidation of every 3,000 ordinary shares into one
ordinary share;(ii) a change of the par value of our ordinary shares from $0.0001 each to $0.3 each; and (iii) a change
in our ADS ratio from one ADS representing one ordinary share to one ADS representing two ordinary shares. See
“Item 7.A. Major Shareholders and Related Party Transactions—Major Shareholders” for more information. Unless
otherwise indicated, all shares, per share and share equity data in this annual report have been retroactively adjusted to
reflect the effect of the stock split and the change in par value for all periods presented.

11
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PART I

ITEM 1. IDENTITY OF DIRECTORS, SENIOR MANAGEMENT AND ADVISERS

Not applicable.

ITEM 2. OFFER STATISTICS AND EXPECTED TIMETABLE

Not applicable.

ITEM 3. KEY INFORMATION

3.A. Selected Financial Data

The selected consolidated statement of income data and selected consolidated cash flow data for the years ended
December 31, 2015, 2016 and 2017 and the selected consolidated balance sheet data as of December 31, 2016 and
2017 are derived from our audited consolidated financial statements included herein, which are presented in
accordance with U.S. GAAP. The selected consolidated statement of income data and selected consolidated cash flow
data for the years ended December 31, 2013 and 2014 and the selected consolidated balance sheet data as of
December 31, 2013, 2014 and 2015 are derived from our audited consolidated financial statements that have not been
included herein and are presented in accordance with U.S. GAAP. Our historical results do not necessarily indicate
results expected for any future periods.

Beginning on January 1, 2018, we have decided to discontinue reporting under U.S. GAAP and instead to report our
financial statements using IFRS, including our annual reports on Form 20-F for the year ending December 31, 2018
and thereafter.

The selected financial data set forth below should be read in conjunction with “Item 5. Operating and Financial Review
and Prospects” and the consolidated financial statements and the notes to those statements included herein.

13
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Consolidated Statement of Income Data:
Revenues from third parties, net
Revenues from related parties, net

Costs and expenses):

Cost of revenues

Research and development

General and administrative

Bad debt expense

Sales and marketing

Operating income

Net income®
Net income attributable to Himax stockholders

Earnings per ordinary share attributable to Himax
stockholders®):

Basic

Diluted

Earnings per ADS attributable to Himax stockholders:

Basic

Diluted

Weighted-average number of ordinary shares used in
earnings per share computation:

Basic

Diluted

Weighted-average number of ADS equivalent used in
earnings per share computation:

Basic

Diluted

Cash dividends declared per ordinary share®®
Cash dividends declared per ADS

Note: (l)as follows:

Year Ended December 31,

2013

2014

2015

2016

(in thousands, except per share data)

$684,184 $840,542 $691,789 $802,917

86,555

578,886
80,368
18,147
173
18,822

$74,343

$55,924
$61,476

$0.18
$0.18

$0.36
$0.36

340,423
343,618

170,211
171,809

$0.125
$0.250

634,660
91,839
20,192
554
20,572

$72,725

$63,903
$66,598

$0.19
$0.19

$0.39
$0.39

342,190
343,997

171,095
171,999

$0.135
$0.270

528,651
94,422
18,470
310
19,264

$30,672

$21,462
$25,195

$0.07
$0.07

$0.15
$0.15

343,570
344,132

171,785
172,066

$0.150
$0.300

608,605
95,820
20,119
620
18,518

$59,235

$48,747
$50,912

$0.15
$0.15

$0.30
$0.30

344,655
344,724

172,327
172,362

$0.065
$0.130

2017

$685,167

518,142
117,757
20,614
155
20,349

$8,150

$25,818
$27,967

$0.08
$0.08

$0.16
$0.16

344,849
344,903

172,425
172,452

$0.120
$0.240

The amount of share-based compensation included in applicable costs and expenses categories is summarized

14
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Year Ended December 31,

2013 2014 2015 2016 2017

(in thousands)
Cost of revenues $235 $121 $110 $224 $204
Research and development 6,705 7,610 4,289 7,586 5,234
General and administrative 1,308 1,688 865 1,210 865
Sales and marketing 1,425 1,847 1,010 1,389 942
Total $9,673 $11,266 $6,274 $10,409 $7,245

Of the $9.7 million, $11.3 million, $6.3 million, $10.4 million and $7.2 million in share-based compensation in 2013,
2014, 2015, 2016 and 2017, $7.8 million, $9.3 million, $4.5 million, $9.2 million and $6.1 million were settled in

cash, respectively.

Under the ROC Statute for Upgrading Industries, we are exempt from income taxes for income attributable to
expanded production capacity or newly developed technologies. The effect of such tax exemption on our historical
results was an increase on net income and basic and diluted earnings per share attributable to our stockholders of

2)

$2.4 million, $0.01 and $0.01, respectively, for the year ended December 31, 2013, $2.8 million, $0.01 and $0.01,
respectively, for the year ended December 31, 2014, $1.8 million, $0.01 and $0.01, respectively, for the year ended

December 31, 2015, $3.9 million, $0.01 and $0.01, respectively, for the year ended December 31, 2016 and $0.5
million, $0.002 and $0.002, respectively, for the year ended December 31, 2017. A portion of these tax exemptions
expired or will expire on December 31, 2013 and December 31, 2018.

The above cash dividends should not be considered representative of the dividends that would be paid in any future
(3)periods or our dividend policy. See “Item 8.A.8. Financial Information—Dividends and Dividend Policy” for more
information on our dividends and our dividend policy.

As of December 31,

2013 2014

(in thousands)
Consolidated Balance Sheet Data:
Cash and cash equivalents $127,320 $185,466
Accounts receivable, net 200,725 219,368
Inventories 177,399 166,105
Total current assets 639,657 729,576
Total assets 759,327 832,994
Accounts payable 151,290 179,328
Total current liabilities 303,833 355,405
Total liabilities 307,112 361,041
Redeemable noncontrolling interest 3,656 3,656
Ordinary shares 107,010 107,010
Treasury shares, at cost (11,120) (10,144)
Total equity 448,559 468,297

2015

$129,829
177,198
171,374
697,835
802,337
124,423
352,730
357,340
3,656
107,010
(9,157 )
441,341

2016

$184,452
190,998
149,748
702,965
799,634
142,269
324,746
327,827
3,656
107,010
(9,020 )
468,151

2017

$138,023
187,571
135,200
661,418
802,055
139,933
337,199
343,486
3,656
107,010
(8,878 )
454,913
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Himax Display, Inc., a consolidated subsidiary of our company, issued redeemable convertible preferred shares
to a non-controlling shareholder in 2013. The noncontrolling shareholder may, solely at its option, convert its
_preferred shares at any time into ordinary shares of Himax Display, Inc. on a one to one basis. The redeemable
"noncontrolling interest was originally recognized on the balance sheet at fair value. Each reporting period, the
redeemable noncontrolling interest is presented at the greater of its carrying amount or redemption value.
Changes in value from period to period are charged to Himax stockholders on our consolidated balance sheets.

16
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Year Ended December 31,
2013 2014 2015 2016 2017
(in thousands)

Consolidated Cash Flow Data:

Net cash provided by operating activities $51,123 $93,719 $22,529 $84,672 $29,393
Net cash provided by (used in) investing activities (30,525) 10,644 (28,342) (7,127 ) (35,088)
Net cash used in financing activities (32,103) (46,204) (49,608) (22,715) (41,214)

‘More detail explanation, please see “Item 5.B. Operating and Financial Review and Prospects—Liquidity and

Note: .
Capital Resources.”

Exchange Rate Information

The following table sets forth the average, high, low and period-end noon buying rates between NT dollars and U.S.
dollars for the periods indicated. The exchange rates reflect the exchange rates set forth in the H.10 statistical release
of the Federal Reserve Board.

Noon Buying Rate
Averagetigh Low  Period-end
(NT dollars per U.S. dollar)

Period

2013 29.73 3020 28.93 29.83
2014 30.38 31.80 29.85 31.60
2015 31.80 3298 30.64 32.79
2016 3222 3343 31.27 32.40
2017 30.27 31.19 29.64 29.64
October 30.25 3044 30.12 30.12
November 30.08 30.21 2997 2998
December 2995 30.05 29.64 29.64
2018

January 29.40 29.61 29.05 29.16
February 29.25 2942 29.03 29.32

March(through March 23) 29.22 2935 29.13 29.18

Annual averages are calculated by averaging month-end rates for the relevant year. Monthly averages are

Note: (l)calculated by averaging daily rates for the relevant period.
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3.B. Capitalization and Indebtedness

Not applicable.

3.C. Reason for the Offer and Use of Proceeds

Not applicable.

3.D. Risk Factors

Risks Relating to Our Financial Condition and Business

Our suppliers may have increasing bargaining power as a result of industry consolidation, which could result in an
increase in our average unit cost and a decrease in our profit margin.

There has been an increased level of industry consolidation among our suppliers in recent years. Chipbond
Technology Corporation, or Chipbond, merged with Simpal Electronics Co., Ltd. in 2014 for more chip-on-flex
capacity and vertical integration. Such merger and acquisition activities will likely increase the size and market power
of the relevant suppliers and reduce the number of suppliers we could use under a simpler supplier chain. Such
industry change could further reduce the number of suppliers for gold bumping, COF packages services and Tape that
we could use. Therefore, suppliers could be in a better position to bargain for higher prices for their services and
products, which could result in an increase in our average unit cost. Moreover, as gold is a crucial raw material in the
gold bumping process, any increases in the price of gold could result in an increase in our average unit cost and a
decrease in our profit margin. If we are unable to transfer any increase in average unit cost to our customers by selling
at higher prices, our gross margin would decrease and our results of operations could be adversely affected.

We derive the majority of our net revenues from sales to the TFT-LCD panel industry, which is highly cyclical and
subject to price fluctuations. Such cyclicality and price fluctuations could negatively impact our business or results of
operations.
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In 2016 and 2017, 80.0% and 77.3% of our revenues, respectively, were attributable to display drivers that were
incorporated into TFT-LCD panels. We expect to continue to substantially depend on sales to the TFT-LCD panel
industry for the foreseeable future. The TFT-LCD panel industry is intensely competitive and is vulnerable to cyclical
market conditions. The average selling prices of TFT-LCD panels generally decline with time as a result of, among
other factors, capacity ramp-up, technological advancements and cost reduction with the exception of the new high
end and high resolution products. The average selling prices of TFT-LCD panels could further decline for numerous
reasons, including but not limited to the following:

lower-than-expected demand for end-use products that incorporate TFT-LCD panels;

a surge in industrial manufacturing capacity due to the ramping up of new fabrication facilities and/or improvements
in production yields; and

manufacturers operating at high levels of capacity utilization in order to reduce fixed costs per panel.

The TFT-LCD panel industry is volatile and difficult to predict. In 2014, smartphone boom in developed markets and
in China generated great demand of small and medium sized panels, helping the TFT-LCD panel business to gradually
recover. However, 2015 was a more challenging year for the TFT-LCD industry due to macro uncertainties and soft
demand across the consumer electronics sectors. We cannot assure you that such similar events will not occur in the
future or there will not be any future shortages of materials or components for our products or our customers’ products
or a decrease in demand for our products.

In addition, the merger of certain of our major customers, including CMO, Innolux and TPO in 2010, could result in
an increase in their bargaining power and therefore subject us to additional downward pricing pressure. We cannot
assure you that in such periods in which we experience significant downward pricing pressure, we could sufficiently
reduce costs to completely offset the loss of revenues. In addition, a severe and prolonged industry downturn could
also result in higher risks in relation to the collectability of our accounts receivable, the marketability and valuation of
our inventories, the impairment of our tangible and intangible assets, and the stability of our supply chain. As a result,
the cyclicality of the TFT-LCD panel industry could adversely affect our revenues, cost of revenues and results of
operations.
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Our strategy of expanding our product offerings to non-driver products may not be successful.

We have devoted, and intend to continue to devote, financial and management resources to the development,
manufacturing and marketing of non-driver products as we diversify our product portfolio and because our non-driver
products have higher gross margin than our driver products. Our non-driver products include, among others, timing
controllers, touch panel controllers, TFT-LCD television and monitor semiconductor solutions, LCOS and MEMS
microdisplays, power management ICs, CMOS image sensors, and wafer level optics products.

We believe end products utilizing our LCOS technology could potentially be a large market and we have made major
progress toward commercialization of LCOS microdisplays for head-mounted-display. On top of that, we have seen
supply chain maturing throughout the years with a growing number of significant players investing in microdisplay
reference designs. Our LCOS microdisplay business hit inflection point in September 2015 with pilot production
shipment made to a major customer. Since then, we have increased shipments of our LCOS products to some industry
heavyweights and secured additional design engagements with current and new customers. Some of our major
customers already launched their products in 2016. At present, our main focus areas for LCOS business are AR
goggle devices and head-up-displays (HUD) for automotive, while AR will take a few years to fully realize its market
potential. We continue to see heavyweight companies allocating major R&D resources and budgets to bring the new
products into the market. Currently, Tier 1 companies and start-up companies are investing heavily to develop the
ecosystem — applications, software, OS, firmware, system electronics, and optics. With all these investments, we will
see an ecosystem build up within the next few years; the AR market will then be in an acceleration mode. While most
customers don’t expect big volume for their early generation products, we have been working with many of them for
future generation devices. We are committed to providing the best technology to support them in the effort. We are
also seeing constant additions of new customers using our LCOS for a variety of new applications. We believe that
Himax stands to benefit from our customers’ successful commercialization of their new products due to our unique
position as the provider of choice for microdisplay and related optics. Nevertheless, these product categories are at a
relatively early stage as compared to other products and they have a relatively immature supply chain. Therefore, it is
difficult to project the success of the applications that use LCOS microdisplay products.

We also believe there are new market opportunities for our CMOS image sensors. Although it seems relatively
challenging for us to gain significant market share in conventional RGB camera, we do think there are various
interesting and different applications in imaging. On top of our legacy products in laptop and multimedia, we’ve
launched two computer vision sensor product lines, i.e., near infrared (“NIR”) sensor and Always-on-Sensor (“Ao0S”). NIR
sensor is the key building stone for passive as well as active computer vision system. With the special design in pixel
architecture and materials, our NIR sensor provides industry leading Quantum Efficiency (“QE”) to absorb NIR signal.
In the collaboration with our partners in structured light, NIR plays an important role in the receiver. AoS, on the other
hand, is an [oT sensor which consumes only several micro watt to do people detection, eye ball tracking, and other
cool features. New sensor architectures, readout, pixel, and the corresponding slim algorithms are integrated together
to contribute the always-on feature. Given that the two new exciting product lines just hit the market, it’s still quite
new to the industry. To build up the competition barrier, we’re also devoted ourselves and pour a lot of resources into
making the product lines more mature. As a result, these two new products take time to bear some fruits.
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Developing and commercializing each of our non-driver products requires a significant amount of management,
engineering and monetary resources. For example, we have established certain in-house facilities for key
manufacturing processes of our non-driver products including LCOS microdisplay solutions and wafer-level optics
products. We also plan to increase capital expenditure for the development and manufacturing of non-driver products
in the future. Moreover, we will be subject to ramp-up expenses in the early stage of mass production of our
non-driver products. Numerous uncertainties exist in developing new products and we cannot assure you that we will
be able to develop our non-driver products successfully. We may underestimate the amount of capital, personnel and
other resources required to develop and commercialize our non-driver products, which may affect the success of our
growth strategy. We may also overestimate the market potential of the end products that are utilizing or will utilize
our non-driver products, which may negatively impact our strategy for the development of non-driver products. In
addition, if we are unsuccessful in expanding our product offerings to non-driver products, it may negatively affect
our reputation and the status of our brand in our other markets. The failure or delay in the development, production or
commercialization of any of our non-driver products, the occurrence of any product defects or design flaws, or the low
market acceptance of or demand for either of our products or the end devices using our products may adversely affect
our results of operations and growth prospects.

10

22



Edgar Filing: Himax Technologies, Inc. - Form 20-F

The concentration of our accounts receivable and the extension of payment terms for certain of our customers exposes
us to increased credit risk and could harm our operating results and cash flows.

As of December 31, 2017, our accounts receivable less allowance for sales returns and discounts from Customer A
and its affiliates were $60.7 million, which represented approximately 32.4% of our total accounts receivable less
allowance for doubtful accounts, sales returns and discounts. The concentration of our accounts receivable exposes us
to increased credit risk. Moreover, we have at times agreed to extend the payment terms for certain of our customers.
Other customers have also requested extensions of payment terms. We may also agree to grant such requests for the
extension of payment terms in the future. As a result, a default by any such customer, a prolonged delay in the
payment of accounts receivable or the extension of payment terms for our customers could adversely affect our cash
flow, liquidity and our operating results.

Our customers may experience a decline in profitability or may not be profitable at all, which could adversely affect
our results of operations and financial condition.

The TFT-LCD panel industry is highly competitive. TFT-LCD panel manufacturers, including our customers,
experience significant pressure on prices and profit margins, due largely to growing industry capacity and fluctuations
in demand for TFT-LCD panels. Some TFT-LCD panel manufacturers have greater access to capital or greater
production, research and development, intellectual property, marketing or other resources than our customers, who
may not be able to compete successfully and sustain their market positions. In addition, our customers’ business
performance may fluctuate significantly due to a number of factors, many of which are beyond their control,
including:

consumer demand and the general economic conditions;

_the cyclical nature of both the TFT-LCD industry, including fluctuations in average selling prices, and its
downstream industries;

the speed at which TFT-LCD panel manufacturers expand production capacity;

brand companies’ continued need for original equipment manufacturing services provided by TFT-LCD panel
manufacturers;

access to raw materials, components, equipment and utilities on a timely and economical basis;
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technological changes;

the rescheduling and cancellation of large orders;

access to funding on satisfactory terms; and

fluctuations in the currencies of TFT-LCD panels exporting countries against the U.S. dollar.

Our customers continued to operate in a challenging business environment and may experience a decline in
profitability or may not be profitable at all. In addition, the aggressive expansion plans for next generation fabs in
China proposed by several TFT-LCD panel manufacturers might significantly increase the output of TFT-LCD panels
if all of the plans are implemented in the next few years, which could result in a decline in the average selling prices
of TFT-LCD panels. In addition, the antitrust lawsuits in the U.S. and the European Union against several TFT-LCD
panel manufacturers have materially and adversely affected the profitability of certain of our customers, which could,
in turn, adversely affect our profit margin, significantly reduce our profits and materially affect our results of
operations and financial condition.

11
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We depend on sales of display drivers used in TFT-LCD panels, and the limited potential for further growth in both
the market size of display drivers and the market share of our display drivers or the absence of continued market
acceptance of our display drivers could limit our growth in revenues or harm our business.

In 2016 and 2017, we derived 80.0% and 77.3% of our revenues from the sale of display drivers used for large-sized
applications, mobile handset applications and consumer electronics applications, and we expect to continue to derive a
substantial portion of our revenues from these or related products. As the display drivers industry and our display
drivers business are relatively mature, there may be limited potential for the overall display drivers market to grow
and for us to further grow our market share, which could limit our future growth in revenues. Failure to grow our unit
shipments for display drivers, coupled with a general decline in the average selling prices, could adversely and
materially affect our results of operations. See also “—Risks Relating to Our Industry—The average selling prices of our
products could decrease rapidly, which may negatively impact our revenues and operating results.” We expect to
continue to derive a substantial portion of our revenues from the sale of display drivers. Therefore, the continued
market acceptance of our display drivers is critical to our future success. Failure to grow or maintain our revenues
generated from the sales of display drivers could adversely and materially affect our results of operations and financial
condition.

Technological innovation may reduce the number of display drivers typically required for each panel, thereby
reducing the number of display drivers we are able to sell per panel. If such a reduction in demand is not offset by the
general growth of the industry, growth in our market share or an increase in our average selling prices, our revenues
may decline.

With the high penetration rate of smartphones, growth of the market has been slowing down in the past two years.
LCD display and its driver IC in smartphone application is getting more commoditized with lower ASP. Meanwhile,
addressable market size of conventional smartphone DDIC is eroded gradually by AMOLED and in-cell display,
which used to be emerging technologies but have ramped up with significant adoption rate. Being one of the leading
DDIC suppliers, Himax also has been devoted to development activities for AMOLED DDIC and in-cell TDDIs.
Nevertheless, AMOLED display and IC industry has been dominated by Korean companies, and Himax TDDI went
through the learning curve in 2016 and just started to ramp-up in 2017.

Except for certain small-sized panels, multiple display drivers are typically required for each panel to function. In
order to reduce costs, TFT-LCD panel manufacturers generally seek to have display drivers with higher channel
counts and new panel designs to reduce the number of display drivers required for each panel. We have been
developing such innovative and cost-effective display driver solutions in order to grow our market share, attract
additional customers, increase our average selling prices and capture new design wins. However, we cannot assure
you that we will successfully achieve these goals. If we fail to do so and the number of display drivers typically
required per panel decreases thereby reducing our unit shipments, our revenues may decline. Recently, TFT-LCD
panel manufacturers have developed several panel designs to reduce the usage of display drivers, including gate in
panel, or GIP, amorphous silicon gate, or ASG, or simply gateless designs, which integrate the gate driver function
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onto the glass and eliminate the need for gate drivers, as well as dual gate and triple gate panel designs, which would
largely reduce the usage of source drivers. If such designs or technologies become widely adopted, demand for our
display drivers may decrease significantly, which would adversely and materially affect our results of operations.

We face numerous challenges relating to our growth.

The scope and complexity of our business has grown significantly since our inception. Our growth has placed, and
will continue to place, a strain on our management, personnel, systems and resources. If we are unable to manage our
growth effectively, we may not be able to take advantage of market opportunities, execute our business plan or
respond to competitive pressures. To successfully manage our growth, we believe we must effectively:

hire, train, integrate, retain and manage additional qualified engineers, senior managers, sales and marketing
personnel, and information technology personnel;

implement additional, and improve existing, administrative and operations systems, procedures and controls;

_expand our accounting and internal audit team, including hiring additional personnel with U.S. GAAP, IFRS and
internal control expertise;

continue to expand and upgrade our design and product development capabilities;

12
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manage multiple relationships with semiconductor manufacturing service providers, customers, suppliers and certain
other third parties; and

continue to develop and commercialize non-driver products, including, among others, timing controllers, touch
-controller ICs, TFT-LCD television and monitor semiconductor solutions, LCOS and MEMS microdisplays, power
ICs, CMOS image sensors and wafer level optics products.

Moreover, if our allocation of resources does not correspond with future demand for particular products, we could
miss market opportunities, and our business and financial results could be materially and adversely affected.
Therefore, we cannot assure you that we will be able to manage our growth effectively in the future.

Our quarterly revenues and operating results are difficult to predict, and if we do not meet quarterly financial
expectations, our ADS price will likely decline.

Our quarterly revenues and operating results are difficult to predict. They have fluctuated in the past from quarter to
quarter and may continue to do so in the future. Our operating results may in some quarters fall below market
expectations, likely causing our ADS price to decline. Our quarterly revenues and operating results may fluctuate
because of many factors, including:

our ability to accurately forecast shipments, average selling prices, cost of revenues, operating expenses,
non-operating income/loss, foreign currency exchange rates, and effective income tax rates;

our ability to transfer any increase in unit costs to our customers;

our ability to accurately perform various tests, estimations and projections, including with respect to the write-down
-on slow or obsolete inventories, the impairment of long-lived assets, the collectibility of accounts receivable, and the
realization of deferred tax assets;

our ability to successfully design, develop and introduce in a timely manner new or enhanced products acceptable to
our customers;

changes in the relative mix in the unit shipments of our products, which may have significantly different average
selling prices and cost of revenues as a percentage of revenues;
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changes in share-based compensation;

the loss of one or more of our key customers;

decreases in the average selling prices of our products;

our accumulation and write-down of inventory;

the relative unpredictability in the volume and timing of customer orders;

shortages of other components used in the manufacture of TFT-LCD panels;

the risk of cancellation or deferral of customer orders in anticipation of our new products or product enhancements,
or due to a reduction in demand of our customers’ end product;

changes in our payment terms with our customers and our suppliers;

our ability to negotiate favorable prices with customers and suppliers;

changes in the available capacity of semiconductor manufacturing service providers;

the rate at which new markets emerge for new products under development;

the evolution of industry standards and technologies;

product obsolescence and our ability to manage product transitions;
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increase in cost of revenues due to inflation;

our involvement in litigation or other types of disputes;

changes in general economic conditions, especially the impact of the global financial crisis on economic growth and
consumer spending, and the unease in the Middle East;

changes in our tax exemptions, transfer pricing policy and applicable income tax regulations; and

natural disasters, particularly earthquakes and typhoons, or outbreaks of disease affecting countries where we conduct
our business or where our products are manufactured, assembled or tested.

The factors listed above are difficult to foresee, and along with other factors, could seriously harm our business. We
anticipate the rate of new orders may vary significantly from quarter to quarter. Our operating expenses and inventory
levels are based on our expectations of future revenues, and our operating expenses are relatively fixed in the short
term. Consequently, if anticipated sales and shipments in any quarter do not occur as expected, operating expenses
and inventory levels could be disproportionately high, and our operating results for that quarter and, potentially, future
quarters may be negatively impacted. Any shortfall in our revenues would directly impact our business. Our operating
results are volatile and difficult to predict; therefore, you should not rely on the operating results of any one quarter as
indicative of our future performance. Our operating results in future quarters may fall below the expectations of
securities analysts and investors. In this event, our ADS price may decline significantly.

The strategic relationships between certain of our competitors and their customers and the development of in-house
capabilities by TFT-LCD panel manufacturers may limit our ability to expand our customer base and our growth
prospects.

Certain of our competitors have established or may establish strategic or strong relationships with TFT-LCD panel
manufacturers that are also our existing or potential customers. Marketing our display drivers to such TFT-LCD panel
manufacturers that have established relationships with our competitors may be difficult. Moreover, several TFT-LCD
panel manufacturers have in-house design capabilities and therefore may not need to source semiconductor products
from us. If our customers successfully develop in-house capabilities to design and develop semiconductors that can
substitute for our products, they would likely reduce or stop purchasing our products. In addition, we also face
challenges in attracting new customers for our new products. To sell new products, we will likely need to target new
market segments and new customers with whom we do not have current relationships, which may require different
strategies and may present difficulties that we have not encountered before. Therefore, failure to broaden our customer
base and attract new customers may limit our growth prospects.

29



Edgar Filing: Himax Technologies, Inc. - Form 20-F

We depend primarily on ten foundries to manufacture our wafers, and any failure to obtain sufficient foundry capacity
or loss of any of the foundries we use could significantly delay our ability to ship our products, causing us to lose
revenues and damage our customer relationships.

Access to foundry capacity is crucial to our business because we do not manufacture our own wafers, instead relying
primarily on ten third-party foundries. The ability of a foundry to manufacture our semiconductor products is limited
by its available capacity. Access to capacity is especially important due to the limited availability of the high-voltage
CMOS process technology required for the manufacture of wafers used in display drivers. Moreover, Japanese
integrated device manufacturer companies may outsource their semiconductor manufacturing to foundries outside
Japan. This could result in tightness in the foundry supply available to us and affect our ability to acquire sufficient
capacity. As we currently do not have any long-term supply arrangements with any third-party foundries to guarantee
us access to a certain level of foundry capacity, if the primary third-party foundries that we rely upon are not able to
meet our required capacity, or if our business relationships with these foundries are adversely affected, we would not
be able to obtain the required capacity from these foundries to meet any increasing demand for our products and
would have to seek alternative foundries, which may not be available on commercially reasonable terms, or at all, or
which may expose us to risks associated with qualifying new foundries, as further discussed below. Our results of
operations and business prospects could be adversely affected as a result of the foregoing.

We place wafer orders on the basis of our customers’ purchase orders and sales forecasts; however, any of the
foundries we use can allocate capacity to other foundry customers and reduce deliveries to us on short notice. It could
be that other foundry customers are larger and better financed than we are, or have supply agreements or better
relationships with the foundries we use, and could induce these foundries to reallocate our capacity to them. The loss
of any of the foundries we use or any shortfall in available foundry capacity could impair our ability to secure
processed wafers, which could significantly delay our ability to ship our products, causing a loss of revenues and
damages to our customer relationships.
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Although we use several foundries for different semiconductor products, certain of our products are manufactured at
only one of these foundries. If any one of the foundries that we use for a specific product is unable to provide us with
our required capacity, does not deliver in a timely manner, or the quality or pricing terms are not acceptable to us, we
could experience significant delays in receiving the product being manufactured for us by that foundry or incur
additional costs to obtain substitutes. Also, if any of the foundries that we use experience financial difficulties or
insolvency risks due to the impact of the global economic turmoil or any company-specific reasons or otherwise, if
their operations are damaged or if there is any other disruption of their foundry operations, we may not be able to
qualify an alternative foundry in a timely manner. If we choose to use a new foundry or process technology for a
particular semiconductor product, we believe that it will take us several quarters to qualify the new foundry or process
before we can begin shipping such products. If we cannot qualify a new foundry in a timely manner, we may
experience a significant interruption in our supply of the affected products, which could reduce our revenues, increase
our costs and expenses, and damage our customer relationships.

The recent fluctuations in the prices of certain metals, chemicals and gasoline and the recent volatility of foreign
exchange rates may have increased costs for foundries and semiconductor service providers. This increase in costs
could limit their ability to continue to make the research and development investments needed to keep up with
technological advances. Any increase in costs for foundries and semiconductor service providers we use could lead to
an increase in our unit costs or could limit our ability to lower our unit costs. We cannot assure you that we will be
able to continue to reduce our costs and maintain our profit margins.

Taiwan Semiconductor Manufacturing Company Limited, or TSMC, and Vanguard International Semiconductor
Corporation, or Vanguard, historically manufactured substantially all of our wafers in the early years since our
inception. In order to diversify our foundry sources, we have also used Macronix International Co., Ltd., or Macronix,
Powerchip Technology Corporation, or PSC, Globalfoundries Singapore Pte., Ltd. (formerly Chartered
Semiconductor Manufacturing Ltd.), or Globalfoundries Singapore, United Microelectronics Corporation, or UMC,
Maxchip Electronics Corp., or Maxchip, Semiconductor Manufacturing International Corporation, or SMIC, Shanghai
Hua Hong NEC Electronics Company, Ltd., or HHNEC, and SK Hynix to manufacture a portion of our products. As a
result of outsourcing the manufacturing of our wafers, we face several significant risks, including:

- failure to secure necessary manufacturing capacity, or being able to obtain required capacity only at higher costs;

risks of our proprietary information leaking to our competitors through the foundries we use;

- limited control over delivery schedules, quality assurance and control, manufacturing yields and production costs;

the unavailability of, or potential delays in obtaining access to, key process technologies; and
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financial risks of certain of our foundry suppliers, including those that are owned by ailing dynamic random access
memory, or DRAM, companies.

In addition, in order to manufacture our display drivers used in TFT-LCD panels, we require foundries with
high-voltage manufacturing process capacity. Of the limited number of foundries that offer this capability, some are
owned by integrated device manufacturers which are also our competitors. As a result, our dependence on
high-voltage foundries presents the following additional risks:

_potential capacity constraints faced by the limited number of high-voltage foundries and the lack of investment in
new and existing high-voltage foundries;

difficulty in attaining consistently high manufacturing yields from high-voltage foundries;

_delay and time required (approximately one year) to qualify and ramp up production at new high-voltage foundries;
and

price increases.
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As a result of these risks, we may be required to use foundries with which we have no established relationships, which
could expose us to potentially unfavorable pricing, unsatisfactory quality or insufficient capacity allocation.
Moreover, the scarcity and importance of high-voltage foundry capacity may necessitate us making investments in
foundries in order to secure capacity, which would require us to substantially increase our capital outlays and possibly
raise additional capital, which may not be available to us on satisfactory terms, if at all.

Shortages of processed tape used in the manufacturing of our products, increased costs of manufacturing such tape, or
the loss of one of our suppliers of such tape may increase our costs or limit our revenues and impair our ability to ship
our products on time.

There are a limited number of companies which supply the processed tape used to manufacture our semiconductor
products, and we do not have binding long-term supply arrangements with processed tape suppliers that would
guarantee us access to processed tape. Therefore, from time to time, shortages of such processed tape may occur. If
any of the processed tape suppliers we rely upon experience difficulties in delivering processed tape or are unable to
meet the prices, quality or services that we require, or if our business relationships with these suppliers weaken or
deteriorate, we may not be able to locate alternative sources in a timely manner. Therefore, if shortages of processed
tape were to occur, or if the costs of manufacturing such tape increases, we would incur additional costs or be unable
to ship our products to our customers in a timely fashion, all of which could harm our business and our customer
relationships and negatively impact our earnings. As a result of these risks, we may also be required to use processed
tape suppliers with which we have no established relationships, which could expose us to potentially unfavorable
pricing, unsatisfactory quality or insufficient capacity allocation. Moreover, the scarcity and importance of processed
tape may necessitate us making investments in processed tape suppliers in order to secure adequate supply, which
would require us to substantially increase our capital outlays and possibly raise additional capital, which may not be
available to us on satisfactory terms, if at all.

The loss of, or our inability to secure sufficient capacity from, any of our third-party assembly and testing houses at
reasonable and competitive prices could disrupt our shipments, harm our customer relationships and reduce our sales.

Access to third-party assembly and testing capacity is critical to our business because we do not have in-house
assembly and testing capabilities for commercial production and instead rely on third-party service providers. Access
to these services is especially important to our business because display drivers require specialized assembly and
testing services. A limited number of third-party assembly and testing houses assemble and test substantially all of our
current products. There has been an increased level of industry consolidation among our suppliers in recent years.
Therefore, suppliers could be in a better position to bargain for higher prices for their services and products, which
could result in an increase in our average unit cost. See also “—Our suppliers may have increasing bargaining power as a
result of industry consolidation, which could result in an increase in our average unit cost and a decrease in our profit
margin.” We do not have binding long-term supply arrangements with assembly and testing service providers that
guarantee us access to our required capacity. If the primary assembly and testing service providers that we rely upon
are not able to meet our requirements in price, quality, and service, or if our business relationships with these service
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providers were adversely affected, we would not be able to obtain the required capacity from such providers and
would have to seek alternative providers, which may not be available on commercially reasonable terms, or at all. As
a result, we do not directly control our product delivery schedules, assembly and testing costs, and quality assurance
and control. If any of these third-party assembly and testing houses experiences capacity constraints, financial
difficulties, suffers any damage to its facilities or if there is any disruption of its assembly and testing capacity, we
may not be able to obtain alternative assembly and testing services in a timely manner. Because of the amount of time
we usually take to qualify assembly and testing houses, we may experience significant delays in product shipments if
we are required to find alternative sources. Any problems that we may encounter with the delivery, quality or cost of
our products could damage our reputation and result in a loss of customers and orders.

As a result of these risks, we may be required to use assembly and testing service providers with which we have no
established relationships, which could expose us to potentially unfavorable pricing, unsatisfactory quality or
insufficient capacity allocation. Moreover, the scarcity and importance of assembly and testing services may
necessitate us making investments in assembly and testing service providers in order to secure capacity, which would
require us to substantially increase our capital outlays and possibly raise additional capital, which may not be
available to us on satisfactory terms, if at all.
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Shortages of key components for our customers’ products could decrease demand for our products.

Shortages of components and other materials that are critical to the design and manufacture of our customers’ products
may limit our sales. These components and other materials include, but are not limited to, color filters, backlight
modules, polarizers, printed circuit boards and glass substrates. In the past, companies that use our products in their
production have experienced delays in the availability of key components from other suppliers. In addition,
component manufacturers may not be able to increase or maintain their component supply because of labor shortage
in China or otherwise, and may shut down certain of their capacity from time to time because of weak demand, which
may increase the instability of timely delivery and the risk of shortage of components. Such shortages of components
and other materials critical to the design and manufacture of our customers’ products may cause a slowdown in
demand for our products, resulting in a decrease in our sales and adversely affecting our results of operations. In
addition, as a result of uncertain demand conditions, our customers may hesitate to build inventory on hand and tend
to release orders on short notice.

We rely on the services of our key personnel, and if we are unable to retain our current key personnel and hire
additional personnel, our ability to design, develop and successfully market our products could be harmed.

We rely upon the continued service and performance of a relatively small number of key personnel, including certain
engineering, technical and senior management personnel. In particular, our engineers and other key technical
personnel are critical to our future technological and product innovations. Competition for highly skilled engineers
and other key technical personnel is intense in the semiconductor industry in general and in Taiwan’s flat panel
semiconductor industry in particular. Moreover, our future success depends on the expansion of our senior
management team and the retention of key employees such as Jordan Wu, our president and chief executive officer,
and Dr. Biing-Seng Wu, our chairman. We rely on these individuals to manage our company, develop and execute our
business strategies, and manage our relationships with key suppliers and customers. Any of our key employees could
leave our company with little or no prior notice. They could also leave our company to work with a competitor. In
addition, we do not have “key person” life insurance policies covering any of our employees. The loss of any key
personnel or our inability to attract or retain qualified personnel, whether engineers or others, could delay the
development and introduction of new products and would have an adverse effect on our ability to sell our products as
well as on our overall business and growth prospects. We may also incur increased operating expenses and be required
to divert the attention of other senior executives away from their original duties to recruiting replacements for key
personnel.

If we fail to forecast customer demand accurately, we may have excess or insufficient inventory, which may increase
our operating costs and harm our business.
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The lead time required by the semiconductor manufacturing service providers that we use to manufacture our products
is typically longer than the lead time that our customers provide for delivery of our products to them. Therefore, to
ensure availability of our products for our customers, we will typically ask our semiconductor manufacturing service
providers to start manufacturing our products based on forecasts provided by our customers in advance of receiving
their purchase orders. However, these forecasts are not binding purchase commitments, and we do not recognize
revenues from these products until they are shipped to customers. Moreover, for the convenience of our customers, we
may agree to ship our inventory to warehouses located near our customers, so that our products can be delivered to
these customers more quickly. We may from time to time agree that title and risk of loss do not pass to our customer
until the customer requests delivery of our products from such warehouses. In such cases, we will not recognize
revenues from these products until the title and risk of loss have passed to our customers based on the shipping terms,
which is generally when they are delivered to our customers from these warehouses. As a result, we incur inventory
and manufacturing costs in advance of anticipated revenues.

The anticipated demand for our products may not materialize; therefore, manufacturing based on customer forecasts
exposes us to risks of high inventory carrying costs, increased product obsolescence, and erosion of the products’
market value. For example, some of our customers might overstate their forecasts because of concerns that their
semiconductor suppliers cannot deliver on their rush orders. If we overestimate demand for our products or if purchase
orders are cancelled or shipments delayed, we may incur excess inventory that we cannot sell, or may have to sell at
low profit margins or even at a loss, which would harm our financial results. Conversely, if we underestimate demand,
we may not have sufficient inventory and may lose market share and damage customer relationships, which also could
harm our business. Obtaining additional supply in the face of product shortages may be costly or impossible,
particularly in the short term, which could prevent us from fulfilling orders. These inventory risks are exacerbated by
the high level of customization of our products, which limits our ability to sell excess inventory to other customers,
which could eventually lead to write-down of these excess inventory.

17

36



Edgar Filing: Himax Technologies, Inc. - Form 20-F

If we do not achieve additional design wins in the future, our ability to grow will be limited.

Our future success depends on our current and prospective customers designing our products into their products. To
achieve design wins, we must design and deliver cost-effective, innovative, reliable and integrated products that are
customized for our customers’ needs. Once a supplier’s products have been designed into a system, the panel
manufacturer may be reluctant to change its source of components due to the significant costs and time associated
with qualifying a new supplier. Accordingly, our failure to obtain additional design wins with panel manufacturers
and to successfully design, develop and introduce new products and product enhancements could harm our business,
financial condition and results of operations.

A design win is not a binding commitment by a customer to purchase our products and may not result in large volume
orders of our products. Rather, it is a decision by a customer to use our products in the design process of that
customer’s products. Customers can choose at any time to stop using our products in their designs or product
development efforts. Moreover, even if our products were chosen to be incorporated into a customer’s products, our
ability to generate significant revenues from that customer would depend on the commercial success of those
products. Thus, a design win may not necessarily generate significant revenues if our customers’ products are not
commercially successful.

Our products are complex and may require modifications to resolve undetected errors or failures in order for them to
function with panels at the desired specifications, which could lead to higher costs, a loss of customers or a delay in
market acceptance of our products.

Our products are highly complex and may contain undetected errors or failures when first introduced or as new
versions are released. If our products are delivered with errors or defects, we could incur additional development,
repair or replacement costs, and our credibility and the market acceptance of our products could be harmed. Defects
could also lead to liability for defective products and lawsuits against us or our customers. We have agreed to
indemnify some of our customers under some circumstances against liability from defects in our products. A
successful product liability claim could require us to make significant damage payments.

Our display drivers comprise part of a complex panel manufactured by our customers. Our display drivers must
operate according to specifications with the other components used by our customers in the panel manufacturing
process. For example, during the panel manufacturing process, our display drivers are attached to the panel glass and
must interoperate with the glass efficiently. If other components fail to operate efficiently with our display drivers, we
may be required to incur additional development time and costs to improve the interoperability of our display drivers
with the other components.
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Our highly integrated products are difficult to manufacture without defects. The existence of defects in our products
could increase our costs, decrease our sales and damage our customer relationships and our reputation.

The manufacture of our products is a complex process, and it is often difficult for semiconductor foundries to
manufacture our products completely without defects. Minor deviations in the manufacturing process can cause
substantial decreases in yield and quality. In particular, some of our products are highly integrated and incorporate
mixed analog and digital signal processing and embedded memory technology, and this complexity makes it even
more difficult to manufacture without defects.

The ability to manufacture products of acceptable quality depends on both product design and manufacturing process
technology. Defective products can be caused by design, defective materials or component parts, or manufacturing
difficulties. Thus, quality problems can be identified only by analyzing and testing our display drivers in a system
after they have been manufactured. The difficulty in identifying defects is compounded by the uniqueness of the
process technology used in each of the semiconductor foundries with which we have subcontracted to manufacture our
products. Difficulties in achieving defect-free products due to the increasing complexity of display drivers and the
panel system surrounding them may result in an increase in our costs and expenses, and delays in the availability of
our products. In addition, if the foundries that we use fail to deliver products of satisfactory quality in the volume and
at the price required, we will be unable to meet our customers’ demand for our products or to sell those products at an
acceptable profit margin, which could adversely affect our sales and margins, and damage our customer relationships
and our reputation.
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We do not have long-term purchase commitments from our customers, which may result in significant uncertainty and
volatility with respect to our revenues and could materially and adversely affect our results of operations and financial
condition.

We do not have long-term purchase commitments from our customers; our sales are made on the basis of individual
purchase orders. Our customers may also cancel or defer purchase orders. Our customers’ purchase orders may vary
significantly from period to period, and it is difficult to forecast future order quantities. In the event of a cancellation,
postponement, or reduction of an order, we would likely not be able to reduce operating expenses sufficiently so as to
minimize the impact of the lost revenues. Alternatively, we may have excess inventory that we cannot sell, which
would harm our operating results. In addition, changes in our customers’ business may adversely affect the quantity of
purchase orders that we receive. In the past, some of our customers have also significantly lowered their capacity
utilization rates, reduced or canceled their orders of our products, and requested higher-than-usual price concessions
from us. We cannot assure you that any of our customers will continue to place orders with us in the future at the same
level as in prior periods. We also cannot assure you that the volume of our customers’ orders will be consistent with
our expectations when we plan our expenditures. Our results of operations and financial condition may thus be
materially and adversely affected.

Our corporate actions are substantially controlled by officers, directors and affiliated entities who may take actions
that are not in, or may conflict with, our or our public shareholders’ interests.

As of February 28, 2018, Jordan Wu and Dr. Biing-Seng Wu (who are brothers) beneficially owned approximately
2.1% and 20.7% of our ordinary shares, respectively. For information relating to the beneficial ownership of our
ordinary shares, see “Item 7.A. Major Shareholders and Related Party Transactions—Major Shareholders.” These
shareholders, acting together, could exert substantial influence over matters requiring approval by our shareholders,
including electing directors and approving mergers or other business combination transactions. This concentration of
ownership may also discourage, delay or prevent a change in control of our company, which could deprive our
shareholders of an opportunity to receive a premium for their shares as part of a sale of our company and might reduce
the price of our ADSs. Actions may be taken even if they were opposed by our other shareholders.

Assertions against us by third parties for infringement of their intellectual property rights could result in significant
costs and cause our operating results to suffer.

The semiconductor industry is characterized by vigorous protection and pursuit of intellectual property rights and
positions, which results in protracted and expensive litigation for many companies. We have received, and expect to
continue to receive, notices of infringement of third-party intellectual property rights. We may receive claims from
various industry participants alleging infringement of their patents, trade secrets or other intellectual property rights in
the future. Any lawsuit resulting from such allegations could subject us to significant liability for damages and
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invalidate our proprietary rights. These lawsuits, regardless of their success, would likely be time-consuming and
expensive to resolve and would divert management time and attention. Any potential intellectual property litigation
also could force us to do one or more of the following:

_stop selling products or using technology or manufacturing processes that contain the allegedly infringing intellectual
property;

pay damages to the party claiming infringement;

attempt to obtain a license for the relevant intellectual property, which may not be available on commercially
reasonable terms or at all; and

_attempt to redesign those products that contain the allegedly infringing intellectual property with non-infringing
intellectual property, which may not be possible.

The outcome of a dispute may result in our need to develop non-infringing technology or enter into royalty or
licensing agreements. We have agreed to indemnify certain customers for certain claims of infringement arising out of
the sale of our products. Any intellectual property litigation could have a material adverse effect on our business,
operating results or financial condition.
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Our ability to compete will be harmed if we are unable to protect our intellectual property rights adequately.

We believe that the protection of our intellectual property rights is, and will continue to be, important to the success of
our business. We rely primarily on a combination of patent, trademark, trade secret and copyright laws and contractual
restrictions to protect our intellectual property. These afford only limited protection. Despite our efforts to protect our
proprietary rights, unauthorized parties may attempt to obtain, copy or use information that we regard as proprietary,
such as product design and manufacturing process expertise. As of February 28, 2018, we and our subsidiaries had
113 U.S. patent applications pending, 93 Taiwan patent applications pending and 227 patent applications pending in
other jurisdictions, including the PRC, Japan, Korea and Europe. Our pending patent applications and any future
applications may not result in issued patents or may not be sufficiently broad to protect our proprietary technologies.
Moreover, policing any unauthorized use of our products is difficult and costly, and we cannot be certain that the
measures which we have implemented will prevent misappropriation or unauthorized use of our technologies,
particularly in foreign jurisdictions where the laws may not protect our proprietary rights as fully as the laws of the
United States. Others may independently develop substantially equivalent intellectual property or otherwise gain
access to our trade secrets or intellectual property. Our failure to protect our intellectual property effectively could
harm our business.

We may undertake acquisitions or investments to expand our business that may pose risks to our business and dilute
the ownership of our existing shareholders, and we may not realize the anticipated benefits of these acquisitions or
investments.

As part of our growth and product diversification strategy, we will continue to evaluate opportunities to acquire or
invest in other businesses, intellectual property or technologies that would complement our current offerings, expand
the breadth of markets we can address or enhance our technical capabilities. For example, in February 2018, our
subsidiary, Himax IGI Precision Ltd., or Himax IGI, acquired certain advanced nano 3D masters manufacturing assets
and related intellectual property and business from a US-based technology company. The advanced nano 3D
manufacturing masters are primarily used in imprinting or stamping replication process to fabricate devices such as
diffractive optical element (DOE), diffuser, collimator lens and micro lens array. The acquisition brings Himax the
very upstream master tooling capability to supplement the company’s world leading WLO technology, which is critical
in its efforts to offer 3D sensing total solutions. We cannot assure you that we will be able to realize the benefits we
anticipate from acquiring nano 3D master business. Acquisitions or investments that we have completed or potentially
may make in the future entail a number of risks that could materially and adversely affect our business, operating and
financial results, including:

- problems integrating the acquired operations, technologies or products into our existing business and products;

diversion of management’s time and attention from our core business;
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adverse effects of losses of the acquired target upon our financial condition and results of operations;

adverse effects on existing business relationships with customers;

the need for financial resources above our planned investment levels;

dilution of share ownership of current shareholders under share swap transactions;

failures in realizing anticipated synergies;

difficulties in retaining business relationships with suppliers and customers of the acquired company;

risks associated with entering markets in which we lack experience;

potential loss of key employees of the acquired company;

potential write-offs of acquired assets;

potential expenses related to the depreciation of tangible assets and amortization of intangible assets; and

potential impairment charges related to the goodwill acquired.
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Our failure to address these risks successfully may have a material adverse effect on our financial condition and
results of operations. Any such acquisition or investment may require a significant amount of capital investment,
which would decrease the amount of cash available for working capital or capital expenditures. In addition, if we use
our equity securities to pay for acquisitions, the value of our ADSs and the underlying ordinary shares may be diluted.
If we borrow funds to finance acquisitions, such debt instruments may contain restrictive covenants that can, among
other things, restrict us from distributing dividends.

New regulations related to conflict minerals could increase our costs and limit the supply of certain metals used in our
products.

As required under the Dodd-Frank Wall Street Reform and Consumer Protection Act of 2010, as amended, or the
Dodd-Frank Act, in August 2012 the SEC promulgated final rules regarding annual disclosures by public companies
of their use of certain minerals and metals, known as “conflict minerals,” which are defined as cassiterite,
columbite-tantalite, gold, wolframite or their derivatives and other minerals determined by the U.S. government to be
financing conflict in the Democratic Republic of Congo and adjoining countries. These new rules will require us to
ascertain and disclose the origin of some of the raw materials that we use. Initial disclosures were required no later
than May 31, 2014, with subsequent disclosures required no later than May 31 of each following year. Currently, such
conflict is not determinable in our case and we cannot assure you that no conflict minerals identified under the conflict
minerals rules issued by the SEC are used in our products. Since our supply chain is complex, we may not be able to
sufficiently verify the origins of these minerals and metals used in our products through the due diligence procedure
that we implement, which may harm our reputation. In that event, we may also face difficulties in satisfying customers
who require that all of the components of our products are certified as conflict mineral free. There will be costs
associated with complying with these disclosure requirements, including costs for diligence to determine the sources
of conflict minerals used in our products and other potential changes to products, processes or sources of supply as a
consequence of such verification activities. The implementation of these rules and our compliance procedures could
adversely affect the sourcing, supply, and pricing of materials used in our products. As there may be only a limited
number of suppliers offering “conflict free” minerals, we cannot be sure that we will be able to obtain necessary “conflict
free” minerals from such suppliers in sufficient quantities or at competitive prices.

System security risks, data protection breaches or unexpected system outage or failures could impact our business.

Our computer systems and networks are vulnerable to damage or interruption from earthquakes, fires, power loss,
telecommunications failures, cyber-attacks, computer viruses or other attempts to harm our computer system and
networks. The reliability and security of our information technology infrastructure and software, and our ability to
expand and continually update technologies in response to our changing needs and cybersecurity threats, is critical to
our business. In recent years, there are increasing and evolving risks to cybersecurity and privacy, including criminal
hackers, state-sponsored intrusions, industrial espionage, employee malfeasance and human or technological error.
Cyber attacks could result in a loss of our intellectual property, the release of commercially sensitive information, the
misappropriation of confidential information of our employees, customers or suppliers and the interruption of our
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business. Failures to protect the privacy of employees, customers or suppliers confidential data against breaches of
network security could result in the loss of existing or potential customers, other financial loss, and damage to our
reputation. In addition, the cost and operational consequences of responding to breaches and implementing
remediation measures could be significant.

Some of our data centers are located in areas with a risk of major earthquakes. Our data centers are also subject to
break-ins and sabotage. Our disaster recovery planning cannot account for all eventualities. Consequently, the

occurrence of a natural disaster or other unanticipated problems at our data centers could result in loss of production

capabilities and lengthy interruptions in our service, which could harm our relationship with our customers and
suppliers.
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Risks Relating to Our Industry

The average selling prices of our products could decrease rapidly, which may negatively impact our revenues and
operating results.

The price of each semiconductor product typically declines over its product life cycle, reflecting product
obsolescence, decreased demand as customers shift to more advanced products, decreased unit costs due to advanced
designs or improved manufacturing yields, and increased competition as more semiconductor suppliers are able to
offer similar products. We may experience substantial period-to-period fluctuations in future operating results if our
average selling prices decline. We may reduce the average unit price of our products in response to competitive
pricing pressures, new product introductions by us or our competitors, and other factors. The TFT-LCD panel market
is highly cost sensitive, which may result in declining average selling prices of the components comprising TFT-LCD
panels. We expect that these factors will create downward pressure on our average selling prices and operating results.
To maintain acceptable operating results, we will need to develop and introduce new products and product
enhancements on a timely basis and continue to reduce our costs. If we are unable to offset any reductions in our
average selling prices by increasing our sales volumes and corresponding production cost reductions, or if we fail to
develop and introduce new products and enhancements on a timely basis, our revenues and operating results will
suffer.

The semiconductor industry, in particular semiconductors used in flat panel displays, is highly competitive, and we
cannot assure that we will be able to compete successfully against our competitors.

The semiconductor industry, in particular semiconductors used in flat panel displays, is highly competitive. Increased
competition may result in pricing pressure, reduced profitability and loss of market share, any of which could
seriously harm our revenues and results of operations. Competition principally occurs at the design stage, where a
customer evaluates alternative design solutions that require display drivers. We continually face intense competition
from fabless display driver companies as well as from integrated device manufacturers. Some of our competitors have
substantially greater financial and other resources than we do with which to pursue engineering, manufacturing,
marketing and distribution of their products. As a result, they may be able to respond more quickly to changing
customer demands or devote greater resources to the development, promotion and sales of their products than we can.
Some of our competitors have manufacturing capabilities as well as in-house design operations that may give them
significant advantages such as more research and development resources and the ability to attract highly skilled
engineers. Furthermore, some of our competitors are affiliated with, or are subsidiaries of, our panel manufacturer
customers. These relationships may also give our competitors significant advantages such as early access to product
roadmaps and design-in priorities, which would allow them to respond more quickly to changing customer demands
and achieve more design-wins than we can. In addition, even competitors with no such strategic associations with
panel manufacturers may resort to price competition to maintain their market share, which may impose pricing
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pressures on us, reduce our profitability or decrease our market share. We cannot assure you that we will be able to
increase or maintain our revenues and market share, or compete successfully against our current or future competitors
in the semiconductor industry.

We may be adversely affected by the cyclicality of the semiconductor industry.

The semiconductor industry is highly cyclical and is characterized by constant and rapid technological change,
product obsolescence and price erosion, evolving standards, short product life cycles and wide fluctuations in product
supply and demand. The semiconductor industry has, from time to time, experienced significant downturns, often
connected with, or in anticipation of, maturing product cycles of both semiconductor companies’ and their customers’
products and declines in general economic conditions. These downturns have been characterized by diminished
product demand, production overcapacity, high inventory levels and accelerated erosion of average selling prices. Any
future downturn may reduce our revenues and result in our having excess inventory. Furthermore, any upturn in the
semiconductor industry could result in increased competition for access to limited third-party foundry, assembly and
testing capacity. Failure to gain access to foundry, assembly and testing capacity could impair our ability to secure the
supply of products that we need, which could significantly delay our ability to ship our products, cause a loss of
revenues and damage our customer relationships.

We have a lengthy and expensive design-to-mass production cycle.

The cycle time from the design stage to mass production for display drivers is long and requires the investment of
significant resources with each potential customer without any guarantee of sales. Our design-to-mass production
cycle typically begins with a three to twelve-month semiconductor development stage and test period followed by a
three to twelve-month end product development period by customers. This fairly lengthy cycle creates the risk that we
may incur significant expenses but will be unable to realize meaningful sales. Moreover, prior to mass production,
customers may decide to cancel the projects or change production specifications, resulting in sudden changes in our
product specifications, further causing increased production time and costs. Failure to meet such specifications may
delay the launch of our products.

22

46



Edgar Filing: Himax Technologies, Inc. - Form 20-F

Our business could be materially and adversely affected if we fail to anticipate changes in evolving industry standards,
fail to achieve and maintain technological leadership in our industry or fail to develop and introduce new and
enhanced products.

Our products are generally based on industry standards, which are continually evolving. The emergence of new
industry standards could render our products or those of our customers unmarketable or obsolete and may require us
to incur substantial unanticipated costs to comply with any such new standards. Likewise, the components used in the
TFT-LCD panel industry are constantly changing with increased demand for improved features. Moreover, our past
sales and profitability have resulted, to a significant extent, from our ability to anticipate changes in technology and
industry standards, and to develop and introduce new and enhanced products in a timely fashion. If we do not
anticipate these changes in technologies and rapidly develop and introduce new and innovative technologies, we may
not be able to provide advanced display semiconductors on competitive terms, and some of our customers may buy
products from our competitors instead of from us. Our continued ability to adapt to such changes and anticipate future
standards will be a significant factor in maintaining or improving our competitive position and our growth prospects.
We cannot assure you that we will be able to anticipate evolving industry standards, successfully complete the design
of our new products, have these products manufactured at acceptable manufacturing yields, or obtain significant
purchase orders for these products to meet new standards or technologies. If we fail to anticipate changes in
technology and to introduce new products that achieve market acceptance, our business and results of operations could
be materially and adversely affected.

Risks Relating to Our Holding Company Structure

Our ability to receive dividends and other payments or funds from our subsidiaries may be restricted by commercial,
statutory and legal restrictions, and thereby materially and adversely affect our ability to grow, fund investments,
make acquisitions, pay dividends and otherwise fund and conduct our business.

We are a holding company and our assets consist mainly of our 100% ownership interest in Himax Taiwan. We
receive cash from Himax Taiwan through intercompany borrowings. Himax Taiwan has not paid us cash dividends in
the past. Nonetheless, dividends and interest on shareholder loans that we receive from our subsidiaries in Taiwan, if
any, will be subject to withholding tax under ROC law. The ability of our subsidiaries to provide us with loans, pay
dividends, repay any shareholder loans from us or make other distributions to us is restricted by, among other things,
the availability of funds, the terms of various credit arrangements entered into by our subsidiaries, as well as statutory
and other legal restrictions. A Taiwan company is generally not permitted to distribute dividends or to make any other
distributions to shareholders for any year in which it did not have either earnings or retained earnings (excluding
reserves). In addition, before distributing a dividend to shareholders following the end of a fiscal year, the Taiwan
company must recover any past losses, pay all outstanding taxes and set aside 10% of its annual net income (less prior
years’ losses and outstanding taxes) as a legal reserve until the accumulated legal reserve equals its paid-in capital, and
may set aside a special reserve. Any limitation on dividend payments by our subsidiaries could materially and
adversely affect our ability to grow, finance capital expenditures, make acquisitions, pay dividends, and otherwise
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fund and conduct our business. In addition, since Himax Taiwan is not a listed company, it will depend on us to meet
its equity financing requirements in the future. Any capital contribution by us to Himax Taiwan may require the
approval of the relevant ROC authorities. We may not be able to obtain any such approval in the future in a timely
manner, or at all. If Himax Taiwan is unable to receive the equity financing it requires, its ability to grow and fund its
operations may be materially and adversely affected.

Political, Geographical and Economic Risks

Due to the location of our operations in Taiwan, we and many of our semiconductor manufacturing service providers,
suppliers and customers are vulnerable to natural disasters and other events outside of our control, which may
seriously disrupt our operations.

Most of our operations, and the operations of many of our semiconductor manufacturing service providers, suppliers
and customers are located in Taiwan, which is vulnerable to natural disasters, in particular, earthquakes and typhoons.
Our principal foundries and assembly and testing houses upon which we have relied to manufacture substantially all
of our display drivers are located in Taiwan. In 2017, 25.8% of our revenues were derived from customers
headquartered in Taiwan. As a result of this geographic concentration, disruption of operations at our facilities or the
facilities of our semiconductor manufacturing service providers, suppliers and customers for any reason, including
work stoppages, power outages, water supply shortages, fire, typhoons, earthquakes, contagious diseases or other
natural disasters, could cause delays in production and shipments of our products. Any delays or disruptions could
result in our customers seeking to source products from our competitors. Shortages or suspension of power supplies
have occasionally occurred and have disrupted our operations. The occurrence of a power outage in the future could
seriously hurt our business.
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On February 6, 2016, the 6.4 magnitude earthquake hit Tainan area. Fortunately, the Company's headquarters and the
in-house manufacturing facilities for LCOS and WLO products, both located in Tainan, were little affected. Since
most of our operations and our customers and suppliers are based mainly in Taiwan, the natural disasters could
adversely affect our business, financial condition or results of operations.

The manufacturing processes of TFT-LCD panels require a substantial amount of water and, as a result, the
production operations of TFT-LCD panels may be seriously disrupted by water shortages. Our customers may
encounter droughts in areas where most of their current or future manufacturing sites are located. If a drought were to
occur and our customers or the authorities were unable to source water from alternative sources in sufficient
quantities, our customers may be required to shut down temporarily or to substantially reduce the operations of their
fabs, which would seriously affect demand for our products. The occurrence of any of these events in the future could
adversely affect our business.

Disruptions in Taiwan’s political environment could negatively affect our business and the market price of our ADSs.

Our principal executive offices and a substantial amount of our assets are located in Taiwan, and a substantial portion
of our revenues is derived from our operations in Taiwan. Accordingly, our business, financial condition and results of
operations and the market price of our ADSs may be affected by changes in ROC governmental policies, taxation,
inflation or interest rates, and by social instability and diplomatic and social developments in or affecting Taiwan that
are outside of our control.

Taiwan has a unique international political status. Since 1949, Taiwan and the PRC have been separately governed.
The government of the PRC claims that it is the sole government in China and that Taiwan is part of China. Although
significant economic and cultural relations have been established during recent years between Taiwan and the PRC,
the PRC government has refused to renounce the possibility that it may at some point use force to gain control over
Taiwan. Furthermore, the PRC government adopted an anti-secession law relating to Taiwan. Relations between the
ROC and the PRC governments have been strained in recent years for a variety of reasons, including the PRC
government’s position on the “One China” policy and tensions concerning arms sales to Taiwan by the United States
government. Any tension between the ROC and the PRC, or between the United States and the PRC, could materially
and adversely affect the market prices of our ADSs.

Our business is sensitive to global economic conditions. A severe or prolonged downturn in the global or Taiwan
economy could materially and adversely affect our business and our financial condition.

49



Edgar Filing: Himax Technologies, Inc. - Form 20-F

The global financial markets experienced significant disruptions in 2008 and the United States, Europe and other
economies went into recession. Since then, the recovery has been uneven and the global economy is facing new
challenges, such as the escalation of the European sovereign debt crisis since 2011, the slowdown of the Chinese
economy since 2011, China stock market crash in 2015, and volatility in oil prices and currency. It is unclear whether
the European sovereign debt crisis will be contained. There is considerable uncertainty over the long-term effects of
the expansionary monetary and fiscal policies that have been adopted by the central banks and financial authorities of
some of the world’s leading economies. There have also been concerns over unrest in the Middle East and Africa,
which have resulted in volatility in oil and other markets, and over the possibility of a conflict involving Iran. There
have also been concerns about the tensions in the relationship between China and Japan and about North Korea’s
nuclear program. Economic conditions in Taiwan are sensitive to global economic conditions. Any prolonged
slowdown in the global or Taiwanese economy may have a negative impact on our business, results of operations and
financial condition, and continued turbulence in the international markets may adversely affect our ability to access
the capital markets to meet liquidity needs.

A substantial portion of our sales are made to customers in the PRC, which may expose us to additional political,
regulatory, and economic risks.

We have been increasingly selling our products to customers in the PRC. In 2015, 2016 and 2017, approximately
53.9%, 63.2% and 61.5% of our revenues, respectively, were from customers headquartered in the PRC. We expect to
continue to increase our sales to customers in the PRC in the near future. As a result of this regional customer
concentration, we expect to be particularly subject to economic and political events and other developments that affect
our customers in the PRC.

24

50



Edgar Filing: Himax Technologies, Inc. - Form 20-F

The PRC economy differs from the economies of most developed countries in many respects, including the structure,
level of government involvement, level of development, foreign exchange control and allocation of resources. The
PRC economy has been transitioning from a planned economy to a more market-oriented economy and is growing
rapidly. For the past two decades, the PRC government has implemented economic reform measures emphasizing
utilization of market forces in the development of the PRC economy and also adjusted its macroeconomic control
policies from time to time. These policies have led and may continue to lead to changes in market conditions.
Although we believe these reforms have had a positive effect on the business of our customers in the PRC and
consequently have benefited us, we cannot predict whether changes in the PRC’s political, economic and social
conditions, laws, regulations and policies will have any adverse effect on our current or future customers in the PRC.
In addition, the interpretation of PRC laws and regulations involves uncertainties. We cannot assure you that changes
in such laws and regulations, or in their interpretation and enforcement, will not have a material adverse effect on the
businesses and operations of our customers in the PRC and consequently have a material adverse effect on our own
business and operations.

Fluctuations in exchange rates could result in foreign exchange losses and affect our results of operations.

Our functional and reporting currency is U.S. dollars. In 2017, more than 99% of our revenues and cost of revenues
were denominated in U.S. dollars. However, we have foreign currency exposure and are primarily affected by
fluctuations in exchange rates between the U.S. dollar and the NT dollar. This is because a majority portion of our
operating expenses (including for research and development, general and administrative, and sales and marketing
expenses) are denominated in NT dollars and we maintain a portion of our cash in NT dollars for local working capital
purposes. For example, in December 2017, approximately 65% of our operating expenses were denominated in NT
dollars, with a small percentage denominated in Japanese Yen, Korean Won and Chinese Renminbi, and the majority
of the remainder in U.S. dollars. However, the subsidiaries located in the R.O.C. adopted Taiwan-IFRS and hereafter
changed their functional currency of the tax basis of assets and liabilities from NT dollar to U.S. dollar since year
2016. Accordingly, these subsidiaries are now having a U.S. dollar dominated tax basis and U.S. GAAP functional
currency, which significantly decreases the income tax effect from the fluctuations in exchange rates between the U.S.
dollar and the NT dollar.

Changes in ROC tax laws would likely increase our tax expenditures and decrease our net income.

Pursuant to the ROC Statute for Upgrading Industries, which expired at the end of 2009, companies were entitled to
tax credits for expenses relating to qualifying research and development, personnel training and purchases of
qualifying machinery. The tax credits could be applied within a five-year period. On May 12, 2010, the Statute for
Industrial Innovation was promulgated in the ROC, which became effective on the same date except for the provision
relating to tax incentives which went into effect retroactively on January 1, 2010. Compared to the ROC Statute for
Upgrading Industries, the Statute for Industrial Innovation provides for less tax credits. The Statute for Industrial
Innovation entitles companies to tax credits for qualifying research and development expenses related to innovation
activities but limits the amount of tax credit to only up to 15% of the total qualifying research and development

51



Edgar Filing: Himax Technologies, Inc. - Form 20-F

expenditure for the current year, subject to a cap of 30% of the income tax payable for the current year. Moreover, any
unused tax credits provided under the Statute for Industrial Innovation may not be carried forward. Based on the
amendments to the above, effective from January 1, 2016 to December 31, 2019, if companies choose to extend the
tax credits to three years, the tax credit rate will be 10% of the total qualifying research and development expenditure
for the current year and subject to a cap of 30% of the income tax payable for each year. However, the amendment is
not expected to have a significant impact on our results of operations and financial condition.

In addition, unlike the ROC Statute for Upgrading Industries, the Statute for Industrial Innovation no longer provides
companies deemed to be operating in important or strategic industries any tax exemption for income attributable to
expanded production capacity or newly developed technologies. Pursuant to the ROC Statute for Upgrading
Industries, beginning January 1, 2014, Himax Taiwan and Himax Semiconductor became entitled to preferential tax
treatment, for a period of five years, which will expire on December 31, 2018. As a result of these preferential tax
treatments, income attributable to certain of our expanded production capacity or newly developed technologies has
been tax exempt for the relevant periods. The effect of such tax exemption under the ROC Statute for Upgrading
Industries was an increase on net income and basic and diluted earnings per share attributable to our stockholders of
$1.8 million, $0.01 and $0.01, respectively, for the year ended December 31, 2015, $3.9 million, $0.01 and $0.01,
respectively, for the year ended December 31, 2016, and $0.5 million, $0.002 and $0.002, respectively, for the year
ended December 31, 2017. While the ROC Statute for Upgrading Industries expired at the end of 2009, under a
grandfather clause we have continued to enjoy the five-year tax holiday since the relevant investment plans were
approved by the ROC tax authority before the expiration of the Statute.
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On July 12, 2016, the ROC Legislative Yuan passed the third reading of anti-avoidance to establish Article 43-3
Controlled Foreign Company (“CFC”) rules and Article 43-4 Place of Effective Management (“PEM”) rules of the Income
Tax Act (“ITA”). Detailed introduction of the CFC and PEM rules are described as follows:

A profit-seeking enterprise (“PSE”) that directly or indirectly owns affiliated enterprises in low-tax jurisdictions
outside the territory of the ROC shall recognize and include its pro rata share of affiliated enterprises’ annual profits
as investment income in its income tax return for the year. Subsequent actual dividends and distributions from such
affiliated enterprises that were previously recognized as investment income will then not be subject to income
taxation; any surplus to previously recognized investment income shall be included as taxable income in the
allocated year. Low-tax jurisdictions are defined as countries where the PSE income tax rate is lower than 70% of
the income tax rate of the PSE in the ROC (the statutory income tax rate is 20% from January 1, 2018). (Article
43-3 CFC rules); and

®

A PSE is incorporated based on foreign legislation but its place of effective management (PEM) is maintained
within the territory of the ROC, the head office of such PSE will be determined to be within the territory of the

(i) ROC and profit-seeking enterprise income tax shall be levied in accordance with the ITA and relevant tax
regulations. The aforementioned PEM refers to a place where substantive key management and commercial
decisions of an entity’s business and its operations are made. (Article 43-4 PEM rule).

According to the legislative intent, the CFC and PEM rules, in principle, will not be put into force immediately, but
will wait until the China-Taiwan Cross-Strait Tax Agreement is effectuated, the OECD’s Common Reporting and Due
Diligence Standard (“CRS”) for the automatic exchange of information of financial accounts is widely implemented
internationally, and the relevant bylaws of the CFC and PEM rules have been adequately enacted and properly
advocated. The date of implementation will be determined by the Executive Yuan and is expected to be in 2018 at the
earliest. Additionally, dividend payments made by us are not subject to withholding tax in the Cayman Islands.
However, if the relevant bylaws of the PEM rules have been adequately enacted and properly advocated, we may be
determined to be within the territory of the ROC and our income tax shall be levied in accordance with the Income
Tax Act and relevant tax regulations. Therefore, dividend payments made by us would be subject to withholding tax
in the ROC.

Risks Relating to Our ADSs and Our Trading Market

The market price for our ADSs is volatile.

The market price for our ADSs is volatile and has ranged from a low of $4.88 to a high of $13.95 on the NASDAQ

Global Select Market in 2017.
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The market price is subject to wide fluctuations in response to various factors, including the following:

actual or anticipated fluctuations in our quarterly operating results;

changes in financial estimates by securities research analysts;

-changes in the expectation of our non-driver product launch timing, forecast and estimates;

conditions in the TFT-LCD panel market;

changes in the economic performance or market valuations of other display semiconductor companies;

announcements by us or our competitors of new products, acquisitions, strategic partnerships, joint ventures or
capital commitments;

the addition or departure of key personnel;

fluctuations in exchange rates between the U.S. dollar and the NT dollar;
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litigation related to our intellectual property; and

the release of lock-up or other transfer restrictions on our outstanding ADSs or sales of additional ADSs.

In addition, as a result of the worldwide financial crisis, global stock markets have experienced extreme price and
volume fluctuations. This volatility has had a significant effect on the market prices of securities issued by many
companies for reasons which may not be directly related to their operating performance, including but not limited to
events such as tax-loss selling, mutual fund redemptions, hedge fund redemptions and margin calls. These market
fluctuations may also materially and adversely affect the market price of our ADSs.

Future sales or perceived sales of securities by us, our executive officers, directors or major shareholders may hurt
the price of our ADSs.

The market price of our ADSs could decline as a result of sales of ADSs or shares or the perception that these sales
could occur. As of February 28, 2018, we had 344,207,492 outstanding shares and a significant number of our shares
were beneficially owned by certain major shareholders such as our directors and executive officers. See “Item 7.A.
Major Shareholders and Related Party Transactions—Major Shareholders.” If we, our executive officers, or directors or
our shareholders sell ADSs or shares, the market price for our shares or ADSs could decline. Future sales, or the
perception of future sales, of ADSs or shares by us, our executive officers, directors or existing shareholders could
cause the market price of our ADSs to decline.

You may not have the same voting rights as the holders of our ordinary shares and may not receive voting materials
sufficiently in advance to be able to exercise your right to vote.

Except as described in the deposit agreement, holders of our ADSs will not be able to exercise voting rights attaching
to the shares evidenced by our ADSs on an individual basis. Holders of our ADSs will appoint the depositary or its
nominee as their representative to exercise the voting rights attaching to the shares represented by the ADSs. In certain
circumstances, however, the depositary shall refrain from voting and any voting instructions received from ADS
holders shall lapse. Furthermore, in certain other circumstances, the depositary will give us a discretionary proxy to
vote shares evidenced by ADSs. You may not receive voting materials sufficiently in advance to instruct the
depositary to vote, and it is possible that you, or persons who hold their ADSs through brokers, dealers or other third
parties, will not have the opportunity to exercise a right to vote.

You may not be able to participate in rights offerings and may experience dilution of your holdings as a result.
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We may from time to time distribute rights to our shareholders, including rights to acquire our securities. Under the
deposit agreement for the ADSs, the depositary will not offer those rights to ADS holders unless both the rights and
the underlying securities to be distributed to ADS holders are either registered under the Securities Act, or exempt
from registration under the Securities Act with respect to all holders of ADSs. We are under no obligation to file a
registration statement with respect to any such rights or underlying securities or to endeavor to cause such a
registration statement to be declared effective. In addition, we may not be able to take advantage of any exemptions
from registration under the Securities Act. Accordingly, holders of our ADSs may be unable to participate in our
rights offerings and may experience dilution in their holdings as a result.

You may be subject to limitations on transfer of your ADSs.

Your ADSs represented by the ADRs are transferable on the books of the depositary. However, the depositary may
close its transfer books at any time or from time to time whenever it deems expedient in connection with the
performance of its duties. In addition, the depositary may refuse to deliver, transfer or register transfers of ADSs
generally when our books or the books of the depositary are closed, or at any time if we or the depositary deem it
necessary or advisable to do so because of any requirement of law, any government, governmental body, commission,
or any securities exchange on which our ADSs or our ordinary shares are listed, or under any provision of the deposit
agreement or provisions of, or governing, the deposited securities or any meeting of our shareholders, or for any other
reason.
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Your ability to protect your rights through the United States federal courts may be limited, because we are
incorporated under Cayman Islands law, conduct a substantial portion of our operations in Taiwan, and all of our
directors and officers reside outside the United States.

We are incorporated in the Cayman Islands. A substantial portion of our operations is conducted in Taiwan through
Himax Taiwan, our wholly owned subsidiary, and substantially all of our assets are located in Taiwan. All of our
directors and officers reside outside the United States, and a substantial portion of the assets of those persons is
located outside the United States. As a result, it may be difficult or impossible for you to bring an action against us or
against these individuals in the United States in the event that you believe that your rights have been infringed under
the securities laws or otherwise. Even if you are successful in bringing an action of this kind, the laws of the Cayman
Islands and of Taiwan may render you unable to enforce a United States judgment against our assets or the assets of
our directors and officers. There is no statutory recognition in the Cayman Islands of judgments obtained in the United
States, although a final and conclusive judgment in the federal or state courts of the United States under which a sum
of money is payable, other than a sum payable in respect of multiple damages, taxes, or other charges of a like nature
or in respect of a fine or other penalty, may be subject to enforcement proceedings as debt in the courts of the Cayman
Islands under the common law doctrine of obligation, provided that (a) such federal or state courts of the United States
had proper jurisdiction over the parties subject to such judgment; (b) such federal or state courts of the United States
did not contravene the rules of natural justice of the Cayman Islands; (c) such judgment was not obtained by fraud; (d)
the enforcement of the judgment would not be contrary to the public policy of the Cayman Islands; (e) no new
admissible evidence relevant to the action is submitted prior to the rendering of the judgment by the courts of the
Cayman Islands; and (f) there is due compliance with the correct procedures under the laws of the Cayman Islands.

As aresult of all of the above, our public shareholders may have more difficulty in protecting their interests through
actions against our management, directors or major shareholders than shareholders of a corporation incorporated in a
jurisdiction in the United States.

You may face difficulties in protecting your interests as a shareholder because judicial precedents regarding
shareholders’ rights are more limited under Cayman Islands law than under U.S. law, and because Cayman Islands law
generally provides less protection to shareholders than U.S. law.

Our corporate affairs are governed by our memorandum and articles of association, the Companies Law, Cap. 22 (Law
3 of 1961, as consolidated and revised) of the Cayman Islands, or the Cayman Islands Companies Law, and the
common law of the Cayman Islands. The rights of shareholders to take action against directors, actions by minority
shareholders and the fiduciary responsibilities of our directors to us under Cayman Islands law are to a large extent
governed by the common law of the Cayman Islands. The common law of the Cayman Islands is derived in part from
comparatively limited judicial precedent in the Cayman Islands as well as from English common law, which has
persuasive, but not binding, authority on a court in the Cayman Islands. The rights of our shareholders and the
fiduciary responsibilities of our directors under Cayman Islands law are not as clearly established as they would be
under statutes or judicial precedent in some jurisdictions in the United States. In particular, the Cayman Islands have a
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less developed body of securities law than the United States. In addition, some U.S. states, such as Delaware, have
more fully developed and judicially interpreted bodies of corporate law than the Cayman Islands.

For example, the Cayman Islands Companies Law differs from laws applicable to United States corporations and their
shareholders in certain material respects which may affect shareholders’ rights and shareholders’ access to information.
These differences under the Cayman Islands Companies Law(as compared to Delaware law) include, though are not
limited to, the following:

directors who are interested in a transaction do not have a statutory duty to disclose such interest and there are no
provisions under the Cayman Islands Companies Law which render such director liable to the company for any profit
‘realized pursuant to such transaction. Our articles of association, however, contain provisions that require our
directors to disclose their interest in a transaction;

_dissenting shareholders do not have comparable appraisal rights if a scheme of arrangement is approved by the Grand
Court of the Cayman Islands;

shareholders may not be able to bring class action or derivative action suits before a Cayman Islands court except in
certain exceptional circumstances; and
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unless otherwise provided under the memorandum and articles of association of the company, shareholders do not
have the right to bring business before a meeting or call a meeting.

Moreover, certain of these differences in corporate law, including, for example, the fact that shareholders do not have
the right to call a meeting or bring business to a meeting, may have anti-takeover effects, which could discourage,
delay, or prevent the merger or acquisition of our company by means of a tender offer, a proxy contest or otherwise,
which a shareholder may have considered in its best interest, and prevent the removal of incumbent officers and
directors.

As aresult of all of the above, public shareholders may have more difficulty in protecting their interests in the face of
actions taken by management, members of the board of directors or controlling shareholders than they would have as
public shareholders of a U.S. company.

Investor confidence and the market price of our ADSs may be adversely impacted if we or our independent registered
public accountants conclude that our internal controls over financial reporting are not effective.

The Securities and Exchange Commission, or the SEC, as directed by Section 404 of the Sarbanes-Oxley Act of 2002,
adopted rules requiring public companies to include in their Annual Report on Form 10-K or Form 20-F, as the case
may be, a report of management on the company’s internal controls over financial reporting that contains an
assessment by management of the effectiveness of the company’s internal controls over financial reporting. In addition,
the company’s independent registered public accounting firm must report on the company’s internal control over
financial reporting. Our management may conclude that our internal controls over financial reporting are not effective.
Moreover, even if our management does conclude that our internal controls over financial reporting are effective, if
our independent registered public accounting firm is not satisfied with our internal controls, the level at which our
controls are documented, designed, operated or reviewed, or if our independent registered public accounting firm
interprets the requirements, rules or regulations differently from us, then it may conclude that our internal controls
over financial reporting are not effective. Furthermore, during the course of the evaluation, documentation and
attestation, we may identify deficiencies that we may not be able to remedy in a timely manner. If we fail to achieve
and maintain the adequacy of our internal controls, we may not be able to conclude that we have effective internal
controls, on an ongoing basis, over financial reporting in accordance with the Sarbanes-Oxley Act. Furthermore,
effective internal controls over financial reporting are necessary for us to produce reliable financial reports and are
important to help prevent fraud. As a result, our failure to achieve and maintain effective internal controls over
financial reporting could result in the loss of investor confidence in the reliability of our financial statements, which in
turn could harm our business and negatively impact the trading price of our ADSs. In addition, we have incurred
considerable costs and used significant management time and other resources in our effort to comply with Section 404
and other requirements of the Sarbanes-Oxley Act.

ITEM 4. INFORMATION ON THE COMPANY
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4.A. History and Development of the Company

Himax Taiwan, our predecessor, was incorporated on June 12, 2001 as a limited liability company under the laws of
the ROC. On April 26, 2005, we established Himax Technologies Limited, an exempted company with limited
liability under the Cayman Islands Companies Law, as a holding company to hold the shares of Himax Taiwan in
connection with our reorganization and share exchange. On October 14, 2005, Himax Taiwan became our wholly
owned subsidiary through a share exchange consummated pursuant to the ROC Business Mergers and Acquisitions
Law through which we acquired all of the issued and outstanding shares of Himax Taiwan, and we issued ordinary
shares to the shareholders of Himax Taiwan. Shareholders of Himax Taiwan received one of our ordinary shares in
exchange for one Himax Taiwan common share. The share exchange was unanimously approved by shareholders of
Himax Taiwan on June 10, 2005 with no dissenting shareholders and by the ROC Investment Commission on August
30, 2005 for our inbound investment in Taiwan, and on September 7, 2005 for our outbound investment outside of
Taiwan. We effected this reorganization and share exchange to comply with ROC laws, which prohibit a Taiwan
incorporated company not otherwise publicly listed in Taiwan from listing its shares on an overseas stock exchange.
Our reorganization enables us to maintain our operations through our Taiwan subsidiary, Himax Taiwan, while
allowing us to list our shares overseas through our holding company structure.

On September 26, 2005, we changed our name to “Himax Technologies, Inc.,” and on October 17, 2005, Himax Taiwan
changed its name to “Himax Technologies Limited” upon the approval of shareholders of both companies and
amendments to the respective constitutive documents. We effected the name exchange in order to maintain continuity
of operations and marketing under the trade name “Himax Technologies, Inc.,” which had been previously used by
Himax Taiwan.
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Our ADSs have been listed on the NASDAQ Global Select Market since March 31, 2006. Our ordinary shares are not
listed or publicly traded on any trading markets.

In February 2007, we completed the acquisition of Wisepal, currently known as Himax Semiconductor, Inc., a fabless
semiconductor company focusing on the development of LTPS TFT-LCD drivers for small and medium-sized
applications. This transaction strengthened our competitive position in the small and medium-sized product areas and
further diversified our technology and product offerings. From time to time, we have also made minority investments
in various companies for strategic purposes in the ordinary course of business.

In March 2007, we established Himax Imaging, Inc., or Himax Imaging, which develops and markets CMOS image
sensors with an initial focus on camera applications used in cell phones and notebook computers.

In July 2012, our subsidiary, Himax Display, completed the acquisition of Spatial Photonics, currently known as
Himax Display (USA) Inc., a Delaware corporation engaged in the business of manufacturing and production of
MEMS products.

Our principal executive offices are located at No. 26, Zih Lian Road, Sinshih District, Tainan City 74148, Taiwan,
Republic of China. Our telephone number at this address is +886-6-505-0880. Our registered office in the Cayman
Islands is located at Cricket Square, Hutchins Drive, P.O. Box 2681, Grand Cayman KY1-1111, Cayman Islands. Our
telephone number at this address is +1-345-945-3901. In addition, we have offices in Hsinchu and Taipei, Taiwan;
Foshan, Fuqing, Ningbo, Beijing, Shanghai, Shenzhen, Suzhou, Wuhan, Hefei, Qingdao, Chongqing, Xi’an and
Xiamen, China; Tokyo, Japan; Asan-si and Bundang-gu, South Korea; and Irvine and Campbell, California,
Minneapolis, Minnesota, USA.

Investor inquiries should be directed to our Investor Relations department, at +886-2-2370-3999 ext. 22202 or by
email to ophelia lin@himax.com.tw. Our website is www.himax.com.tw. The information contained on our website is
not part of this annual report. Our agent for service of process in the United States is Puglisi & Associates located at
850 Library Avenue, Suite 204, Newark, Delaware 19711.

4.B. Business Overview

We are a fabless semiconductor solution provider dedicated to display imaging processing technologies. We are a
worldwide market leader in display driver ICs and timing controllers used in TVs, laptops, monitors, mobile phones,
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tablets, digital cameras, car navigation, virtual reality (VR) devices and many other consumer electronics devices.
Additionally, we design and provide controllers for touch sensor displays, in-cell Touch and Display Driver
Integration (TDDI) single-chip solutions, LED driver ICs, power management ICs, scaler products for monitors an